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ABSTRACT 

Based on the results of the analysis of data obtained through the method of expert assessments 

of information, as well as on the materials of the existing law enforcement practices, the article 

discusses typical mechanisms of organized criminal activities in the field of insurance.  

Keywords: crimes in the field of insurance, fraud, organized criminal activities 

 

1. INTRODUCTION 

Currently, the law enforcement practices addressing crimes in the insurance sector in Russia is 

characterized by the following criminalistically significant trends: 

1. such practices focus on the insurance fraud detection and investigation (article 159.5 of the 

RF Criminal Code); 

2. other crimes in the insurance industry (including fraud associated crimes) often have no 

adequate criminal law response (remain undisclosed, not identified, analysed in the 

framework of civil law relations as non-criminal torts, etc.); 

3. the result of addressing insurance frauds in the vast majority of cases is the neutralization 

of individually committed (simple, household, non-group) frauds, as well as frauds 

committed as a part of group of persons (group fraud); 

4. cases of neutralized group fraud in the insurance industry are characterized by a rather 

primitive content of the criminal activity group nature: such groups, as a rule, consist of 

amateur swindlers, and are formed spontaneously, often on the basis of family and friendly 

ties, they do not have a corruption cover-up, and are aimed at committing a single fraud, 

etc. 

 

At the same time, the significant manifestations of organized criminal activity in the insurance 

sector can be reviewed through some indirect signs. In particular, the study of law enforcement 

practices show that quite often the court's sentences on the conviction of amateur criminals 

contain the information about unidentified persons who in a certain way assisted in the 

commission of the crime (for example, by mediation in the production of false documents or 

by promising mediation in the documents processing by the insurance companies, or by 

promising to produce falsified expert opinions, documents on road accidents, etc.). Thus, the 

"chain" of organized and organized corrupt criminal activities in the sphere of insurance, as a 

rule, remain undisclosed, and only the final link of the chain – the direct perpetrator of fraud (a 

dilettante criminal) - is neutralized. That said, it is not always possible either to curb or address 

expeditiously the coordinating activities of the persons, carrying out single or group criminal 

activities in the sphere of insurance.  
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The results of the analysis of data, obtained through the method of expert assessments of 

information, as well as the materials of the existing law enforcement practice, make it possible 

to identify typical mechanisms of organized criminal activities in the field of insurance. 

 

2. A FINANCIAL PYRAMIDS SCHEMES MECHANISM OF ORGANIZED 

CRIMINAL ACTIVITIES WITH LARGE-SCALE EMBEZZLEMENT 

The essence of such typical mechanism of organized criminal activities in the field of insurance 

is associated with the malicious use of legislative gaps and contradictions concerning the legal 

status of certain subjects of the insurance business (for example, mutual insurance companies, 

etc.) and the legal regulation of advertising and marketing activities in the field of insurance 

(the network method of sales of insurance policies in particular). Here is a good example. In 

early 2009, the media reported that yet another pyramid disguised as a mutual insurance 

company had collapsed. Nadezda (Hope) financial pyramid offered financial support to 

pensioners and promised to assist young people with employment. To get a job in the company, 

potential candidates had only to bring in their friends and relatives. Customers came to Nadezda 

to insure their life and health at high interest. According to the investigators, among the victims 

of the pyramid there were citizens of Mari El, Chuvashia, Kirov region, Moscow and other 

regions of Russia1. The sentence of the court, delivered in 2012, stated that Mr S. and Mr B., 

leaders of this financial pyramid, had been carrying out criminal activities under the guise of 

the mutual insurance company since 2005. Mr S. and Mr B. were convicted by the court under 

part 4 of article 159 of the RF Criminal Code (109 episodes) for committing a large scale fraud 

by an organized group (the total amount of the stolen property amounted to 5,510,500 rubles) 

and sentenced them to the imprisonment for 9 years and 6 months, 8 years and 6 months, 

respectively2. In this regard, large-scale illegal activities of the so-called "insurance 

consultants", "brokers" deserve special attention. About 20 firms were engaged in similar 

activities in Russia and abroad, the most noticeable being SiSaveInvest. SiSaveInvest 

advertised and sold life insurance policies of foreign insurance companies such as Fortuna 

(Switzerland), Grave (Austria), Medlife (Cyprus), Clerical Medical International (UK), ALICO 

(USA) and American Security Life (Liechtenstein). Potential policyholders were tempted by 

the opportunity to accumulate funds in reliable foreign banks (mainly Swiss) or in foreign 

insurance companies, usually registered offshore. However, insurance contracts are designed 

in such a way that when an insured event occurs, it is extremely difficult to achieve fulfillment 

of obligations from the insurer (for example, under the terms of one of the contracts, in order 

to receive an insurance payment, the policyholder has to submit original criminal procedural 

documents to the foreign insurer at its registered address). SiSaveInvest sells policies both in 

its offices, and through the system of multilevel network marketing3. In the Russian forensic 

literature, SiSaveInvest is described as one of the possible schemes of fraud and money 

laundering. As L. Y. Drapkin and Y. M. Zlochenko note, the criminal scheme was that the 

employees of SiSaveInvest, having no license, distributed insurance policies of foreign 

companies in Vladimir, Tula, Rostov and Tyumen regions, which is prohibited by the 

legislation of the Russian Federation. The entry fee for individuals amounted $US 1,000. But 

the bulk of the money came from large enterprises, whose employees were insured by the heads 

of these organizations, quite often the employees were insured and charged without their 

 
1 Nadezda mutual insurance company. Fininstructor website. Retrieved 01.10.2019 from 
http://www.fininstruktor.ru/nadejda.html 
2 The sentence of the Industrial district court of Izhevsk № 1-1 / 12 of 24.04.2012. Website Judicial and regulatory acts of the 
Russian Federation. Retrieved 01.10.2019 from http://sudact.ru/regular/doc/fBY3zJPefhdw 
3 The system of multi-level-marketing is widely used in order to sell goods or services. See details: Barber D. Just What 
is...Network Marketing? M.: Fair Press, 2001, 192 p.; Kardava A. Is Network marketing a pyramid scheme? A Scam? Or ... a 
system of distribution of goods and services. M.: PROMIS Inernational, 2002, 304 p.; Rakhimova L. We start MLM: network 
marketing. M.: 2003, 208 p. 



51st International Scientific Conference on Economic and Social Development – Rabat, 26-27 March 2020 

 

3 

consent and knowledge. Thus, a lot of Togliatti VAZ employees of were 'insured' for almost 

$US 6,000,000. Even greater sums were 'collected' by the insurers at Magnitogorsk Iron & Steel 

Works, and company Vneshtorgbank (Moscow) – $US 50,000, Moscow post office − more 

than 756 million rubles, JSC Semikarakorsknefteprodukt (Rostov) - $US 140 000, MIG-Svyaz 

( Urengoy), Fiber-Optic plant (Vologda) and many others, including high-security and sensitive 

enterprises. To conceal the embezzlement of budget money, corrupt officials concluded 

fictitious repair and construction works contracts with commercial companies. The insurance 

premiums of the overwhelming majority of insured individuals were appropriated under the 

pretext of violation of contractual obligations or on other far-fetched excuses. In 1998-2000 

SiSaveInvest employees started transferring money abroad under quite a plausible pretext – 

they allegedly sign insurance contracts and finalize them in Austria. After the money had been 

transferred to SраrkаssеНаrtbеrg-Vоrаu Bank in Austria, the money could have been 

transferred either to ВudареstВаnk (Hungary), or to Наnsаbаnk-Latvia (Riga). In addition, the 

money was laundered through the Swiss bank ShwеizerisjerBankverein and BаnkоfСурrus. 

According to operational data, banks located in offshore zones were used to mask the illegal 

origin of the "insurance" money. It is estimated that in 1996-2000 the money outflow amounted 

at least $US 3 billion in Russia4. In modern practice, we managed to find an example of effective 

criminal prosecution of heads of SiSaveInvest structural divisions. Therefore, in 2008-2009 the 

officers of the Department of Internal Affairs for Orenburg region detected and investigated 

two fraudulent criminal schemes. According to the first scheme, the SiSaveInvest financial 

adviser targeted customers, willing to conclude contracts of cumulative pension insurance. 

When the customer consented to conclude the contract of pension insurance, the life insurance 

contract was signed on behalf of a foreign insurance company (for $US 2,500). The sum was 

paid in cash to the financial adviser, who later provided the client with confirmation that their 

money was transferred to the account opened in the client's name with the insurance company. 

In fact, the confirmation was a cheque issued by a foreign bank, where G. had opened a personal 

account. At the same time, SiSaveInvest had never been licensed to carry out insurance 

activities, this organization was neither listed in the register of subjects of insurance business, 

nor it was registered in the tax register.  

 

3. A TYPICAL MECHANISM OF ORGANIZED CRIME ACTIVITIES, ASSOCIATED 

WITH THE LARGE-SCALE INTRA-CORPORATE THEFT IN THE INSURANCE 

SECTOR 

These are typically high-ranking employees of insurance companies who organise and carry 

out crimes in the sphere of insurance in a group of subordinate agents and heads of agency 

departments. The striking example is a criminal case of embezzlement in the Vector insurance 

company, initiated against A. Kondratenkov, the beneficiary of a number of large insurance 

companies in Russia5. The subject of theft are the premiums that are not partially credited to 

the insurer's cash register, for example, by manipulating the agency commissions payments. 

The study of foreign experience in combating insurance crimes was based on the analysis of 

the media, published court decisions and specialized scientific literature. According to the 

results, it can be concluded that the main type of criminal encroachments in this area is 

insurance fraud. The study of foreign practice shows that the global average level of insurance 

fraud is about 10%6.  

 
4 The Drapkin L. Ya., Y. M. Zlotchenko Criminal ways of the legalization of proceeds derived from crime. In Organized crime 
and corruption. Special ediition.  No. 1. Yekaterinburg: Zashchita-Ural, 2001. 
5 O. Kutasov, T. Grishina They have come for the insurer from the Crimea. Retrieved 01.10.2019 from 
https://www.kommersant.ru/doc/4073761 

6 Koshkin D. S. Insurance fraud: foreign and domestic practices. Finance 2006, No. 10. Retrieved 01.01.2018 from 
http://www.lawmix.ru/bux/78877/ 



51st International Scientific Conference on Economic and Social Development – Rabat, 26-27 March 2020 

 

4 

Thus, the European Insurance Committee estimates losses from fraud in Europe at €8 billion, 

constituting 2% of all insurance premiums in the EU7. In Germany, 7.5 to 9 thousand of 

insurance frauds are committed annually, at a total amount of approximately 6-8% of all 

insurance payments, and in monetary terms, insurers lose from 4 to 6 billion Deutsche marks8. 

