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The necessary conditions in order to realize theefies coming from owning
a company such as PWPW by the state are the corsgausiness continuity, the
stability of its domain of action and the finaricgtability. These conditions can be
fulfilled through a certain partnership between #tate and PWPW in the form of
a legal monopoly or lasting and stable commercaitcacts.

Introduction

The portfolio of companies controlled by the Tregsincludes both enti-
ties that the state expects only to have theirevahaximised, as well as
entities for which the expectations exceed the evalfithe maximisation
postulate. These additional expectations pertajpaiticular to the compa-
ny’s securing of the state’s key interests. Themgas of such economic
sectors include power engineering or oil industing state’s key interests
may include e.g. the country’s energy securitytomudating the develop-
ment of specific industries (e.g. shale gas extragt The state’s interest
may be secured by using three tools, with eachhamtcapable of being
used independently:

— the Treasury’s majority share in the given company,

— the so-called golden veto of the State Treasuryltieg from the act
dated to 18 March 2010 on the special rights ofntiir@ster competent
for the Treasury matters and their performanceentamn limited com-
panies or groups of companies conducting activityhie power, oil or
gaseous fuel sectors,

— other regulations imposing special duties of spetifisiness entities or
specific sectors of economy towards the $tate
The state may choose between the above-mentionbditosuch a way

that a combination thereof ensure meeting the 'staterests and goals.

Trading the shares in such companies owned by thastiry, as well as

their (partial) privatisation are possible (andjfrently desirable), but such

actions should be correlated with adapting therdtias used for securing
the state’s interests to the performance of thésgmad expectations desig-
nated thereby.

! For examplehe act dated 16 February 2007 on the oil, oil-ttapeoduct and natural
gas reserves and on the rules of conduct in casetlofeat to the country’s fuel security or
interruptions on the oil markePolish Journal of Laws Dz.U. of 2007 no. 52 it848, as
amendedthe act dated 24 April 2009 on the investmentéidnliquefied natural gas regasi-
fication terminal inSWinoujv’cie, Polish Journal of Laws Dz.U. of 2009 no. 84 ité@d, as
amended.
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The example discussed in this paper is Polska Whytia6Papierow
Wartasciowych S.A. (PWPW): a company wholly owned by tfreasury
tasked with the production of, among other thidgmknotes, documents
and associated IT systems. Despite its undeniabpoitant function for
Poland from the point of view of its activity, ttempany’s status is no
different from any other limited company. It wousgem that including
PWPW in the list of companies material to stateneam/ has been the
first step on the way to defining the state’s exgians towards this entity.
However, so far these expectations have been lga@kinontent, and there-
fore in the case of PWPW the model of investorti@ts encompassing
active communication with the market and the inmestinvolvement in
the building of the company’s value has not beeplémented (Dziawgo,
2006, pp. 307-308). It is difficult to find the jifgcation for this state of
affairs. It could be a result of the traditiona¢wi of state economy and the
role of the individual sectors therein. Up untiteatly, the sectors associat-
ed with e.g. power engineering, extraction indystgtlecommunication,
transport, or defence were considered key frompttiat of view of state
security, including economic security. However, tlevelopment of tech-
nology and civilisation has made it so that frore ffoint of view of the
state and its citizens the key processes alsodadinose related to the IT
and its uses, such as identification in a broadesef the term, encompass-
ing, among other things, assigning identity to ¢itzens via the relevant
identification documents, authorisation and autication of transactions,
or maintenance and development of state registiesmples of those ac-
tivities are related not only to physical produdist also to IT solutions to
an increasingly greater degree. These functionsised each day by both
citizens and business entities in social life antkgal or economic transac-
tions. The solutions used by a given country fer parposes of identifica-
tion are a foundation of the contemporary econoamd social relation-
ships and activities.

Purpose of the paper and methodology

The purpose of this paper is to present the ragequl by state-controlled
monopolists in contemporary economy by using PWR\aia example.
This is an issue which is highly important in redatto Poland, where the
privatisation processes still have not been coregleTherefore, the re-

? Regulation of the Council of Ministern defining state-owned enterprises and com-
panies wholly-owned by the Treasury that are matéoi state economgf 22 October 2010
(Polish Journal of Laws Dz.U. no. 212 item 1387).
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search aspect translates into the practical aspkted to the state’s eco-
nomic policy, and especially the policy concernlngsiness entities con-
trolled by the Treasury. By specifically stressthg possibilities of utilis-
ing in practice the conclusions resulting from tesearch dedicated to the
above-mentioned issue it has been decided thairwtite framework of the
study’s methodology the relevant literature and ¢hse study of PWPW
will be analysed. Cross-sectional studies of varibusiness entities of this
type, as well as different sectors of economy, megerial to researching
the role of contemporary monopolies in the econddowever, at the same
time a more detailed opinion about the importamt r@le of such entities
in the economy is provided by the case studiesdividual companies.
This is because such a type of study enables datktaalysis of business
entities and the circumstances of their operafiamthermore, as indicated
by Adamkiewicz-Drwitto (2008, pp. 138-139), the eobf administrative
science is not only to describe reality, but alsgtopose solution to the
problems and, by extension, to present exampldsadf management or
best practices. The conclusions drawn from suatliesumust not be gener-
alised, but rather treated as a deeper justificafto the general conclu-
sions drawn from cross-sectional studies.

Good and bad monopolies

The term “monopoly” does not create positive coatiohs for the con-
temporary man. Older readers can surely remembsange of inconven-
iences and terrible quality of the services offdogdhe sole telecommuni-
cation operator during the times of the People’puRéc of Poland and
during the early stages of the political transfdiora after 1989. Today,
too, monopolists are not being favoured by eittamiety or economists.
The reader need not be reminded how many lawsnidsgeassroots social
initiatives are being filed against, for examplecisoft Corporation (Ar-
mentano, 2007, pp. 37-50). After all, it should moime as a surprise.
A monopoly, meaning a market in which there is oohe supplier and
many recipients who do not coordinate their actigemerates an unneces-
sary social loss and therefore it is not desirablee monopolist sets the
production and the prices at a level that will maigke its profits. It can use
multiple strategies for this purpose, especiallyhia area of price differen-
tiation. The power of a monopoly as defined by nkssic economy leads
to suboptimal allocation of resources and, consafyea loss of social
prosperity (Dietl, 2010, p. 54), especially whempared to the conditions
on a perfectly competitive market. In a long teparfect competition en-
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sures that marginal costs and revenues are eqlialesilting in a specific

level of production. A monopolist does not equaitsemarginal costs with

marginal revenues, because there is no motivatiaeduce the costs. As
a result, by reducing production and setting a érigirice it generates addi-
tional profit with a loss for social prosperity.