In the UK, insurance fraud is the most profitable risk-return type of crime, and its main danger 

is that the proceeds from insurance fraud are used to finance other criminal activities. According 

to the Financial Services Authority (FSA), fraudsters in the UK receive about 10% of auto 

insurance premiums and about 15% of property insurance premiums. Insurance company 

Norwich Union published the results of a synthesis study conducted on the basis of various 

reports on the scale of fraud in the UK. According to the company's calculations, the damage 

to the economy made by insurance fraudsters amounted to £15.8 billion ($8,5 billion) in 2004. 

Overall, it says, damage amounts to 1.4% of the UK's GDP, or £650 per household9. The 

Association of British insurers (ABI) spends about £200 million a year to fight insurance 

fraud10. In France, losses caused by unscrupulous customers of insurance companies are 

estimated at about $ 3 billion. According to official data, the disclosed fraud cases only account 

for a total of 10% of the insurance indemnity paid.11. In Holland, payments to fraudsters account 

for approximately 5% of all insurance payments, reaching about $ 300 million12. Car insurance 

fraud is one of the most common crimes in China13. A striking example is 334 established facts 

of insurance fraud committed during the period from late 2010 to May 2013 by a law breaker 

from Shenzhen. According to the South China Morning Post newspaper, the fraud was carried 

out by the criminal by staging road accidents14. There are manifestations of a high degree of 

organization of this criminal business in China. In 2012, Chinese police stopped the activities 

of a criminal group that included 95 people. The group specialized in the staging of road 

accidents and received illegally insurance payments. The damage to insurance companies from 

criminal activity is estimated at ¥13 million or $2 million15. In Canada, the experts estimate that 

fraudsters damage the insurance industry amounting to about $1.3 billion a year. It is believed 

that 10 to15 cents per each dollar of the premium are paid to fraudulent claims. In the United 

States, insurance fraud is recognized as one of the most common crimes. According to the FBI, 

the insurance industry consists of more than 7,000 companies that collect over $1 trillion in 

premiums each year. At the same time, FBI experts note that the total cost of insurance fraud 

(non-health insurance) is estimated to be more than $40 billion per year16. The study of foreign 

literature shows that insurance fraud is the main, but not the only type of organized criminal 

activity in the field of insurance abroad. The work of the American author B. Zalm, published 

by the American Bar Association Publ., examines briefly the issues of criminal liability for 

insurance fraud, as well as the identification, disclosure and investigation of such crimes. The 

author presents these questions taking into account the fact that this crime can be committed by 

a wide range of subjects involved in insurance.  

 
7 Ibid. 
8 Ibid. 
9 Vide Koshkin D. S. The work cited 
10 City of London police. Insurance Fraud Enforcement Department (IFED). Annual Review 2012. Retrieved 01.01.2018 from 
https://www.cityoflondon.police.uk/advice-and-support/fraud-and-economic-crime/ifed/Pages/Annual-review.aspx 
11 Vide Koshkin D. S. The work cited 
12 Vide Koshkin D. S. The work cited 
13 Chinese motorist arrested for insurance fraud. Retrieved 01.01.2018 from http://www.rg.ru/2013/07/05/strahovka-
anons.html 
14 P. Boehler Shenzhen insurance scammer arrested for 334 car crashes, police say. Retrieved 01.01.2018 from 
http://www.scmp.com/news/china/article/1275886/shenzhen-insurance-scammer-arrested-334-car-crashes-say-police 
15 In China, an insurance fraudster, who provoked 334 road accidents in 3 years and received $58 thousand from insurers, 
was arrested. Retrieved 01.01.2018 from http://forinsurer.com/news/ 
13/07/08/29534 
16 Insurance fraud. Retrieved 01.01.2018 from www.fbi.gov/stats-services/publications/insurance-fraud/insurance_fraud 
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In this sense, the study of B. Zalm, as one of the few, reflects the author's broad view on the 

problem of fraud in the insurance industry17. In the reference manual published in New York, 

L. Hymes and J. Wells examine the issues of criminological characterization, criminal liability 

and fraud investigation in various types of insurance18. The work is characterized by a 

pronounced victimological aspect. Another example of this kind of investigations is the work 

of Wolff A. "The case of the insurance fraud sacrifices"19. It is necessary to single out some 

studies of the American experts (J. Kuller, G. Reinhard, J. Lichtor, D. Morse, L. Ackling, etc.), 

which deal with the organization of insurance companies activities in order to fight insurance 

fraud20. In particular, J. Lichtor's work on the identification of signs of fraud in the field of life 

and health insurance presents a practical guide for employees of insurance organizations, as 

well as insurance investigators and private detectives21. There are other works of a similar 

kind22. The practical manual by D. Morse and L. Ackling is even more meaningful from the 

point of view of the addressee of the given recommendations – employees of an insurance 

organization23. The analysed studies contain brief applied reference manuals aimed at the other 

participants of insurance process – insurers as consumers of the insurance services24. In 

addition, all the studies contain victimological aspect of the problem under consideration. For 

example, A. Lewis addresses his research on insurance fraud prevention potential to victims of 

this crime25. In the American literature, there are studies of insurance fraud phenomenon in 

different sectors. For example, the monograph by R. Dubois describes the issues of detection 

and prevention of fraud in the field of auto insurance; expert methods of this crime detection 

are studied by the author26. The work of the American expert, B. Sawyer, deals with the 

detection of fraud in the field of marine insurance27. The study of R. Bourhis discusses some 

issues of criminalistic characteristics and prevention of fraud in the field of personal 

insurance28. Thus, the undertaken comparative law research shows that in Russia and other 

countries considerable attention is paid to the fraud detection and investigation of  and other 

crimes committed in the field of insurance. 
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ABSTRACT 

Diseases in the circulatory system of the brain are not only a medical but also a social and 

economic problem at present, as a stroke patient needs long-term rehabilitation while 

remaining disabled until the restoration of the lost functions. The study identified psychological 

factors that prevent the rapid and complete rehabilitation of patients after the ischemic stroke. 

The neurologic status was assessed on the modified mRS Rankin Scale as well as on the NIHSS 

Bartel Scale. Beck Depression Inventory (BDI) has helped to identify features of depression in 

patients with various clinical manifestations of stroke. The practical significance of the work is 

the possibility of developing psychological support programs based on the results of the study, 

which would provide an optimized rehabilitation process for patients after ischemic stroke. 

Keywords: Psychological features of the post-stroke patients, rehabilitation, stroke 

 

1. INTRODUCTION 

Diseases in the circulatory system of the brain are issues of great medical and social importance, 

and a global epidemic that endangers the lives and health of people around the world. Over 

thirty million people around the world have had a stroke. The number of deaths from stroke is 

6.2 million annually. More than 80 percent of people who have had a stroke become disabled. 

Stroke is the leading cause of disability among all diseases. Patients who have had a stroke need 

constant care. More than 80% of stroke patients have a speech disorder. People who care for 

stroke patients are likely to be depressed and have a feeling of having to bear a heavy burden. 

In 2019, the U.S. spent $48 billion on post-stroke care (4% of healthcare costs), and Finland 

spent $1.2 billion (6.1% of healthcare costs). In the Russian Federation, 450 thousand new 

strokes occur every year. The Russian Federation spends $0.9 billion (57.2 billion rubles) 

annually on rehabilitation after stroke. The cost of treatment of one stroke patient in Russia, 

including inpatient treatment, rehabilitation, and secondary prevention, is 127 thousand rubles 

per year. High rates of becoming a disabled person after having a stroke lead to loss of working 

capacity, limitations in everyday life, long-term rehabilitation.  
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Post-stroke depression (PSD) has an adverse impact on the functional outcome of rehabilitation, 

quality of life, leading to longer and more expensive rehabilitation. A quarter (25.4%) of stroke 

survivors have experienced post-stroke depression (PSD). The percentage of occurrence of PSD 

is 46% during the first week of the acute phase of the stroke. The percentage of patients who 

suffer from PSD may be significantly higher, as most cases may be neglected due to various 

comorbid and post-stroke clinical conditions that may conceal the depression. Scientists from 

Chile and Spain have revealed that dysarthria is an acquired motor speech disorder of 

neurological origin that significantly decreases the degree of social interaction. Patients who 

experience problems with social interaction are three times more likely to become depressed 

than patients who do not experience such problems. Prevention of the PSD requires the 

participation of both the society and the family. Aphasia was significantly associated with PSD 

in the first six months after stroke. The consequences of a stroke affect both the patient and his 

social environmen. There is a growing need for verbal communication and emotional 

regulation, as the patient needs assistance due to movement disorders, but dysarthria prevents 

this from happening. De Ryck et al. (Belgium) emphasizes the importance of rigorous and long-

term monitoring and support of stroke patients and their caregivers. The aim of this study is to 

evaluate the features of the manifestation of PSD, depending on clinical disorders. 

 

2. RESEARCH PARTICIPANTS AND METHODOLOGICAL BASIS 

The research involved 50 post-stroke patients in total. The criterion for including patients into 

the research was the first case of experiencing the atherothrombotic ischemic stroke in an 

internal carotid art system confirmed by a C.T. scan of the brain. 50 post-stroke patients were 

separated into two groups. The first group (25 patients with movement and speech disorders) 

consisted of 11 women (average age – 52±2.1 years) and 14 men (average age – 61±3.5 years). 

The second group (25 patients with movement and speech disorders) consisted of 12 women 

(average age – 59.6+2.5 years) and 13 men (average age – 62.2±3.4 years). The dynamics were 

assessed by the modified Rankin Scale (mRs), the results of the National Institute of Health 

Stroke Scale (NIHSS) and the Montreal Cognitive Assessment (MoCa) were used, the Beck 

Depression Inventory (BDI) and the Barthel Index (B.I.) was applied, and D. Amirkhan's coping 

strategy was applied as well (adapted by N.A. Sirot and V.M. Yaltonsky). Test results and 

quantitative criteria are described with the help of arithmetical mean (M), standard deviation 

(S.D.). The reliability was taken at a 95% confidence interval. A comparison of the values 

between the groups on each visit was carried out using the non-parametric Mann-Whitney U 

test.   