However, when discussing monopolies, natural moleponust not be
excluded. They have been present for hundredsafkyend they generate
no negative phenomena associated with “artificiabnopolies. Smith
mentioned them, even though he was not using the ‘teatural monopo-
ly”: Some natural productions require such a singulaoitysoil and situa-
tion, that all the land in a great country, which fit for producing them,
may not be sufficient to supply the effectual deh{&mith, 2007, p. 73).
Smith cited the French vineyards as an examplen Bveugh Smith’'s ex-
ample has become largely obsolete, since, as i oéshe development of
agricultural sciences, food industry and transpioma French wines are
facing strong competition not only from Italian $panish wines, but also
American, Australian or South African ones, naturainopolies are still
present in economy.

The term “natural monopoly” was probably used toe first time by
Malthus (1815) who postulated that in certain situes, requiring a unique
combination of production factors, monopolies aa¢ural and necessary.
Following this train of thought, Mill narrowed dovthe meaning ohatu-
ral monopolies to the monopolieseated by circumstances, and not by law
(1965, vol. 1, p. 639). For Bastiat (1850), thdetiénce between the natural
and artificial monopolies was so basic that thechkled the people who
could not see it blind and shallow. Successive ggioais of economists
dedicated themselves to the subject of natural malies. Actually, it is
still open for discussion today. Currently, naturenopolies are defined as
markets in which a greater effectiveness is pravibdg having only one
enterprise on the side of supply (e.g. WatersoB71p. 61), with the con-
sumers on the side of demand not coordinating #aions. In this case,
effectiveness is frequently associated with thealted subadditivity con-
dition (Baumol, 1977, p. 809) in which the functioha natural monopo-
ly’s costs will always generate costs that are lotlwan the sum of costs N
of individual companies operating in such a markebther words, a dis-
tinctive feature of a natural monopoly are sigrific economies of scale
and high costs of entry which make the activityaofroup of individual
entities generate higher total costs than thosergéd by a single entity
acting as a (natural) monopoly. Additional factoegforcing the cost ad-
vantage of a natural monopoly could be the ownprehunique technolo-
gy, indivisibility of specific production factorsy the effect of learning.
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Natural monopolies occur both in Poland and in otoeintries. This is
exemplified by the power (Polskie Sieci Elektrogyetyczne Operator
S.A.) or gas (Operator Gazggdw Przesytlowych GAZ-SYSTEM S.A))
transmission lines. It is difficult to imagine dugtion in which such lines,
which are quite expensive to construct and maintie doubled by com-
petitors operating on the same market. A monopoly a possible geo-
graphical market division subordinate to the suliddly condition are
a natural solution. However, at the same time ld € operation opens for
the state regulator that makes sure the (naturahiopolist does not abuse
its position. This is because free market is netghnacea to all problems
of the contemporary economy. Deviations from it @guired in justified
cases. As shown by Jakimowicz (2010, pp. 258-258)dies (...) prove
that market regulation is one of the most importdrallenges that contem-
porary economy must face.”

PWPW’s domain of activity: support for identification
and transactional processes

PWPW'’s case is not one that can be classifiedyed3ilrrently, PWPW'’s
domain of activity includes two primary areas: supdor identification
processes and support for transactional proce3sges.said domains of
PWPW'’s activity comprise both traditional as wedl alectronic and IT
security features. PWPW’s mission is to have tpeaducts and services
secure the reliability of transactional and idecdifion processes. The said
mission is realised through PWPW's ongoing acteitiThe production of
personal ID blanks, passport booklets, drivingrizes, or vehicle registra-
tion cards is an example of the company’s presentee field of identifi-
cation. However, at the same time the company liateg the traditional
identification products with IT solutions, such e Sigillum electronic
signature. Modern personalisation technologieswal®VPW to provide
the whole value chain of transportation documehtswst be stressed that
PWPW'’s expertise includes not only perfectly-sedyplysical carriers of
identification data, but also IT systems for regdamd managing such data
carriers and for transmitting data. The couplinglbthose competencies in
a single value chain contributing to the documesffered to PWPW'’s
clients must be a problem for global IT companiett fispire to the role of
state IT systems’ integrators.

Apart from supporting identification processes P remains an ac-
tive participant in the transactional processegpstpnarket. Similar to the
case discussed previously, the company’s actiaitjudes both transaction
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carriers and services. PWPW manufactures banknolexjues, postage
stamps, and bank cards, and it also develops titgt@s consisting in the

authentication of transactional processes. An elambpthis is the under-
taking carried out through its subsidiary Polskiagngci S.A., consisting

in the creation of a network for approval, authatitn and billing of cash-
free payments throughout Poland.

For the purposes of this paper the two above-meati market catego-
ries (support for identification processes and supfor transactional pro-
cesses) have been limited to the markets of twoari product categories:
the document market along with the associated Bfesys and the bank-
note market.

Natural monopoly or monopsony

PWPW displays certain features of a natural mongfmlt in some aspects
it actually does not match this model. It is théygwrovider of this type of
products and services in Poland, which provesithata monopoly. This
monopoly is not guaranteed by any regulations dalgh such practice is
used by some EU countries) and it is natural. Neeobusiness entity in
Poland has developed such specific technologicapetencies related to
physical and/or IT security features of documemd hanknotes. On the
one hand this the effect of the company’s long-texperience (it was
established in 1919), while on the other it is tésult of the ongoing de-
velopment through introduction of successive intioves pertaining to
both the documents’ physical aspect, as well agnitiation and develop-
ment of the IT technologies that ensure optimaktfiemality and security
of the IT aspect of the products and services. d3pect related to the fi-
nancial expenditures necessary to establish a aoylpge PWPW is also
important. Obtaining the funds required to “copyWWPW is obviously
possible (though quite difficult during a financiisis), but it would lead
to the violation of the effectiveness and subaudidijticonditions which are
distinctive for a natural monopoly. The demand RWPW'’s key products
and services results directly from the state’s pase orders related to the
demographics, GDP growth, payment system policgsemption structure
etc.. It is impossible to create a rational, addial demand for banknotes,
documents and the associated IT systems. As a,radditional domestic
“‘competition” for PWPW would lead to increased pwotlon costs
throughout the sector (diseconomies of scale) ke, increased prices.
An example that illustrates the above-mentionekknigery well is the story
of the no longer existing company Drukarnia Skarb@A. This company
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acted at the time as PWPW’s competitor in the fadfldlocument produc-
tion, but it was unable to endure the competitind & 2004, while in ter-
rible financial condition, it was acquired by PWPW.

Another effectiveness-impairing factor would be thmitation of the
so-calledeconomies of scop@he specific nature of enterprises such as
PWPW (and its counterparts abroad) consists ifiuskitanagement of the
production process of different products utilisisgnilar manufacturing
technologies and requiring the use of the same meshand employee
competencies. Therefore, in a way it is standardHis type of companies
to have a product portfolio including both bankmsoé&d documents. Such
measures ensure rational usage of the resourcéabderdo the company.
Excluding one of the key products (banknotes omdwnts) disturbs the
balance, leading to the loss of the economiesafescTaking advantage of
the economies of scope is characteristic of othanufacturers of bank-
notes and documents. Examples include the BritsHadRue, German
Giesecke & Devrient, French Oberthur or Note PmitAustrialia Ltd.
owned by the Central Bank of Australia.

PWPW'’s natural monopoly is corroborated by the ysialof banknote
and document purchase orders and production inr athentries. It has
become a general rule that large countries have dlen enterprises re-
sponsible for manufacturing banknotes and/or dooisneOn the other
hand, in smaller countries the purchase orderbdoknotes and documents
are fulfilled by foreign companies. This dichotommgncerning the supply
of various countries with documents and banknatsslts directly from the
natural factors discussed that are present or absé¢he individual coun-
tries, i.e. the demandable scale of productionultieg primarily from the
number of citizens and inflation) and the technmagcompetencies de-
veloped. Table 1 contains a list of EU member statated according to
the number of citizens (from the highest to thevdst) together with the
information about their manufacturers of banknaed passports (as one
of the material documents issued by the statestaiiizens). In each case
one of the following three categories has been:used
— domestic manufacturer,

— external manufacturer,
— collaboration: domestic and external manufacturers.

The following list shows that the lower the numbécitizens, the lower
the inclination to order and manufacture banknates documents domes-
tically. This is especially clear in the case ofda&, Cyprus, Luxembourg,
and Malta. Due to the lack of natural conditionsytiiailed to develop the
entities specialised in the production of banknated documents, and the
authorities and central banks place the orders faittign manufacturers.
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On the other hand, from among 10 of the EU cousitwéh the greatest
number of citizens 9 order passports from theiallananufacturers (apart
from The Netherlands), and 8 order banknotes fromesbtic manufactur-
ers (apart from The Netherlands and Germany) héncase of Germany is
should be stressed that the orders for the eurknoées are placed by the
Bundesbank under a tendering procedure.

Table 1. Banknote and passport manufacturers (domestic tarret) for EU
member states

No. Country Banknote producer Er?)?jiﬁ):oerrt

1 Germany external domestic

2 France domestic domestic

3 United Kingdom domestic domestic

4 Italy domestic domestic

5 Spain domestic domestic

6 Poland domestic domestic

7 Romania domestic domestic

8 The Netherlands external external

9 Portugal domestic domestic

10 Greece domestic domestic
collaboration:

11 Belgium domestic domestic and
external

12 The Czech Republic| domestic domestic

13 Hungary domestic domestic

14 Sweden domestic external

15 Austria domestic domestic
collaboration:

16 Bulgaria domestic domestic and
external

17 Denmark domestic external

18 Slovakia external external

19 Finland external external
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Table 1 Continued

No. Country Banknote producer Passport
producer
collaboration:
20 Ireland domestic domestic and
external
21 Croatia external domestic
collaboration:
22 Lithuania external domestic and
external
23 Latvia external external
24 Slovenia external domestic
25 Estonia external external
26 Cyprus external external
27 Luxembourg external external
28 Malta external external

Source: author’s elaboration.

Therefore, the most important premise taken intwoant by a public
administration when selecting the banknote andé@uchent manufacturer
is the existence of domestic business entitieskdaps fulfilling the order
in accordance with the ordering party’s expectatidrhe presence of such
entities is the result of natural causes relatethéosize of the individual
countries. It is not a consequence of the decisimently made by the
public authorities, because apart from the casésgal monopoly the free-
dom of business activity enables anybody to estialdi private enterprise
and compete with state-controlled entities, toce Tdtk of new initiatives
concerning the establishment of companies spea@lis the production of
banknotes and documents results from this natupalopoly existing in the
countries in which objective circumstances (ecomsnaf scale and scope,
the subadditivity condition) justify the status qtiwe way it is in Poland.

PWPW displays a certain feature distinctive to ratumonopolies,
which, as shown above, is rational and benefioaltlie society. On the
domestic market PWPW is the only entity offering tomplete package of
products and services related to the identificatiod transactional security:
banknotes, documents and associated IT systemsewowat the same
time it addresses its primary activities to a sfiegroup of clients consist-
ing of the Polish government and local governmeamiaistration and the
National Bank of Poland. To a lesser degree PWPMtslucts and ser-
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vices are dedicated to corporate clients and fpoex which utilises the
company’s surplus production capacities. PWPW'’snariy group of cli-

ents is homogenous and it is not dispersed. ltahsignificant bargaining
power in relationships with suppliers and it conedes its activities within
this framework. Allowing for PWPW'’s ownership stture factor, we are
dealing to a large extent with the owner's and dlient’s identity. This

situation limits the classic problems related tgpooate supervision (signif-
icant stakeholder homogeneity), but at the same tirmay trigger greater
activeness, determination and effectiveness whéitlifig the company's

strategic objectives, and it may also lead to di@der value maximisation
while respecting key relationships between stalddrsl (Boehlke, 2004, p.
504).