 

3. RESULTS AND DISCUSSION 

Both groups were comparable in the assessment of the modified Rankin Scale (mRs) (p=0.289), 

the National Institute of Health Stroke Scale (NIHSS) (p=0.756), Index Bartel (p=0.305), the 

Montreal Cognitive Assessment (MoCa) (p=0.066). No significant differences were found on 

these scales, which revealed that there are no significant differences in neurological status 

between the first and second groups. Testing according to the coping strategy of D. Amirkhan 

(adapted by N.A. Sirota and V.M. Yaltonsky) did not reveal any statistically significant 

differences between the groups in the value of the sum of point of the "Problem solving" and 

"Avoidance" scales (Table 1.). When the tests were conducted with the use of the Beck 

Depression Inventory (BDI) the statistically significant difference between the groups in terms 

of the sum of points was observed: in the first group the average value was higher and amounted 

to 26.6±3.5 points, in the second group – 11.8±1.7 points (p=0.001). When comparing groups 

in terms of depression severity, a statistically significant difference was also revealed: Group 1 

scored 3.1±0.6, and Group 2 scored 1.4±0.5 (p=0.002) (Table 1). During the testing, according 

to D. Amirkhan's "Coping Strategies Indicator" method (adapted by N.A. Sirot and V.M. 
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Yaltonsky) statistically significant difference between the groups was observed: in the first 

group the average value was lower and amounted to 17,7±3,8 points, while in the second group 

– 24,7±4,1 points (p=0,044) (Table 1.).     

 

Table 1: Psychological and clinical conditions of post-stroke patients 
( М+SD) First group 

 

Second group 

 

(p) Comparison of the 

values between groups 

according to Mann-

Whitney 

The modified Rankin Scale (mRs), points 3,5±0,5 3,4±0,5 0,479 

The  National Institute of Health Stroke 

Scale(NIHSS), points 

11,4±1,8 11,2±1,7 0,942 

The Montreal Cognitive Assessment 

(MoCa), points 

19,4±5,4 22,6±5,8 0,056 

Index Bartel, points 37±9,6 38,4±9,4 0,335 

The Beck Depression Inventory (BDI), 

points 

26,6±3,5 11,8±1,7 0,002 

The Beck Depression Inventory (BDI), 

the severity of depression 

3,1±0,6 1,4±0,5 0,001 

A coping strategy "Problem solving" 

scale points 

20,2±0,7 23,2±1,3 0,204 

A coping strategy "Seeking social 

support" scale points 

17,7±3,8 24,7±4,1 0,044 

A coping strategy "Avoidance" scale 

points 

18,4±0,9 17,1±0,4 0,736 

 

There was a significant difference in the proportion of patients without depression: in the first 

group – 16% (4 patients), in the second group – 60% (15 patients), while the proportion of 

patients with severe depression in the first group was 52% (13 patients), in the second group – 

8% (2 patients) (p=0.002) (Figure 1). 

 

Figure 1: Proportion of patients with various degrees of depression 
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Figure 2: Results of empirical data on the test of D. Amirkhan's coping strategies (adapted by 

N.A.Sirota and V.M.Yaltonsky) 

 

Patients of the first group had almost equal average values on all of the three scales, i.e., they 

did not have a strongly expressed coping strategy (Figure 2), while values on the scale of 

"Seeking social support" were significantly lower compared to patients of the second group 

(p=0.044). The strategy of "Seeking social support" and "Problem solving" dominated 

insignificantly among the patients of the second group, but there were also patients using the 

strategy of "Avoidance" (Figure 2). In summary, Beck's questionnaire revealed depression in 

patients in both groups, i.e., stroke became an excessive psychological burden for all the 

patients. However, patients with different clinical manifestations of early hemispheric stroke 

revealed different degrees of depression (both movement and speech disorders resulted in 

severe depression, whereas only movement disorders caused mild depression). Patients of the 

first group showed a lack of ability to express their emotions and wishes, as well as the inability 

to interact with others, which led to the refusal to seek help and social support. The main 

psychological factor affecting the rehabilitation of patients is PSD. Speech disorder was related 

to the more severe manifestations of the PSD and reduced use of the coping strategy of "Seeking 

social support" and "Problem solving". In order to reduce the severity of PSD in patients with 

speech disorders, we suggest the use of sand tray therapy for the patient himself and caregiver 

(emotion response) and tablet pc technology (with a single click, the patients choose their needs 

from the available options), which simplifies the contact between the patient and the caregiver, 

thus improving the quality of life of the patient and his environment. These simple methods 

lead to significant economic benefits, and their further development and control of the dynamics 

of patients are necessary for the long term. 

 

4. CONCLUSION 

During the analysis of the results obtained with the help of Beck's questionnaire, more than half 

of all patients included in the study had PSD manifestations with varying degrees of severity. 

According to the literature, approximately a quarter of patients have PSD. This discrepancy 

may be due to the sampling features (inclusion of patients with three or more Rankin Scale 
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points) and insufficient diagnosis of PSD during the acute phase of stroke. Severe depression 

of patients with speech disorders can be related to the particular importance of the 

communicative function in conveying emotions and socialization of the person. Speech 

disorders affect the ability to express wishes and thoughts, and the helping process becomes 

difficult as well as social participation decreases. Post-stroke patients need help due to 

movement disorders, and verbal communication is becoming increasingly important. The 

obtained data coincide with De Ryck, Aceituno, Cooper. Cooper C.L. et al. (United Kingdom) 

found that stroke survivors have great difficulty with emotional regulation, and emotional 

regulation itself affects social participation and quality of life more than movement disorders. 

The presence of speech disorders increases the reduction in social participation. Optimization 

of interaction between post-stroke patients and their caregivers leads to a reduction in PSD 

among patients and depression among caregivers, which improves the quality of life and 

rehabilitation outcomes and saves up to 60 thousand rubles or more that are spent on each 

patient during rehabilitation. The authors declare that there is no conflict of interest. 
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ABSTRACT 

Most studies on active labour market policies (ALMP) concentrate on ALMP performance by 

instrument type. Some studies analyse ALMP performance during recession and/or excessive 

supply of labour over demand. There is little research on ALMP performance in periods of 

economic boom and a shrinking supply of labour. This paper analyses large-scale databases 

relating to jobseekers and ALMP instruments in 2014-2018 in Slovakia. It evaluates the effects 

of ALMP on increases in employment and employability. The period studied was notable for 

two concurrent developments: economic boom and a shrinking labour supply. The authors 

analyse the performance of ALMP on an annual basis so as to explore effects of business cycles 

and labour shortages. The unemployment figures were quite high in 2014. Access to jobs was 

difficult for all kinds of jobseekers, including those with a good education and skills. A booming 

economy and demographic transitions eased the pressures on the Slovak labour market over 

time. The demand for job seekers with acceptable levels of human capital increased 

significantly after 2015. By 2018, the typical unemployed person had low skills and a low level 

of education. The jobseekers supported by the ALMPs in place actually found it more difficult 

to find employment than jobseekers outside of the ALMP system after 2015 in Slovakia. Future 

ALMP instruments will have to concentrate on boosting the employment rates within specific 

socio-demographic groups (women, elderly workers) and strengthening the social and 

employment inclusion of marginalised communities. 

Keywords: active labour market policies, business cycle, labour shortages 

 

1. INTRODUCTION 

1.1. Literature review 

The rationale for active labour market policies (ALMP) is based on the market failures that 

individuals and firms may encounter in relation to the labour market. Plenty of factors, both 

internal and external to labour markets, may affect market operation. The most common market 

failures include poor labour market opportunities, imperfect matching process relating to 

workers and jobs, wage rigidities, information asymmetry between job-seekers and potential 

employers, and discrimination against minorities (Blanchard and Katz, 1997). Expenditure on 

ALMP by developed OECD Member States is substantial, but assumptions that high spending 

on ALMPs will generate more jobs and decrease unemployment rates often proved naive 

(Martin, 2015, p. 2). Brown and Koettl, (2015) found little support for the belief that high 

expenditure on ALMP means a high number of jobs created/sustained by the ALMP 

instruments. Van Vooren et al, 2018, p. 3) conducted a meta-analysis of 57 experimental and 

quasi-experimental studies on ALMP. Their findings were generally positive, but also generally 

that ALMPs had relatively minor effects on their participants. Card, Kluve and Weber, 2010) 

performed a meta-analysis of 199 ALMPs across 26 OECD countries which were operational 
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in the period 1996 – 2007. They concluded that different specific categories of ALMP varied 

in their ability to generate sustainable jobs. Card, Kluve and Weber (2017) also surveyed 526 

ALMP instruments from 47 countries operational in the period 1980 – 2012. The ALMP 

differed in their ability to generate short-term as opposed to long-term effects. In the long-term, 

the ALMP instruments which targeted the classroom, on-the-job development and the 

accumulation of human capital performed best. Card, Kluve and Weber (2017) found above-

average performance for ALMP targeting specific socioeconomic groups, e.g. female and 

elderly job seekers. Escudero (2018) reviewed ALMP which were operational across 31 OECD 

countries in the period 1985. She found that ALMPs targeting vulnerable population groups 

were more efficient than other ALMP instruments (Escudero 2018, p. 1).  

 

1.2. Research gap 

Most research on ALMP concentrates on performance by specific ALMP instruments. The 

main targets for ALMP instruments are job broking activities, labour market training; and/or 

job creation via subsidised employment. Some studies have focused on ALMP designed for 

specific socio-economic and socio-demographic groups (female jobseekers, elderly workers, 

workers with health disabilities). Relatively few studies have concentrated on ALMP 

performance over the business cycle. Nordlund (2011, p. 51) found some evidence that ALMP-

based training had more positive effects during recessions than during booms, in Sweden. 