Obviously, the situation discussed does not applsetationships with
foreign clients (e.g. production of banknotes ocwdoents for export to
countries whose size does not justify constructibtheir own production
facilities) or clients other than domestic publ@nanistration (e.g. IT ser-
vices), because the markets associated with tlezsgients are not a mo-
nopoly, either artificial or natural. A perfect emple illustrating this issue
could be the production of biometric passportsLithiuania or the contract
with Ekstraklasa S.A. for the delivery of an IT ®m for the identification
of fans in stadiums. In such areas PWPW adaptse@dnditions of free
competition.

It must be stressed that PWPW is a recognisabigy emt foreign mar-
kets. The company’s key products and services rasept in more than 22
countries. In 2012 the value of PWPW'’s export, vehtzsge scale devel-
opment started in 2007, reached the level of apgpiN 52 million. The
company’s strategic development plans for the cgnyi@ars provide for
further intensive growth and expansion of expolesaPWPW'’s activities
in foreign markets constitute a perfect exampleutiifsing a company’s
intellectual, technological and production potdntes well as effective
functioning of the economies of scale and scopalstt shows the positive
effects of the company’s research and developnivitaes, which allow
it to introduce innovative, state-of-the-art idén#ition and transactional
products to the Polish and foreign markets. An msaecondition to fulfil
the ambitious export and innovation targets isdbmpany’s stable posi-
tion in the country as far as the strategic prgjestecuted for the Polish
state are concerned.

The discussed structure of the demand aspect ofVP@/Business in
Poland is not a distinctive feature of a monopolyeven a natural monop-
oly. In the classic example of a monopoly (inclgden natural monopoly)
the clients are scattered and they cannot coosdihair activities and they
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have no real influence (bargaining power) on theopoly’s behaviour or
its price and supply conditions. Therefore, it ifficult to call PWPW
a natural monopoly. If we are to use this termllattzey it would be more
accurate to use the term “guasi-natural monopdijié situation analysed,
as far as its structure and the recipients’ powercancerned, is more typi-
cal of a monopsony, i.e. a market in which thererily one client (central
administration in this case). As a result, a meidmnsafeguarding the
country from a potential negative impact of a (natjumonopoly related to
the production of banknotes, documents and assdci@itsystem is created
naturally (through the structure and type of theidagroup of purchasers).
Enterprises usually consider the information altbeir income structure
with respect to their clients or client categoréassbusiness secret. This is
the case also for PWPW. However, in the contexth@fdiscussed notion of
monopsony, the most important information abous tsiructure can be
presented with a certain degree of generality. &foee, in relation to the
national document market and the associated I'esysthe only client of
PWPW is the Polish public administration (includimgt not limited to the
Ministry of Transport, the Ministry of Constructiaand Maritime Econo-
my, the Ministry of the Interior, the Ministry ofifkance). On the other
hand, as far as the national banknote market isezord, the only ordering
party is the National Bank of Poland. The ordeiglied for these entities
constitute a major part of the income generatedhbycompany. The do-
mestic market of banknotes, documents and assdcidtesystems is
a market with only one client: the central admmagson. An analogous
situation will be found in other countries, too.eThature of the products
and services supplied by banknote and document faietorers around the
world is closely linked to state security and imgeal we cannot say that
there is a global market for these types of praglaad services. The exist-
ing legal or natural monopolies in the individualiatries constitute a (jus-
tified) hurdle against complete or even significarternationalisation of
those markets. Foreign trade carried out by theufiaaturers of banknotes
and documents is in general only a complementaiyitycfor their prima-
ry tasks carried out on domestic markets.

The state’s strategic interests related to PWP\Wisity are reinforced
by the enterprise’s ownership status (company whmlned by the Treas-
ury). The ordering party (central administratiom)ranissions the produc-
tion of documents to a specialised business e(diynpany) that is con-
trolled by the state at the level of its generaeasbly and supervisory
board. PWPW's unique product offering also justifiee significant role of
the state in the area discussed.
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PWPW'’s product portfolio is composed largely of sjtjgublic goods.
They are not purely public goods, such as, for etaymational defence or
public safety, because they do not meet the foligvtivo conditions simul-
taneously: 1) not excluding anybody from the pulglaod’s consumption
and 2) joint (additional) consumption without geaterg additional costs
(Holcombe, 1997, p. 2). In the modern world it ifficult to imagine
a citizen without documents or money, and theretbeefirst condition is
met. On the other hand it is difficult to imagirmetways of joint consump-
tion of an identification document or money, beeatiwir distributions is
strictly regulated. Furthermore, it should be ofedrthat there is a super-
natural demand for documents and legal tenderdtiresdrom criminal
intent and the desire to assume someone else'styddreference books
suggest that the quasi-public goods market mayadtilly reliable, which
justifies certain intervention or regulation by tbtate (e.g. Borkowska
2009, p. 28).

Regulatory capabilities - theory and practice

Up until the 1960s the negative effects of classimopolies (both artificial
and natural ones) were prevented through statdategu and nationalisa-
tion of monopolies. However, in many cases thitica failed. Currently,
deregulatory alternatives are being sought fortype of market situations.
Reference books indicate auctions for the righidaleduct activity in a mo-
nopoly market, the concept of contestable marl@tshe price regulation
through e.g. comparative competition. However, e¢heethods pertain to
classic monopolies and classic ineffectivenessoatutated by Pareto. As
shown above, problems of this type do not occuthan case of PWPW,
because the structure and provenance of its ret#pias well as corporate
supervision, eliminate such threats effectivelyergfore, in the case of
PWPW a combination of free market properties witates regulations
seems the most correct. In practice such a solstionld consist in ensur-
ing the deliveries of goods requiring the beneadftscale and scope, as well
as special supervision from the point of view adgarction security (bank-
notes, documents and associated IT solutions) bystate-owned company
together with a simultaneous free competition maheas of other products
and services.