Andersen and Svarer (2012, p. 17) analysed the performance of Danish ALMPs during 

recessions. They argued that early intervention may prevent the lock-in effect and decrease the 

costs of ALMPs. The abovementioned studies concentrate on ALMP performance in the course 

of recessions and/or periods of excessive supply of labour over demand. There is little research 

on ALMP performance in periods of economic boom and a shrinking supply of labour. The 

availability of labour has become a major issue across the entire central and eastern European 

region in the late 2010s (Galgóczi 2017, p. 12). Shrinkage of labour supply results from rapidly 

ageing populations (caused by low fertility rates in particular) and massive emigration by young 

people (Baláž, and Karasová, 2017). Stehrer and Leitner (2019) explored future trends in labour 

supply and demand across the European Union. They found that, in the EU29, labour demand 

would exceed the active working-age population by around 2029, but the critical point will be 

reached by 2025 in the Czech Republic, Lithuania, Poland, Bulgaria, Slovenia, Germany, 

Estonia, Hungary, and the Slovak Republic’ (Stehrer and Leitner 2019, p. 35). They came to 

the conclusion that problems with labour shortages would loom large in the future. The general 

demographic and labour force scenarios foreseen by the International Monetary Fund indicate 

that the supply of labour in central and eastern Europe will decrease significantly over the next 

three decades. The increasing participation rates as regards women and older workers will 

‘ameliorate but not fully offset the decline in the labour force’ (IMF 2019, p. 15). In Slovakia, 

the labour force will decline by 20 percent by 2050. This current study analyses large-scale 

databases related to jobseekers and the ALMP instruments operational in 2014-2018 in 

Slovakia. It evaluates the effects of ALMP in terms of increases in employment and 

employability. The studied period was notable for two concurrent developments: economic 

boom and the shrinkage of the labour supply. The authors analyse the performance of the 

available ALMPs on an annual basis, so as to explore the effects of the business cycle in relation 

to labour shortages. 

 

1.3. Active labour market policies through the business cycle and demographic transition 

In Slovakia, ALMPs have received significant support from national and European resources 

in the period 2014-2018. The ALMP instruments were implemented via national projects and 

supported by the European Social Fund. Total support for ALMP was €785.21m in the 

abovementioned period (COLSAF, 2015-2019). The Slovak labour market underwent a 



51st International Scientific Conference on Economic and Social Development – Rabat, 26-27 March 2020 

 

16 

thorough transformation in the period 2014-2018. The transformation resulted from (a) an 

improved economic situation and increasing rates of economic growth; and (b) demographic 

transition. The strong demographic cohorts born in 1950-1955 went to retirement and were 

replaced by weak cohorts born in 1990-1995. This replacement of cohorts and the effects of a 

great deal of emigration by the youth population resulted in significant labour shortages. These 

shortages were reflected in rapid decreases in the numbers of unemployed and in unemployment 

rates (Figures 1 and 2), substantial growth in job vacancies (Figures 1 and 3) and big hikes in 

average wages. These trends were very visible both at the national and regional levels (Figures 

1, 2 and 3). Some 0.0149 vacancies per one unemployed were available by December 2013, but 

by December 2018 there were 0.5347. The annual average growth in real wages was 4.2% in 

the period 2014-2018.  

 

Figure 1: The Slovak labour market in 2014-2018: unemployment figures, job vacancies 

figures and unemployment rates (%), monthly data (COLSAF) 
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Figure 2: Unemployment rates at the regional level (%), 2013-2018 (COLSAF and authors’ 

computations) 

 

 

 

 

 

 

 

 

 

Figure following on the next page 

 

 

 

 

 

 

 

 

 

 

 



51st International Scientific Conference on Economic and Social Development – Rabat, 26-27 March 2020 

 

18 

Figure 3: Job vacancies per one unemployed at the regional level, 2013-2018 (COLSAF and 

authors’ computations) 

 

2. DATA SOURCES, DATA STRUCTURE AND DATA PROCESSING 

2.1. Data sources and data structure 

The Central Office for Labour, Social Affairs and Family (COLSAF) provided the authors of 

the present study with two large-scale databases on jobseekers. The first database contained 

data on individual jobseekers registered with regional labour offices in the period 1st January 

2014 to 31st December 2018. The database contained data on 2,426,065 registrations. The 

number of jobseekers was lower than the number of registrations because the same jobseeker 

could have multiple repeater registrations with the regional labour office over the above 

mentioned period. Data cleaning was performed. Formal and logical consistency was checked. 

The following types of entry were removed from the database: 

• Duplicate entries, entries with a missing client ID, and/or illogical data (0.002% of all 

registrations); 

• Registrations starting before 01.01.2014 or ending after 31.12.2018 (22.31% of all 

registrations); 

• Registrations with the same ALMP participation start date and end date (0-day ALMP 

length; 0.10% of all registrations), 

• Registrations with missing jobseeker personal data (age, education, gender, place of living; 

0.83% of all registrations). 
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• Registrations indicating the jobseeker’s age as being lower than 15 or higher than 62 years. 

These jobseekers were not eligible for support from the ALMP (0.06% of all registrations). 

 

Some 1,866,711 registrations remained after cleaning. As indicated above, one jobseeker may 

have had several registrations over time. As many as 39 repeated registrations per individual 

jobseeker were identified. Only the first registration was considered in further analysis. There 

were 897,249 individual jobseekers in the database, registered over the period 01.01.2014 - 

30.6.2018. The second database contained data on jobseekers supported by one or more ALMP 

instruments. There was a total of 699,593 registrations in the period 1st January 2014 - 31st 

December 2018. In fact, only a minority of the jobseekers were supported by ALMP 

instruments. The same jobseeker, on the other hand, could benefit from several ALMP 

instruments, and/or from repeated participations in the same ALMP instruments. The ALMP 

database contained the following information on jobseekers supported by specific ALMP 

instruments: client ID, type of ALMP instrument (section of the 5/2004 Law on Employment 

Services) and the start and end date of participation by the individual jobseeker in s specific 

ALMP instrument. Formal and logical checking of the data was performed. The following 

entries were removed from the database: 

• Duplicate entries (1.55% of all registrations). 

• Registrations starting before 01.01.2014 or ending after 31.12.2018 (9.08% of all 

registrations). 

• Registrations with the same ALMP participation start and end dates (0 day ALMP length) 

or registrations with a length of participation other than those specified by the 5/2004 Law 

on Employment Services (3.95% of all registrations). 

 

Some 614,436 registrations of jobseekers supported by ALMP instruments were retained after 

data cleaning. It was possible for one jobseeker to have participated in several ALMP 

instruments, and/or benefited from repeated participation in the same ALMP instrument. As 

many as 22 ALMP-supported repeated registrations per individual jobseeker were identified. 

After data-cleaning the number of individual ALMP-supported jobseekers was 313,932 in the 

period 01.01.2014-30.06.2018. 

 

2.2. ALMP instruments targeted at improving the likelihood of employment and 

enhancing employability 

The ALMP instruments targeted at improving the likelihood of employment and enhancing 

employability accounted for 70.33% of all such instruments while instruments targeting job 

retention were in effect with respect to 29.67% of total jobseekers in the period 2014-2018. The 

ALMP in the former category focused on the open labour market, while the ALMP in the latter 

category supported protected labour markets (e.g., protected workplaces for handicapped 

people). The ALMPs in the latter category were closely associated with social programmes for 

disadvantaged people; thus, these were excluded from further analysis. The Slovak ALMP 

instruments are labelled according to specific Sections of the 5/2004 Law on Employment 

Services. We analysed six major ALMP instruments targeted at improving the likelihood of 

employment and enhancing employability:  

1) Section 50j, subsidised jobs with local governments; 

2) Section 51, subsidised traineeships after graduation; 

3) Section 52, public works; 

4) Section 52a, public works based on voluntary opportunities; 

5) Section 54, national projects, mostly on job subsidy; 

6) Section 54 REPAS, retraining and courses. 
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A total of 32 ALPM instruments were implemented in the period 2014-2018, in Slovakia. The 

abovementioned six ALMP instruments (i)-(vi) accounted for 49.6% of the total supported 

jobseekers, and 69.8% of the ALMP instruments aiming at improving the likelihood of 

employment in the period 2014–2018. Some of the abovementioned six ALMP instruments 

targeted specific socio-demographic groups (graduates, long-term unemployed, elderly 

workers, inhabitants of deprived regions). The specific group targeted impacted the success rate 

of the ALMP. The key socio-demographic statistics for specific ALMP are given in Table 1. 

Participants in the ALPMs were generally older and had lower educational levels (except as 

regards the Sec. 51 ALMP for graduates) than jobseekers not supported by ALMPs. Socio-

demographic disparities between supported jobseekers versus non-supported jobseekers 

widened over the period 2014-2018. The ALPM increasingly supported jobseekers who were 

older and who had lower levels of education. 

 

Table 1: Descriptive statistics for jobseekers in 2014 – 201 (authors’ computations) 

 
gender age in years education level 

% females average st dev average st dev 

All jobseekers (N = 897,249) 49.14 34.47 12.32 2.83 0.99 

jobseekers supported by the ALMP 

section 50j (N = 5,315) 38.87 43.91 11.31 2.33 1.09 

section 51 (N = 22,412) 64.86 20.97 2.22 3.36 0.49 

Section 52 (N = 40,592) 46.71 38.71 11.58 1.62 1.15 

section 52a (N = 19,564) 74.48 38.08 12.20 2.84 0.96 

section 54 (N = 15,030) 45.56 38.92 12.79 2.48 1.06 

section 54 REPAS (N = 26,429) 60.71 36.20 11.15 3.03 0.81 

Notes: Section 54 REPAS was not included in Section 54. Education levels: 0 = incomplete 

primary, 1 = primary; 2 = lower secondary; 3 = upper secondary with ‘Abitur’; 4 = 1st and 

2nd level of tertiary education, 5 = PhD and equivalent; st dev = standard deviation 

 

3. THE MODEL 

3.1. Dependent variable 

ALPM performance through the business cycle was measured via logistic regression. The 

success of an ALMP, in theory, should be reflected in higher employment rates among 

jobseekers supported by that ALMP, as compared with the employment rates of jobseekers 

unsupported by the ALMP. The COLSAF databases, unfortunately, do not provide data on the 

employment of jobseekers. The databases only provide data on the registration of jobseekers 

with regional branches of the labour office. The success or failure of an ALMP (in terms of 

securing employment) can be measure only indirectly, via the repeated registration of 

jobseekers. If a jobseeker registers again with a regional labour office after a specific time 

period, then s/he has failed to find a permanent job. Dropping out of the COLSAF database, on 

the other hand, does not necessarily mean that a jobseeker has found such a job. In addition, 

Jobseekers can, in addition, drop out of the database either because of natural causes (death, 

retirement, pregnancy) or because of non-co-operation and non-compliance with the provisions 

of the 5/2004 Law on Employment Services. The COLSAF annual reports states that finding a 

job was behind 66.41 – 69.89% of the total dropouts in 2014-2018, and other jobseekers 

dropped out of the COLSAF database for natural and legal causes (COLSAF 2015-2019). The 

dependent variable, therefore, was the repeated registration by a jobseeker after six months of 

participation in one of the six ALMP instruments (0 = no repeated registration, 1 = repeated 
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registration). If a jobseeker ended his/her participation in an ALMP by June 2018, for example, 

the model could follow the pattern of his/her registration with regional labour offices until 

December 2018. 

 

3.2. Independent variables 

The choice of explanatory variables was both theory- and data-driven. Findings by major 

studies on ALMP guided the theory-driven choice of explanatory variables. The choice of 

explanatory variables also had to acknowledge some data limitations (the limitations of the 

COLSAF database and the lack of availability of contextual data on regional labour markets). 

The following data sources (A to F) were used: 

a) The COLSAF database on individual jobseekers provided a vector of socio-demographic 

variables (gender, age, education). 

b) The COLSAF database on ALMP provided data on participation in specific ALMP 

(sections 50j, 51, 52, 52a, 54, and 54 REPAS); the same database also provided data on the 

number of days spent involved in ALMP instruments – by jobseekers. Some studies on 

ALMP indicate that time spent involved in an ALMP may be a proxy for building human 

capital (Card et 2017). 

c) The DataCube database constructed by the Statistical Office of the Slovak Republic 

provided a vector of regional variables (general population data, data on enterprise density, 

data on wages, housing, urban population and marginalised population). 

d) The COLSAF regional statistics provided data on unemployment rates, vacancies and 

material deprivation. 

e) The Ministry of Education, Science, Research and Sports provided data on early school 

leavers and the effects of ninth-graders’ final exams on regional levels. 

f) The Deputy Prime Minister Office for Investment and Informatisation provided data on the 

regional allocation of the European Investment and Structural Funds (ESIF). 

 

A vector of regional variables (from sources C to F) was computed for 79 Slovak districts (LAU 

1 level). The vector included the following 16 variables: 

1) population density per square km; 

2) enterprises per 1000 population; 

3) foreign enterprises per 1000 population; 

4) proportion of urban population, %; 

5) proportion of adult population with tertiary education, %; 

6) average wage, EUR; 

7) proportion of marginalised Roma population in total population %; 

8) proportion of population in material deprivation, %; 

9) proportion of early school leavers in total school leavers, %; 

10) unemployment rates, %; 

11) average success rate of primary schools in terms of ninth-graders’ final exams, %; 

12) distance of district capital to Bratislava, km; 

13) internal immigration rate, per 1000 population; 

14) new flats completed, per 1000 population; 

15) ESIF spending on demand-driven projects, per EUR inhabitant1; 

16) job vacancies per one unemployed. 

 

• Variables 1 - 6, as well as 14 - 15 indicate the overall developmental level of a specific 

district. The higher the values for population density, urban population, population with 

 
1 The ALMP spending was excluded from the ESIF spending 
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tertiary education, average wage, enterprise density, new flats and immigration are, the 

better the performance of regional labour market. 

• Variables 7 to 12, as well as variable 16 indicate the level of human and social capital 

inhering in a specific district, and the performance of the regional labour market 

respectively. Variable 15 (ESIF spending on demand-drive projects per inhabitant) indicates 

the developmental level of a specific district. The ESIF projects allocate higher support to 

deprived regions. 

 

3.3. Factor analysis 

The logistic regression was performed despite certain conditions relating to multicollinearity 

and the distribution of residuals by explanatory variables. Multicollinearity is an unwelcome 

situation in which one predictor variable can be linearly predicted from the others with a 

substantial degree of accuracy. The collinearity tests generated high correlation coefficients 

between variables like unemployment rates, material deprivation levels and/or wage levels. 

Such multicollinearity problems can be mitigated via factor analysis. A high number of 

individual variables is reduced to a low number of factors. The results of the factor analysis are 

reported in Table 2. The factor analysis established four factors. The four factors explained 

76.3% of the total variance in the exploratory variables: 

• Factor 1, ‘Development’ covers the overall developmental level of a district with regard to 

population density, enterprise density, wage levels, and urbanisation and education levels. 

• Factor 2, ‘Poverty’ includes variables representing unemployment; material deprivation 

rates; the proportion of marginalised Roma populations in relation to the total population; 

peripheral location; and the performance of the regional education system. 

• Factor 3, ‘Mobility’ included variables representing internal immigration rates and the 

construction of new housing. 

• Factor 4, ‘ESIF support’ includes the levels of ESIF spending, and partially also the job 

vacancies reported on the regional labour market2. 

 

 

 

 

 

 

 

 

 

 

Table following on the next page 

 

 

 

 

 

 

 

 

 

 

 
2 Variable 16 ‘job vacancies per one unemployed’ loads all on four factors. 
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Table 2: Factor analysis for regional corelates of employment (authors’ computations)  

 
Rotated component matrix 

Factor 1 

43.7% 

Factor 2 

15.5% 

Factor 3 

10.0% 

Factor 4 

7.1% 

population density per square km; 0.936 -0.059 0.054 0.073 

enterprises per 1000 population; 0.885 -0.156 0.288 0.105 

foreign enterprises per 1000 population; 0.803 -0.026 0.277 0.216 

share of urban population, %; 0.779 -0.352 -0.133 -0.073 

adult population with tertiary education, %; 0.772 -0.313 0.157 -0.152 

average wage, EUR; 0.702 -0.384 0.197 -0.354 

share of marginalised Roma %; -0.105 0.942 -0.127 -0.042 

population in material deprivation, %; -0.208 0.917 -0.189 0.100 

share of early school leavers, %; -0.085 0.870 -0.136 -0.113 

unemployment rates, %; -0.234 0.805 -0.218 0.274 

success in ninth-graders’ final exams, %; 0.220 -0.604 -0.060 -0.039 

distance of district capital to Bratislava, km; -0.177 0.572 -0.497 0.039 

internal immigration rate 0.139 -0.049 0.917 -0.032 

new flats completed, per 1000 population; 0.169 -0.254 0.864 -0.046 

ESIF spending in demand-drive projects,  0.194 -0.065 0.061 0.814 

job vacancies per one unemployed 0.265 -0.220 0.302 -0.488 

Notes: Extraction Method: Principal Component Analysis. Rotation Method: Varimax with 

Kaiser Normalization. Kaiser-Meyer-Olkin Measure of Sampling Adequacy: 0.809. Bartlett's 

Test of Sphericity: Approx. Chi-Square: 15,013,051.886; df: 120; Sig.: 0.000 

 

3.4. Logistic regression 

Variables representing specific ALMP instruments, a vector of socio-demographic variables, 

and the factor scores for Factors 1 to 4 were the explanatory variables in the logistic regression 

models. The multicollinearity and residual distribution tests established that there were no 

potential problems for the logistic regression. 

Three models were tested with the logistic regression: 

1) Model 1 considers the ALMP effects only (participation in ALMP: 0 = no, 1 = yes) and the 

length of participation in days; 

2) Model 2 builds upon Model 1, adding three socio-demographic variables which relate to 

jobseekers (age, education, and gender: 0 = male, 1 = female); 

3) Model 3 builds upon Model 2, adding 16 regional variables – reduced to four factors: F1 

‘Development’, F2 ‘Poverty’, F3’Moblity and F4 ‘ESIF support’. 

 

Testing these models separately enabled the exploring of the impact of specific variables on 

repeated jobseekers’ registrations with regional labour offices. The results yielded by the 

models are presented in Table 3. The signs on the B coefficient indicate the impacts of the 

exploratory variables on the dependent variable. A positive sign indicates a higher probability 

of repeated registration with the local labour office after six months since the end of the ALMP 

support. In other words, a positive sign points to fact that jobseekers failed to find jobs. The 

Sig. coefficient indicates the level of statistical significance of the B coefficient.  
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The majority of the B coefficients were significant at the 0.001 level. The Wald statistics test 

whether and how much an explanatory variable in a model is significant - High Wald statistics 

indicate robustness in the estimates. 

 

3.5. Model 1 

All ALPM variables had negative signs in Model 1, for 2014. Model 1 indicates that jobseekers 

participating in ALMPs under sections, 50j, 51, 52, 52a, 54, and 54 REPAS had a lower 

probability of repeated registration with the regional labour office after six months than 

jobseekers with no ALMP support. The unemployment rates (12.3%) and unemployed numbers 

(331,733) were quite high in 2014 (Figure 2). And also, in 2014, the ALMP instruments 

supported jobseekers with both high and low levels of employability. All ALMP variables had 

positive signs as regards Model 1 in the period 2015-2018. This means that jobseekers 

participating in ALMP under sections, 50j, 51, 52, 52a, 54, and 54 REPAS had a higher 

probability of repeated registration with the regional labour office after six months than 

jobseekers with no ALMP. This change in the efficiency of ALMP resulted from a profound 

transformation of the Slovak labour market in the period 2015-2018. The unemployment rate 

dropped to 10.6 percent by December 2015 and to 5.0 percent by December 2018. The 

unemployed numbers decreased from 286,825 to 138,198 in the same period. The labour 

shortages were reflected in a dramatic increase in the number of job vacancies: from 9,169 in 

2014 to 73,890 in 2018. The number of job vacancies rose rapidly despite a significant increase 

in the stock of foreign workers in Slovakia over the same period. The Slovak employers 

preferred jobseekers with a higher stock of human capital. Jobseekers with a higher stock of 

human capital were more likely to maintain their employment and less likely to register with 

their regional labour office. Jobseekers with lower levels of human capital, on the other hand, 

tended to continue to register with the regional labour offices. These jobseekers were repeatedly 

selected for one or more ALMPs, but nevertheless found it difficult to find a job because of 

their low employability levels. Labour shortages and a cohort of jobseekers with low 

employability levels explain why all the ALMP instruments had positive signs in the period 

2015-20183. The variable related to the length of time a jobseeker is involved with an ALMP 

has a positive sign: the higher the number of days a jobseeker is supported by an ALMP, the 

higher the likelihood of repeated registration with the regional labour office. Jobseekers 

supported by the section 52 ALMP instrument (public works) accounted for the highest average 

number of days of support. This ALPM was designed for people with the lowest levels of 

education and/or those living in underdeveloped regions. Many participants in the section 52 

ALMP instrument were assigned to the same ALMP repeatedly for several years. This explains 

why the length of stay in an ALMP is positively correlated with repeated registrations at the 

regional labour office. 

 

3.6. Model 2 

Model 2 includes all the variables from Model 1, but uses in addition gender, age and the 

educational level of jobseekers. The education variable had a negative sign across all years. 

This means that the higher the educational level the lower the probability of repeated 

registration with the regional labour office. The gender variable had a negative sign for the 

years 2014 and 2015, but positive one in 2016, 2017 and 2018. Females had a higher probability 

of repeated registration than males in the period 2016-2018. The age variable had a positive 

sign for the period 2014-2016, but a negative sign in the years 2017 and 2018 (the younger the 

jobseeker, the lower the probability of repeated registration). The overall interpretation is that 

elderly workers and females remained the least employable jobseekers in a shrinking market. 