The above postulate is no different from the sohgiapplied by other
countries. Under the EU law this issue is reguldigdarticle 14 of Di-
rective 2004/18/EC that excludssecret contracts and contracts requiring
special security measurdsom the harmonised rules for awarding public
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procurement contracts. It can be said with fulltaety that the procure-
ments related to identification documents satibfy tequirements referred
to in this paper. Article 14 has been implementedational laws: in the
case of Poland it is article 4 of the act on pupliccurements whose item
5) explicitly refers to “procurements designategtretor top secretunder
the regulations on the protection of non-publioiniation or if required by
state security or public safety.” Furthermore, parg to article 4b item 1
point 2) of the public procurement law the act'sypsions do not apply,
among other things, to the procurements pertaitorigensitive services”,
i.e. “the services related to security that use-malolic information, that
require their use or that include them,” becaudheair case the application
of the act’'s provisions would obligate the orderpayty to reveal infor-
mation whose disclosure is contrary to the intepéstate security.

The above-mentioned EU regulations are used ictipeaby such coun-
tries as Austria, France, Spain or Portugal. Urideract on the national
printing house (Staatsdruckereigesetz) the Aust@npany OeSD is the
exclusive manufacturer of securities used by thetéan administration
and other government bodies. This exclusive rigHiniited only in situa-
tions when OeSD has no “actual or legal” capasbditio fulfil the order for
a “reasonable” price or if another company offérs given product with
identical quality, under the same terms, but aétéeb price. Undoubtedly,
the possibility that an order will be placed wittogher entity is a disciplin-
ing factor for OeSD’s pricing policy and cost cahtDuring a parliamen-
tary debate concerning the bill on the regulatib®eSD’s activities it was
stressed that this company should be awarded apobnwith respect to
the products material to state interests, i.e.pfeglucts requiring secrecy
and security (Bundesrat, 1981, p. 15 329). Infifsisiework the monopoly
was described as “indisputable” (p. 15 330). Gndther hand, pursuant to
the act dated 31 December 1993 the Treasury-ownealck joint stock
company Imprimerie Nationale is the sole suppliersecret or secured
documents, especially personal IDs, passportss @a Pursuant to Decree
1114/1999 dated 25 July 1999 the state-controledpany FNMT-RCM
is a monopolist in Spain as far as the use of ipdnachines designed for
printing banknotes and other secured prints is eored.

An analysis of other EU member states that, dubeo size, have do-
mestic enterprises producing documents and printiagknotes clearly
shows that it is especially the identification g#guthat is the deciding
factor for placing orders with those entities, efehere are no regulations
in force guaranteeing such model of conduct. Indhse of Germany the
entity responsible for the production and perseatilbn of identification
documents (passports, personal IDs, transport dectgnas well as the
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associated IT systems is the wholly-owned by tla¢esBundesdruckerei.
The German Ministry of the Interior's choice wheastegting the contractor
to produce e.g. the personal IDs currently issmeGérmany was and is
obvious. Due to the previously-mentioned issuestate security this order
was placed with Bundesdruckerei. Worth quoting herthe statement of
Hans-Peter Uhl, member of the Bundestag, who ir8 Zfistulated on be-
half of de factoall political forces in the German government thiaé pro-
duction of our (German) documents must remain im@ea hands” (Doll
& Friihbrodt, 2008).

However, it must be stressed that in general tleegorce of “national”
document and banknote printers in Europe, irrespect their ownership
status, is a function of the country’s size. A sfi@population level com-
bined with the economic and technological develamnoé the given coun-
try justifies having a domestic entity responsifalecarrying out the activi-
ty discussed. Such entities not only transfer taxed dividends to the
shareholding state, but also act as a creator glagment, enrich the
country’s technological potential and act as agyaachor of sorts (Rama-
murti, 1987).

In Poland there are currently no regulations inthgaPWPW as the en-
tity responsible for supplying identification docents and banknotes. The
only exception to this was a clause in the actdi&te29 July 2005 on the
digital tachograph system stating that PWPW wowdhe company issu-
ing tachograph cards for a period of 7 years. Thezano analogous regula-
tory provisions with respect to other documentdanknotes. In practice,
due to the conditions indicated in this paper, gheduction of documents
and banknotes is carried out by PWPW, but it isueriered by the risk
generated by such legal circumstances. The cageeafew personal IDs’
production (the PL.ID project) clearly showed tRAVPW’s foreign com-
petitors and international IT integrators are doihgir best to eliminate
PWPW from the document production market. Entrgstite production of
Polish documents to such entities would strikéhatdtrategic and econom-
ic interests of Poland.

PWPW’s importance for state security

No national regulations on PWPW’s position conaggnits presence on
the Polish banknote and document market, agaioshstant need to secure
strategic interests of the state, cause the risk lafck of going concern.
This risk may weaken the state’s capacity to endgte and secure pro-
cesses connected with identification and to cawly associated strategic
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projects. This entails the risk of identificationdatransaction safety, that is

the risk that the state will be hampered in itsctions and will incur finan-

cial losses resulting from insufficient protectioh document and money

production. The following factors influence thiskigreatly:

— the level of security and resistance of detailezt#jzation (that is clas-
sified information) of documents and money,

— the level of security of personal data,

— the level of security connected with transportattbmoney, documents
or their semi-products,

— possibilities of developing own technologies andwrhow in produc-
tion of documents and money.