 
3 The section 54 REPAS was not significant on 0.05 level for 2018. 
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3.7. Model 3 

Model 3 includes all the variables from Models 1 and 2, but involves, in addition the four factor 

scores for factors 1, 2, 3 and 4. Factor 1 (developmental level) scores had negative signs, while 

the factor 2 (poverty level scores) had positive ones. The signs indicate that jobseekers from 

more developed regions had lower probabilities of repeated registration with the regional labour 

office, while those coming from poorer regions had higher probabilities of repeated 

registration4. Factor 3 (mobility) scored had negative signs across all the years. This can be 

interpreted as meaning that higher numbers of new houses and higher proportions of internal 

immigration are typical for regions with low unemployment rates and higher numbers of job 

vacancies. Jobseekers from such regions had a lower probability of repeated registration with 

the regional labour office. Factor 4 (ESIF investment per capita) had a positive sign for all 

years. Less developed regions with higher unemployment rates receive greater ESIF 

investments than developed ones in Slovakia, and Jobseekers from the less developed regions 

had a higher probability of repeated registration. 

 

Table 3: Logistic regression for ALMP performance (authors’ computations) 
year 2014 2015 2016 2017 2018 

 B Wald Sig. B Wald Sig. B Wald Sig. B Wald Sig. B Wald Sig. 

Model 1 R2 = 0.098 R2 = 0.088 R2 = 0.063 R2 = 0.047 R2 = 0.032 

constant -1.65 570893 0.000 -1.78 83835 0.000 -1.98 77359 0.000 -2.20 691280 0.000 -2.81 24198 0.000 

sec 50j -0.81 143.66 0.000 2.45 2263.09 0.000 2.39 787.48 0.000 2.51 594.34 0.000 2.90 359.42 0.000 

sec 51 -2.15 1702.31 0.000 0.67 405.20 0.000 0.84 667.50 0.000 1.25 1272.01 0.000 0.53 46.48 0.000 

sec 52 -1.85 2551.09 0.000 1.24 2253.60 0.000 1.10 1740.70 0.000 1.05 595.69 0.000 0.68 51.89 0.000 

sec 52a -1.90 1274.52 0.000 1.38 1824.11 0.000 1.07 1396.00 0.000 1.13 744.62 0.000 0.80 76.56 0.000 

sec 54 -1.14 329.20 0.000 2.12 3643.55 0.000 2.12 2899.39 0.000 1.28 587.45 0.000 1.29 237.53 0.000 

sec 54R -20.08 0.00 0.999 0.13 11.84 0.001 0.21 52.99 0.000 0.18 29.19 0.000 -0.02 0.07 0.787 

length 0.02 6611.56 0.000 0.00 8.66 0.003 0.00 47.74 0.000 0.00 10.27 0.001 0.00 14.48 0.000 

Model 2 R2 = 0.102 R2 = 0.089 R2 = 0.064 R2 = 0.051 R2 = 0.039 

constant -1.96 5074.67 0.000 -1.77 5475.52 0.000 -1.88 4829.367 0.000 -1.63 2718.32 0.000 -2.09 1091.79 0.000 

sec 50j -0.76 125.93 0.000 2.38 2118.89 0.000 2.36 764.93 0.000 2.54 599.53 0.000 2.95 360.51 0.000 

sec 51 -1.83 1198.12 0.000 0.75 497.97 0.000 0.87 675.21 0.000 1.16 1021.94 0.000 0.44 29.17 0.000 

sec 52 -1.78 2283.68 0.000 1.15 1779.72 0.000 1.02 1347.32 0.000 0.93 432.66 0.000 0.46 21.76 0.000 

sec 52a -1.77 1117.76 0.000 1.36 1776.21 0.000 1.05 1312.85 0.000 1.15 761.33 0.000 0.82 78.55 0.000 

sec 54 -0.90 206.33 0.000 2.07 3478.83 0.000 2.09 2772.13 0.000 1.31 598.84 0.000 1.29 224.57 0.000 

sec 54R -20.02 0.00 0.999 0.14 12.57 0.000 0.22 55.41 0.000 0.20 38.97 0.000 0.00 0.00 0.997 

length 0.02 5773.89 0.000 0.00 11.12 0.001 0.00 48.20 0.000 0.00 10.98 0.001 0.00 14.46 0.000 

age 0.01 536.03 0.000 0.00 97.80 0.000 0.00 2.52 0.113 -0.01 207.22 0.000 -0.01 64.48 0.000 

gender -0.02 2.69 0.101 -0.02 3.51 0.061 0.05 17.21 0.000 0.07 20.79 0.000 0.14 18.66 0.000 

educ -0.02 13.41 0.000 -0.05 86.76 0.000 -0.05 68.47 0.000 -0.10 183.14 0.000 -0.15 90.98 0.000 

Model 3 R2 = 0.111 R2 = 0.103 R2 = 0.077 R2 = 0.069 R2 = 0.049 

constant -2.14 5670.96 0.000 -1.99 6442.27 0.000 -2.04 5412.11 0.000 -1.77 2869.36 0.000 -2.23 1049.28 0.000 

sec 50j -0.77 129.41 0.000 2.31 1985.60 0.000 2.27 697.27 0.000 2.38 517.37 0.000 2.90 343.28 0.000 

sec 51 -1.85 1212.33 0.000 0.71 446.36 0.000 0.82 596.71 0.000 1.11 908.71 0.000 0.36 19.65 0.000 

sec 52 -1.88 2498.20 0.000 0.95 1174.09 0.000 0.80 780.56 0.000 0.74 271.11 0.000 0.28 7.85 0.005 

sec 52a -1.82 1171.09 0.000 1.24 1451.51 0.000 0.90 944.43 0.000 1.03 591.53 0.000 0.75 65.52 0.000 

sec 54 -0.94 224.46 0.000 1.97 3094.88 0.000 1.94 2353.49 0.000 1.15 443.52 0.000 1.14 173.74 0.000 

sec 54R -19.94 0.00 0.999 0.11 7.69 0.006 0.20 48.18 0.000 0.17 26.71 0.000 -0.04 0.32 0.570 

length 0.01 5488.73 0.000 0.00 3.24 0.072 0.00 36.38 0.000 0.00 4.36 0.037 0.00 9.44 0.002 

age 0.01 595.44 0.000 0.01 160.55 0.000 0.00 19.53 0.000 -0.01 116.80 0.000 -0.01 45.02 0.000 

gender 0.00 0.08 0.783 0.00 0.10 0.753 0.08 35.24 0.000 0.09 37.96 0.000 0.16 24.78 0.000 

educ 0.00 0.22 0.643 -0.02 11.16 0.001 -0.01 4.01 0.045 -0.05 34.18 0.000 -0.09 29.88 0.000 

F1 -0.14 336.09 0.000 -0.18 518.74 0.000 -0.13 298.24 0.000 -0.11 119.39 0.000 0.00 0.03 0.864 

F2  0.13 477.28 0.000 0.19 1234.01 0.000 0.19 981.88 0.000 0.23 854.37 0.000 0.24 186.29 0.000 

F3  -0.18 420.21 0.000 -0.17 560.02 0.000 -0.15 414.33 0.000 -0.13 201.18 0.000 -0.10 30.76 0.000 

F4  0.21 163.79 0.000 0.07 204.47 0.000 0.15 98.74 0.000 0.16 133.61 0.000 0.08 8.10 0.004 

Notes: 2014: N = 188,448; 2015: N = 248,326; 2016: 214,321; 2017 = 180,364; 2018: 

65,790. 54 R = section 54 REPAS. 

 

 

 
4 Factor 1 was not significant on 0.05 level for 2018. 
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4. CONCLUSIONS 

This paper has analysed the performance of the active labour market policies operational in 

2014-2018 in Slovakia. The sample consisted of 897,249 individual jobseekers, of which 

209,480 (23.35%) benefited at least once from ALMP support. The ALMP instruments 

analysed in this paper accounted for a substantial proportion of the total ALMPs targeting 

improvements in the probability of employment and enhancements in employability in 2014-

2018 – in Slovakia. The six ALMP instruments (Sections 51, 52, 52a, 50j, 54, and 54 REPAS) 

covered 125,170 jobseekers, some 59.75% of all ALMP-supported jobseekers. The role of these 

ALMP instruments in relation to job generation, however, was limited. The proportion of 

ALMP-supported jobseekers who remained unemployed indicates that most jobs were 

generated by the market, outside of the direct ALMP interventions. The participation of 

jobseekers in ALMP was limited by the amount of support available for market interventions, 

but also by the low level of interest in ALMPs expressed by jobseekers. Most of the new jobs 

which emerged in the studied periods were generated by the (booming) economy. Incentives 

for participation in ALMP decreased over the period 2014-2018. Labour shortage was another 

important factor effecting employability. Demographic transition made it much easier for job 

seekers to find jobs in 2018 – as compared to 2014. The unemployment figures were quite high 

in 2014. Access to jobs was difficult for all kinds of jobseekers, including those with a good 

education and skills. A booming economy and demographic transition eased pressures on the 

Slovak labour market. As indicated by the high numbers of vacancies, there was substantial 

demand for job seekers with acceptable levels of human capital. By 2018, a typical unemployed 

person had low skills and low levels of education. The jobseekers supported by ALMP 

instruments actually found it more difficult to find employment than jobseekers outside of the 

ALMP instruments, after 2015 in Slovakia. This finding is not an argument for the cancellation 

of the ALMP instruments, but rather for the modification of their design and focus. The Slovak 

structure of ALMP spending is rather different from that in developed OECD economies. The 

current structure of the ALMP spending concentrates on short-term courses, training and re-

training (Sec. 54, Sec. 54 REPAS). The ALMPs which focus on the human capital account offer 

the best performance (Card et al., 2010). This analysis indicated that education was an important 

predictor of employability. Here, there were no ALMP instruments supporting education and 

the long-term building of human capital. Slovakia also ranks among the EU member countries 

with the lowest levels of participation in life-long learning (LLL). The participation rates in 

LLL were 11.1% in the EU28, but 4.0% in Slovakia in 2018 (Eurostat, 2019). The Slovak 

population is rapidly ageing. The old age dependency ratio is projected to rise at a greater pace 

in Slovakia than in the developed EU countries over the next few decades (EC, 2018). The 

current orientation of the ALMP instruments towards short-term courses and re-training does 

not address the challenges of ageing and labour shortages. Future ALMP instruments will have 

to concentrate on boosting employment rates across specific socio-demographic groups 

(women, elderly workers), and on strengthening the social and employment inclusion of 

marginalised communities. 
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ABSTRACT 

User preferences in the experience and service economy are complicated due to oversaturated 

market offerings ranging from material-based products to e-services and digital technology 

solutions. Every business has its own objectives, but all their products and services must offer 

promises that persuade users to buy and consume them. Products and services primarily fulfil 

physiological and safety needs, but their value in everyday life may differ across generations. 