As regards the first risk group, we may observé tha production of
ID documents by a national State-owned entity adlavging additional
tools of exerting control over the manufacturemrafrom contractual pro-
visions. The State is entitled to ongoing controthe areas of ownership
and capital, allowing constant monitoring of thenpany’s situation and
pre-emptive reaction to any possible threats. Aalulilly, state security
agencies (for PWPW — ABW) are periodically auditittge company’s
capacity to process classified data, in partictifer specifications of 1D
documents and banknotes. In case of entrusting pineduction to a for-
eign entity or a domestic private entity a posgipdf influencing the own-
ership relationships of the manufacturer is elitgda A situation is then
possible where the document manufacturer is taken loy another entity
enjoying a lesser level of trust from Polish auitiws. There are also risks
of results of any foreign or private bankruptcyneected among others
with a need to provide a substitute supplier immatsdly and to secure the
hosted data. In an extreme case this situationleza/to an illegal produc-
tion of blank documents and banknotes without tiaeiing country know-
ing about it. Such documents may then be usedto#pecial services of
other countries and by the organized crime.

Personal data should be particularly well protectedthey concern all
citizens for whom the personalized documents agpared. The security of
personal data is threatened by multiple factokg linauthorized access,
processing personal data with violations of regoifet, change, loss, dam-
age or destruction of such data. Therefore a deptozessing facility is
postulated (the fewer data processing centredetiser the threats) as well
as an inclusion of personalization process in th&ithent production pro-
cess (Goc, 2010, p. 6-7).

The third group of risk factors influencing idegtdand transaction safe-
ty risk is the transportation issues. In case o$siborder transport a risk of
theft or losing some documents (blank ones) isdrighan in case of do-
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mestic transport or intra-city transport. Consegesrof a loss or a theft of
documents (blank documents) may be very seriousnaad even lead to
a complete overhaul of the document, as it happendte UK in 2010 for
car registration documents.

The fourth group of risk factors involves cuttinggaven country off
from modern technologies and know-how on documedttznknote pro-
duction. Placing orders for documents or banknatdsreign or domestic
private entities may lead to a technological depeny of a given country
on foreign entities.

All the above risk factors for identification ancansaction risk may
lead to problems in functioning of the state andinancial losses through
using documents (blank documents) gained in an tboesed way, or
money or counterfeited money. Such criminal adésitmay disturb the
market. Crime leads to losses both in financemtfies suffering from it,
and in countries’ GDP (Lewandowski, 2004, p. 62@yersight of the
payment system by central banks covers in broagmstehding also pay-
ment instruments and technical infrastructure flezak, 2011, p. 51), that
means also a secure system of supplying the cdrardds with adequately
secured money before its issue, Violation of thé&nent may weaken fi-
nancial stability, influencing financial marketshd above risks influence
the basic safety of a country. Scheme 1 showsatirks influencing the
said risks.

Due to a specific character of the company’s aiiwirelated to the
safety of the state, citizens and the businessaions what matters par-
ticularly is the guarantee that its products, sEwj manufacturing process-
es and auxiliary processes meet adequate safegyiarin an entity of that
kind there cannot be any room for irregularitiesl anistakes connected
with incorrect choice of materials at the desigagst securing the product
stage, information about the product or for irregitiles connected with
registering quantities used. PWPW boasts indussegiurity certificates
issued by ABW or the international INTERGRAF cectfte and there are
no irregularities that can and do take place ingames with less rigorous
procedures and security systems. We may also reeremalpe press articles
informing that ABW shares with the prime ministes major reservations
and fears regarding the tender for the new Polsledrd (PL.ID), which
would generate a risk of acquiring strategic Poligbrmation by foreign
entities (and foreign special services). Thereforthe countries like Ger-
many or France the manufacturing of most importloduments and ac-
companying IT systems is entrusted to domestic cones.
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Scheme 1.ldentity and transaction safety against the basietg interest of

a country
The primary interest of national security

“ Idenfification ’ ‘ Transacfion ﬂ

Criminal sancfions;
insfituions

responsible for

national securiy

securily security

Criminal groups
and foreign secret
services

SECURE DOCUMENTS AND BANKNOTES

Production Security of . J
. . Transport securit
security materials and resources P Y

Rl i 2| Protection of personal data

specifications
Quality of Proprietary technology and know- ~ Comprehensiveness
security how of products and
features (technological sovereignty) services T

POLISH SECURITY AND PRINTING WORKS

State Treasury

Source: author’s elaboration.

Creation of technological potential

A prerequisite of efficient implementation of segic projects of a state,
supporting transaction and identification processgsthe technological
potential and innovativeness of the national mastufar of money and
documents. This potential allows to continue tettgioal progress ensur-
ing that PWPW's strategic products would fulfil itheasks in the area of
national security, safety of citizens and marketswell as legal and busi-
ness transactions. PWPW's technological poterdiddeist observed in the
following areas:
— the company’s scope of activity and the scope tifitic of its affiliated
entities (the area of activity),
— new and modernized products and services andgéeining,
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— R&D cooperation with academic centres and otherpzomes.

— The scope of PWPW'’s activity comprises products semices ensur-
ing credibility of transactions and identificationhis definition allows
for flexible approach to products and servicesreffeby PWPW, as it
does not list certain products (or types of proslydtut functions to be
fulfilled by such products. Therefore the expansibrthe company is
not limited to a given technology or a given pradocservice. An ex-
ample of such expansion is the presence of PWPWeirarea of elec-
tronic payments. Moneys issued by the National BzfriRoland are still
a significant player in transactions, but the @fielectronic payments is
on the increase, including those made through payceds. PWPW
Capital Group portfolio encompasses also Visa arastbtCard pay-
ment cards, personalization of these cards andughr a subsidiary
company called Polskie ePlattdS.A. — the authorization of POS elec-
tronic payments and their settlement. Yet anotkample of creation of
technological potential of the company basing ow mechnologies is
the development of IT systems and combining theseities with doc-
ument manufacturing.

Modernization of existing products, designing bramedv products and
physical, electronic or IT security devices is lgegonstantly performed at
PWPW. R&D work covers all areas of manufacturing aervices of the
company. A presentation of the constantly develppachnological poten-
tial of PWPW is not possible within the confinestlis work, several ex-
amples of remarkable achievements in this area,rhastever, be men-
tioned. Technological solutions prepared recentyenof key importance
concerning supplementing value chains of the compad concerned both
banknotes and ID products. Examples can include \\/Bwn inventions
and technologies concerning:

— Transparent Laser Engraving, TLE;

— Optically variable element (first level securityvitee imprinted as pic-
tures or graphically variable element dependingiewing angle);

— PCP (Polycarbonate Colour Personalisation; a pitigsibf imprinting
a colour photo on one of the inside layers of g/qeanbonate card, and
the closing it during the production process in pleemanent structure
of the card);

— Creating a rigid personalization page for passpaogether with
a unique way of integrating this page with the etk

— Programming cards and electronic documents allowewure verified
signature through a qualified certificate (SmartAgppducts);
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— Including a personalized non-flammable element BxtolD card (Ex-
tremelD);
— Anti-bacterial paper for banknote production witliiseptic qualities;
— Anti-soiling paper with increased soiling resistanc
The above examples of PWPW S.A!'s innovations asslun products
sold in Poland and abroad. The company cooperatesasademic institu-
tions for its R&D. A good example may be here tHRAGINKS project,
involving graphene inks and pastes to print cormhscon polymer bases,
performed in cooperation with Warsaw Technical @nsity and the Insti-
tute of Electronic Material Technology

Fiscal functions of PWPW

The share of the State Treasury in PWPW also babgsit economic prof-
its (apart from regulatory benefits). PWPW’s finaadave for many years
been very satisfactory. Together with the compamgsets, including its
goodwill, know-how, knowledge and expertise, thegate value for the
State Treasury, both in long and in short termyessed in dividends, high
profit pay-outs and taxes. The amount of financehsfers from PWPW to
the state budget for income tax, VAT, profit paysoand divided was more
than 1.3 billion PLN for 2007-2012. This amountgaa PWPW among the
companies bringing the highest revenue to the stadiget in this period.
The company is an important element of budgetaggrire. It is even more
so as the company does not pursue aggressive tamisgiion schemes.
Apart from the fiscal function, resulting from sifjoant financial potential
of PWPW, the job creation function is also impott&WPW also supports
growth in economically weaker regions of Polanddécision to conduct
PWPW's activity in Poland results in job creati@upporting real econo-
my and employment is of great importance to thenenuc stability of
Poland. PWPW directly employs more than 1800 pednlé indirect em-
ployment, taking into account employment at PWP¥lippliers and eco-
nomic partners, is much higher. Despite its headgrsabeing situated in
Warsaw, the company notices and uses regional faténm weaker re-
gions, like Podkarpacie. There the subsidiary, B®lsPlatnéci S.A., is
located in the special economic zone.

The aspect of economic benefit the state treasasyfiom PWPW, in-
cluding taxes, dividends, profit pay-outs (see Fégl) must be taken into
account when the state places orders with PWPWselbenefits namely
decrease the real cost (the price paid by the)stéteanknotes, documents
or IT systems ordered from PWPW. Also employmeny bha one such
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benefit. In case orders are placed with otheriestitn particular PWPW’s
foreign competitors, such a “discount” is grantedother countries — the
shareholders of foreign competitors. Economic bienéd the state stem-
ming from the existence of a national manufactofdoanknotes and doc-
uments need to be taken into account particulangmconfronting domes-
tic prices with prices offered by foreign compatitaof PWPW, usually
applying competition-eliminating pricing in their xgort activities.
(Waniowski, 2003, p. 174).

Figure 1. Selected financial transfers from PWPW to the Stateasury[PLN
millions]

35.0 1+
31.2 ==fr==taxation due to the Treasury
(corporate income tax, VAT, and
30.0 + tax on the state-owned company’s
profits)
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25.0 +
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Source: author’s elaboration.

Strategic partnership with the state

Bearing in mind on one hand the need to ensureoeaignefficiency of
PWPW'’s activities, on the other the subordinatecfiom of the company
towards the Polish state, materializing through pibstulate of decreasing
transaction and identification risk, and supplygapds and services to the
most important state institutions and concernirigcidizens, a creation of
coherent long-term policy of the state towards PWiBWery much justi-
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fied. This policy should be based on concepts m@tesgic partnership be-
tween the state and PWPW and combine at least finiegipal pillars: 1)
business continuity, 2) area of business activity 8) finances. A strategic
partnership of this type can become a legal mornyofusl PWPW or long-
term trade contracts.

The first pillar of the expected policy of the stabwards PWPW re-
volves around securing its business continuitypisisent, the risks related
to business continuity are substantial. The commio®gs not have a guar-
antee by law of being the sole manufacturer destacuments and bank-
notes, or of being an entity responsible in termgroduction and services
for ensuring credibility of transaction and ideicgition processes in rela-
tion to tasks imposed by the state. Despite itssimis of strategic im-
portance from the point of view of the state, PWRWst fight for state
orders with foreign entities. Granting a speciatss to PWPW in connec-
tion with its tasks, like that of an entity respitates for manufacturing
Polish ID documents and banknotes, together wittlusivity in that re-
spect would allow, like in the countries stated\efydo minimize risks of
business continuity and of implementation of stymtestate projects in
identification and transaction. Taking into accotimt market stance of
PWPW and its present shareholding structure, swgthtas would not vio-
late market principles. As shown above, in the spperase of PWPW we
do not have negative economic effects of a natqualsi-monopoly (as
price increases or production limits), but we deenaconomies of scale
and scope and state security. A special statudegtdn PWPW would be
a material and real expression of the term ,a compaith special im-
portance to the national economy”. ConsequentlygHi@rms plans for the
company would be possible, taking into accountrtfost important stake-
holders of PWPW, namely its owner and central govental bodies, as
well as the National Bank of Poland. Moreover, ela@ation of current and
future needs, as well as plans and ways of devadapof most important
PWPW clients would allow a more precise definitmincompany’s goals
and to prepare for its tasks in the optimum way.