Product and service promises affect people of all generations, while the business objectives of 

companies and manufacturers generally are indifferent to the users who purchase and use their 

products and services. Across generations, many users are unwilling to pay more for products 

and services whose origins are known or whose resources have been responsibly sourced to 

reduce environmental and social problems. The findings of this paper are based on in-depth 

structured online interviews with 250 respondents and reveal the perceived design value 

preferences for three options: a wood product, an e-service and a digital technology solution. 

The survey asks which solution is used the most often in everyday life, is the most comfortable 

to use, saves resources, has the longest-lasting use, most effectively fulfils user needs and 

creates the most positive experience, satisfaction and sense of well-being. This study analyses 

what users value and prefer among these three design solutions, what their perceived design 

value preferences indicate and what they predict or imply about the development of the 

experience and service economy. The study results show that among all generations, wood 

products are the most often valued and preferred; they are the most comfortable to use and 

create the most positive experience, satisfaction and sense of well-being. Wood products 

provide longest-lasting use, and their usage saves the most resources. Digital technology 

solutions, on the other hand, most effectively fulfil the users’ daily needs. E-services were not 

preferred in any category in comparison to wood products and digital technology solutions. 

The study indicates the differences and similarities in user-perceived design value preferences 

among generations and has implications for the design of new and improved products and 

services.  

Keywords: design value, experience economy, user preferences 

 

1. INTRODUCTION 

Experience drives the perceived values of users and consumers, its force of attraction far 

exceeding that of the entertainment or culture industry. Our experience is constructed by our 

perceptions (Coxon, 2015, p. 12) and is formed by our memory and how we selectively 

remember an interaction. Also, experiences are tied to the passage of time and are interpreted 

based on our life moments, and thus memory helps customers to get more value from products 

and services not just by improving usability but by unlocking options and potential (Newbery 

& Farnham, 2013). Experience emerges from trying or testing something out, which is our 

physical interaction with a product and service and forms frequent users and promotes the good 

of society and growth of the business, which starts with an attitude (Cramer & Simpson, 2004). 

Individual experience is processed through social, cultural and historical filters. Experience is 

closely tied to the impact of technology and is more strongly felt than ever and at scales never 

seen before. Not only products, but even more strongly, e-services and digital technology 

solutions create experiences that differ from physical services and can be experienced both 

passively and actively.  
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An experience occurs when a company intentionally uses services as the stage to engage 

individual customers in a way that creates a memorable event and experience (Pine II & 

Gilmore, 1998). An economy based on experiences is one ‘in which many goods or services 

are sold by emphasizing the effect they can have on people’s lives’ (Cambridge Business 

English Dictionary, n.d.). In general it is the same form of economy as the one based on 

commodities, an industrial economy, based on goods, and a service economy (Pine, 2019). An 

experience economy is the evolutionary outcome of a service economy (Fuchs, 2011) and an 

expansion of the product-service system. Although an experience is intangible, memorable and 

linked with time, at the touchpoints it is purely tangible and material. Touchpoints or interaction 

points with products or services are events that create memorabilia – things that are remarkable 

and worthy of remembrance. Thus, according to the author, design is a method that defines a 

true need and as a result creates happiness and satisfaction. This paper discusses user 

preferences in the experience and service economies, which are complicated due to 

oversaturated market offerings ranging from material-based products to e-services and digital 

technology solutions. Every business has its own objectives, and all products and services must 

offer promises that persuade users to buy the products and affect them in ways that will 

encourage continued consumption.  

 

1.1. Methodology 

The findings of this paper are based on in-depth structured online interviews with 250 

respondents and reveal the perceived design value preferences as an outcome of experience for 

the use of three options: a wood product, an e-service and a digital technology solution. The 

survey aims to measure the perception of business objectives and attitudes towards sustainable 

consumption and production (SCP) aspects in a product and service life cycle. The study 

analyses what users value and indicates what the implications are for the experience and service 

economy. Respondents were asked to participate in interviews voluntarily and anonymously. 

They were asked to categorise themselves according to demographic cohorts of the following 

generations: Silent Generation (<1945), Baby Boomers (1946–1964), Generation X (1965–

1980), Millennials or Generation Y (1981–2000) and Generation Z (Gen Z) (2001<), taking 

into account locally and country-specific experienced economic, political and social events, 

values, attitudes and behaviour characteristic of the nation. In the interviews, participants were 

asked their preferences for three options: a wood product, an e-service and a digital technology 

solution. The survey sought to identify which is used most often in everyday life, the most 

comfortable to use, saves the most time and resources, has the longest-lasting use, most 

effectively fulfils user needs and creates the most positive experience, satisfaction and sense of 

well-being. Each respondent chose the particular wood product, e-service and digital 

technology solution they preferred individually. Respondents were asked to define and rank 

their goodwill towards SCP aspects in product–service preferences on a scale from 1 to 5, with 

5 being the highest. This study is part of the analysis of a complex design identification system 

and is subject to the limitation of having selected its respondents on a country-specific basis. 

The influence and impact of cultural aspects will be researched in future studies to determine 

the cross-cultural value impact on a defined design identification system. 

 

2. FINDINGS 

Products and services primarily fulfil physiological and safety needs, but their value in everyday 

life may differ across generations. The principal aim of a business is profit, and the medium to 

reach that aim consists of products and services that fulfil users’ expectations by promising 

memorable experiences. This results in a paradox, as too many products are designed, produced, 

and, thus, consumed, following a scheme of planned obsolescence, with negative effects on the 
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environment and communities over the long term. The findings section describes the results of 

the study based on the analysis of user preferences and indicates dilemmas for later discussion. 

 

2.1. Perception of business value 

Products and services are mediums of a company’s purpose. The mission statement expresses 

why the company exists, its values and what it provides for the customers or market. It combines 

physical, emotional and logical elements into one exceptional experience, creating a loyal 

customer. As such, customers or product/service users should be interested in the business’s 

desires and intentions. Every product or service has a purpose for the particular target audience, 

and the objective or mission statement communicates that purpose. Respondents of this study 

say that objectives of the companies and manufacturers are not important to them (Table 1). 

Individual user needs are more important when purchasing and using a product or service, agree 

all generations. Half of Baby Boomers and Generation X say that they know the objectives of 

the company and manufacturer before they make a purchase. This indicates that consumers are 

indifferent to the objectives that drive business; therefore, businesses should aim to fulfil real 

user needs. 

 

Table 1: Consideration of the business objectives of the company and/or manufacturer when 

purchasing and using a product or service by generations 

Yes, I know the 
objectives 

before I make a 

purchase 

 1946–1964 
The Baby 

Boomers 

1965–1980 
Generation X 

  

No, I’m not 
interested in the 

company’s 

objectives 

    2001< 
Generation Z  

The objectives 

of the company 

are not 

important to me; 
my needs are 

more important 

< 1945 The 

Silent 

Generation 

1946–1964 

The Baby 

Boomers 

1965–1980 

Generation X 

1981–2000 

Millennials or 

Generation Y 

 

Source: Postdoctoral research ‘Identification system of design’s socio-economic impact’, Aija 

Freimane, 2019 

 

If the respondents say that the objectives of the companies and manufacturers are not important 

to them, when they choose to buy and use a product or service, they consider the promise or 

mission statement of the company very much. 

 

Table 2: Consideration of the stated promise or mission of the company before buying or 

using the product or service by generations 

1 2 3 4 5 

   < 1945 The Silent Generation  

    1946–1964 The Baby Boomers 

   1965–1980 Generation X  

   1981–2000 Millennials or Generation Y  

   2001< Generation Z   

Source: Postdoctoral research ‘Identification system of design’s socio-economic impact’, Aija 

Freimane, 2019 
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Dilemma: Communicating user needs in business as a mission statement as the company’s 

value could target the client or user more effectively. 

 

2.2. Preference of sustainable solutions as an experience value 

The importance of values in the sustainable development paradigm is stressed by the sustainable 

consumption and production (SCP) discourse (Oslo Roundtable on SCP, 1994). SCP considers 

consumption of resources from the viewpoint of the end product and the final consumption by 

assessing the product’s lifecycle (Freimane, 2015). Hence, sustainable and long-lasting 

solutions should be the core topic and every company should address the solving of ecological, 

environmental and social problems through their products and services in line with addressing 

the true needs of people. Thus it was useful to know whether people as users are willing to pay 

more for products and services whose origins are known or whose resources have been 

responsibly sourced to reduce environmental and social problems. There are no common 

features across all generations, but Millennials and Generation X members say that they are 

willing to pay more to be environmentally and socially responsible, whereas Gen Z members 

say they are not. That indicates a paradox between acting on and expressing good will, as Gen 

Z members in particular are known for ‘Fridays for Future’ activism. Gen Z are the ones who 

grew up with the information of ecological problems, thus the willingness to rethink their 

behaviour, to act, rather just protest or make statements, should be visible. 

 

Table 3: Breakdown by generational willingness to pay more for a product and/or service in 

which the origin is known and the resources have been responsibly sourced to reduce 

environmental and social problems 
1 2 3 4 5 

  < 1945 The Silent Generation   

  1946–1964 The Baby Boomers   

   1965–1980 Generation X  

   1981–2000 Millennials or 

Generation Y 

 

 2001< Generation Z     

Source: Postdoctoral research ‘Identification system of design’s socio-economic impact’, Aija 

Freimane, 2019 

 

Information about ecological and environmental problems is overwhelming our lives and media 

all over the globe. We, as users and human beings, should be aware of the full product life cycle 

and consider SCP in every decision we make. According to the study, none of the generations 

consider the amount of resources used in the product or service development, manufacturing 

and implementation process. This shows that users care about the fulfilment of their own needs 

but not how the solution is performed. 