A risk of taking over document and money productignone of key
foreign competitors not only endangers the statergg, but also its eco-
nomic interest. It may result in the state beinges@lent on foreign, trans-
national entities, which may not only engage irt@mgetting, but also con-
solidate its assets creating a global monopolyumpdly. In such a case,
negative consequences of the (artificial) monopetuld be very pro-
found, and there would be no possibility of re-tirepa national entity
responsible for this very specific production, rieiqgg an unique set of
skills and abilities.
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PWPW's area of business activity is the supporidehtification and
transaction processes. However, some spots imtb& are simultaneously
occupied by State Treasury-controlled companieshyocentral or local
government units and their subordinate institutiéerlapping of compe-
tences of PWPW and other units in this particul@aanamely ensuring
credibility of transactions and identification lesath the lack of optimum
use of resources. The upkeep of separate infrastescmay lead to eco-
nomic inefficiencies, and result in suboptimum preidquality. Examples
of such overlapping include personalisation of h\étatistics documents or
of documents in government offices. It needs tgbiated out that these
activities do not belong to the core business e@hsustitutions, they are
always auxiliary. The asset consolidation for statetrolled entities in the
field of supporting transactions and identificaicand subordinating them
to market principles would result in greater ecoimsense of their use and
their better management. Therefore certain areamafufacturing and
service activity performed by the state need t@diaeted out. Those areas
may successfully (with benefits to the state) béopmed by PWPW.

An example for positive effect of such consolidatis placing with
PWPW not only manufacturing of all transport-retatdocuments, like
driving licence or registration document, but atécdheir personalization.
This generates economic benefits, but also incréasesecurity of these
documents thanks to combining their manufacturing personalization
and limits the number of people and entities withesgs to personal data
bases. As a result of specialisation of documentufagturing entities, the
centralized personalization results in higher timlocal solution quality of
personalisation techniques, as they require higthnigogical skills,
equipment and IT solutions (Ombelli & Knopjes, 2008122). In experts’
opinion the centralized personalization as an elraéthe manufacturing
process significantly increases the level of doaunsecurity (Goc, 2010,
pp. 6-7).

The discussed policy in relation to PWPW shouldvalthe company to
take over these areas, and additionally to defimrain of supporting
transaction and identification processes, indicagWPW as a specialised
entity performing tasks related thereto. Thesesaiking examples of in-
creasing the economies of scale and scope. What {goint of maintaining
manufacturing entities within the central and logal’ernment structures.
The Act on public finances of 2009 removed anglli@sudgetary) enter-
prise and budgetary enterprises in central admatish as entities eco-
nomically ineffective. A part of activity of thesenterprises is still an-
chored in public administration, under differentm@a It seems that the
time is right to continue activities started by #@09 Act. The Minister of



150 Remigiusz Lewandowski

the State Treasury shares that view, albeit irticgldo companies, as in the
Privatization Plan for 2012-2013 there are provisigtating the need to
organize better the ownership structure of compamsigategically im-
portant for the state, to consolidate companies @rdte capital groups
with strong and competitive position on the marRéte ideas must howev-
er be changes in solid legal and formal solutions.

Finances are the third pillar of the state polmyards PWPW, covering
the owner’s expectations concerning financial goaaximizing value for
the owner and questions concerning the structuapital and sharehold-
ing. Financial goals allow a simplified verificatiaof completion of basic
goal of any enterprise, namely maximization of eal’'hey are a measure
of value for shareholders and, more generally,ettaklers. The value for
shareholders is usually measured in the sharehimideme, either frozen in
the company value, or in the current income fromdginds or share sale.
In PWPW dividends play a major role. They influestetegic choices of
the company regarding investment activity, esphcia new economic
areas. Uncertainty occurring every year concerthiegamount of profit (or
reserve capital) for the owner leads to the imgmlgtyi of planning long-
term developments and investments. A risk of dinilelrainage of the
company may result in abandoning projects genegydtigh value for the
owner, but requiring investment outlays. A longitestatement from the
owner concerning expectations on dividend level ldi@et thresholds for
developments and investments of the company. Qeealividend policy
one has to bear in mind that the profit generatethé company, usually
acquired by the owner, is only one of the threen®oof maximizing share-
holder value. The dividend cannot be a tool to lothe company’s value,
which may happen with dividend overburden and whkebjugating the
dividend policy to the present financial needshef state.

The question of PWPW holding enough capital torfoeinvestments is
also connected with indicating sources of this tedpiCurrently they are
bank loans and retained profit. A potential newrsewf capital would be
share issue for new investors, leading to a pdatibn of PWPW. From
the point of view of development and investmentglaf the company the
knowledge about the future composition of sharedr@ldand any possible
income from new share emission is of crucial imgoce. Like the divi-
dend policy, long-term decisions on ownership cttaraof PWPW would
indicate the areas for investments and developmepbssible sale of an
interest by the current owner does not directlpdtate into the investment
and development policy of the company. (it is ogé@rcome on shares),
but, through a choice of a strategic investor othan the State Treasury
— would influence the entire business of the corgpés future and ability
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to perform tasks it is given. Thinking about anggible changes in owner-
ship of PWPW (and other companies) one has to ineaind the goal of
such an undertaking for the owner, the State Trgagurisk of transfer-
ring production abroad, to German or French faesorstruggling with
overcapacity cannot be overlooked here. Also tkksriof technological
dependency from a foreign supplier, or the aforgiopad risks of state
and citizen security and the security of their dadantification and trans-
action risks) must be analysed.

Conclusions

The present paper, based on the PWPW case stadg, te the conclusion
that in the area relating to state security andiegtmn of national strategic
interests it is justified to keep in the State Breg portfolio companies
providing goods and services necessary to keealtk security. At the
same time natural monopoly of such companies doesanstitute a nega-
tive premise for an assessment of their functionmghe economy. The
PWPW analysis have allowed to indicated a numbéeatficial functions
performed by that entity, that is first of all erigg identification and trans-
action security, ensuring substantial financialdfgs to the State Treasury
and creation of national innovative potential. Téhepecial attributes place
PWPW among the State Treasury-controlled companids significant
own potential and major importance to the natios@nomy. The State
Treasury deciding to keep such entities in itsfpba should however cre-
ate a favourable environment of legal and factwadditions, facilitating
their further growth and optimum usage.

The example of PWPW presented herein shows thabtdie Treasury
interest in shareholding of nationally strategienpanies does not neces-
sarily hampers their development, and companiesralted by the state
may be economically efficient organizations, brmgiexpected rates of
return and ensuring fulfilment of national strateigiterests.
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