 

Table 4: Consideration of resources used in the product or service development, 

manufacturing and implementation process by generations 

1 2 3 4 5 

     

 1946–1964 The Baby Boomers    

< 1945 The Silent 

Generation 

1965–1980 Generation X    

  1981–2000 Millennials or 

Generation Y 

  

 2001< Generation Z     

Source: Postdoctoral research ‘Identification system of design’s socio-economic impact’, Aija 

Freimane, 2019 
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If the users do not care about the product life cycle in terms of the amount of resources used in 

the product or service development, manufacturing and implementation process, they care 

about and consider the need for the supplementary resources they will have to include when 

using the product or service. This insight identifies the paradox in experience and the service 

economy: on the one hand, the experience economy is based on extra services, but on the other 

hand, users are not fully open to pay additionally to experience the experience more or anew. 

From a sustainability perspective, it is possible to argue for a planned memorabilia similar to 

planned obsolescence. This makes a paradox of the experience economy – planned memorabilia 

is the heart of the experience economy and product service system but is not designed into a 

product life cycle. 

 

Table 5: Consideration of supplementary resources needed to be added into using the product 

or service by generations 

1 2 3 4 5 

  < 1945 The Silent Generation   

   1946–1964 The Baby Boomers  

   1965–1980 Generation X  

   1981–2000 Millennials or Generation Y  

   2001< Generation Z   

Source: Postdoctoral research ‘Identification system of design’s socio-economic impact’, Aija 

Freimane, 2019 

 

Almost all generations, when they choose to buy and use a product or service, strongly consider 

the long-lasting usability. The exception is Gen Z. This matches with the users’ willingness to 

pay more for products and services whose origins are known or whose resources have been 

responsibly sourced to reduce environmental and social problems. Users who consider durable 

usage of products and services are the ones who are ready to act and change their behaviour. 

 

Table 6: Consideration of the long-lasting usability of the product or service by generations 

1 2 3 4 5 

   < 1945 The Silent Generation  

    1946–1964 The Baby 

Boomers 

    1965–1980 Generation X 

   1981–2000 Millennials or 

Generation Y 

 

  2001< Generation Z    

Source: Postdoctoral research ‘Identification system of design’s socio-economic impact’, Aija 

Freimane, 2019 

 

Dilemmas:  

• The paradox of what people express and prefer considering the SCP aspects in their daily 

decisions.  

• Planned obsolescence in the experience economy is strengthened by planned memorabilia, 

thus zooming out the preference or need for long-lasting products and services. 

 

2.3. Comparison of perceived design value preferences among a wood product, an e-

service and a digital technology solution 

Respondents report that the most satisfying experience in the wood product group is created by 

wooden spoons and kitchen accessories, such as wooden spatulas and chopping boards, wood 
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furniture, such as wood tables, beds, and closets, and wood products that provide satisfactory 

experiences, such as kendama (a coordination skill toy), longboards and skim boards. The 

choice of the wood product group as sustainable was especially valued by Gen Z. When asked 

to choose the most satisfying experience provided by digital technology solutions, the 

respondents named smart phones and Smart-ID in particular, but Gen Z particularly values 

Spotify. However, the most common answers for a digital technology solution among the Silent 

generation and the Baby Boomers were ‘I don’t know what a digital technology solution is’ or 

‘I don’t use it.’ According to an Eventbrite study, ‘more than 3 in 4 millennials (78%) would 

choose to spend money on a desirable experience or event over buying something desirable, 

and 55% of millennials say they’re spending more on events and live experiences than ever 

before’ (Pol, 2014). However, wood products are identified as creating the most positive 

experience, satisfaction and sense of well-being over three options. The paradox is that the 

Silent Generation in particular name digital technology solutions, but Millennials choose wood 

products as those that have created the most positive experience. 

 

Table 7: Preferred solution by generations that create the most positive experience, 

satisfaction and sense of well-being in your everyday life 

< 1945 The Silent 

Generation 

1946–1964 The 

Baby Boomers 

1965–1980 

Generation X 

1981–2000 

Millennials or 

Generation Y 

2001< 

Generation Z  

Digital-

technology 

solution 

Wood product Wood product, 

digital-

technology 

solution 

 

Wood product 

Source: Postdoctoral research ‘Identification system of design’s socio-economic impact’, Aija 

Freimane, 2019 

 

Both digital technology solutions and wood products most effectively fulfil the everyday needs 

of all generations. Fulfilment of needs is a step towards the most positive experience, 

satisfaction and sense of well-being. Respondents agree that everyday needs are most 

effectively fulfilled by digital technology solutions, but the most positive experience, 

satisfaction and sense of well-being are created by wood products. 

 

Table 8: Preferred solution by generations that most effectively fulfils needs 
< 1945 The Silent 

Generation 

1946–1964 The 

Baby Boomers 

1965–1980 

Generation X 

1981–2000 

Millennials or 

Generation Y 

2001< Generation Z  

Digital-technology 

solution 

Wood product  

Digital-technology solution 

Wood product, digital-

technology solution 

Source: Postdoctoral research ‘Identification system of design’s socio-economic impact’, Aija 

Freimane, 2019 

 

The most positive experience, satisfaction and sense of well-being is linked with the everyday 

use of products and services. All generations clearly stated that wood products are the most 

comfortable to use; however, digital technology solutions provide the greatest everyday 

comfort for Generation Z. Therefore, products for Gen Z need to be comfortable, long-lasting, 

easy to use, visually beautiful, aesthetic, enjoyable, practical and good quality, but the services 

need to present positive attitudes, be friendly, intuitive, comfortable, pleasurable and effective 

(Freimane, 2019). Thus a digital technology solution, particularly Spotify, provides comfort to 

Gen Z, in comparison with e-services or wood products in particular. 
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Table 9: Preferred solution by generations that are the most comfortable to use in everyday 

life 

< 1945 The 

Silent 

Generation 

1946–1964 The 

Baby Boomers 

1965–1980 

Generation X 

1981–2000 

Millennials or 

Generation Y 

2001< Generation Z  

 

Wood product 

Digital-technology 

solution 

Source: Postdoctoral research ‘Identification system of design’s socio-economic impact’, Aija 

Freimane, 2019 

 

Perception of the most positive experience, satisfaction and sense of well-being is composed of 

the abovementioned fulfilment of the needs and comfortable use of products or services, which 

leads to the willingness to use them again and again. The respondents indicated that digital 

technology solutions are most often used in everyday life by all generations, except the Silent 

Generation. This shows that digital technology solutions have come into people’s lives more 

than any other product. 

 

Table 10: The preferred most often used solution in everyday life by the generations 

< 1945 The 

Silent 

Generation 

1946–1964 The Baby 

Boomers 

1965–1980 

Generation 

X 

1981–2000 

Millennials or 

Generation Y 

2001< 

Generation Z 

Wood product Wood product, e-service 

or digital-technology 

solution 

 

Digital-technology solution 

Source: Postdoctoral research ‘Identification system of design’s socio-economic impact’, Aija 

Freimane, 2019 

 

The perception of sustainable products and services depends not only on the consideration of 

the resources used in the development, manufacturing and product or service implementation 

process, but also efficiency in its usage. While most respondents believe that the usage of the 

particular wood product is the most efficient and saves the most resources in the full product 

life cycle, the Silent Generation and Millennials believe that it is provided by digital technology 

solutions. 

 

Table 11: Preferred solution by generations that is the most efficient and saves the most 

resources 

< 1945 The 

Silent 

Generation 

1946–1964 

The Baby 

Boomers 

1965–1980 

Generation X 

1981–2000 

Millennials or 

Generation Y 

2001< 

Generation Z 

Digital-

technology 

solution 

 

Wood product 

Wood product, e-

service or digital 

technology solution 

Wood product 

Source: Postdoctoral research ‘Identification system of design’s socio-economic impact’, Aija 

Freimane, 2019 

 

An interesting outcome is the preference of all generations for one out of three options they are 

most likely to use over the long term. Surprisingly, the Silent Generation prefers a digital 

technology solution, whereas all the other generations choose the wood products. This is linked 

to the SCP practice that wood products do not need supplementary resources while being used 

or renewed as a subscription. 
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Table 12: Preferred solution by generations that is the most likely to be used over the long 

term 

< 1945 The Silent 

Generation 

1946–1964 The 

Baby Boomers 

1965–1980 

Generation X 

1981–2000 

Millennials or 

Generation Y 

2001< 

Generation Z 

Digital-

technology 

solution 

 

Wood product 

Source: Postdoctoral research ‘Identification system of design’s socio-economic impact’, Aija 

Freimane, 2019 

 

Research indicates that wood products give the most positive experience and satisfaction and 

are the most comfortable to use in the era of the experience economy. Wood products also save 

the most resources, are the most efficient and can be used over a long-lasting term, whereas 

digital technology solutions save the most time, are used most often in everyday life and most 

effectively fulfil users’ needs. 

 

Dilemmas: 

• Wood products vs digital technology solutions create the most positive experience and 

satisfaction in everyday life in the experience economy. 

• E-services are not preferred contrary to wood products and digital technology solutions in 

the experience and service economy. 

 

3. DISCUSSION 

The discussion brings up dilemmas of user preferences in the experience and service economy, 

assesses its weaknesses and strengths and identifies implications for the future. 

 

Dilemma: Communicating user needs in the business mission statement as the company’s value 

could target the client or user more effectively. 

 

There are global companies that communicate user needs in their mission statement. With a 

reference to the wood and furniture industry, for example, IKEA promises ‘To create a better 

everyday life for the many people’. IKEA’s mission statement is simple and understandable by 

promising to fulfil the need and the wish for a better life. It could be an exception, as Spotify, 

one of the preferred digital technology solution providers, states: ‘Our mission is to unlock the 

potential of human creativity—by giving a million creative artists the opportunity to live off 

their art and billions of fans the opportunity to enjoy and be inspired by it.’ In comparison with 

IKEA’s mission statement, Spotify’s is complicated and too long to remember. According to 

the study, while people seriously consider the promise or mission statement of the company, 

they say that their needs are more important than the business objectives. To understand why 

the objectives of the companies and manufacturers are not important to consumers, comparing 

these two mission statements reveals several weaknesses: overly complicated communication 

and a lack of clarity and simplicity in communication. Thus, the implication for the future of 

the experience and service economy is the need to balance business objectives, user needs and 

promised excitement in the form of planned memorabilia that consumers can believe in. 

 

Dilemmas: The paradox of what people express and prefer considering the SCP aspects in their 

daily decisions. Planned obsolescence in the experience economy is strengthened by planned 

memorabilia, thus zooming out the preference and need for long-lasting products and services. 
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Long-lasting products and services contradict the concept of ‘the growth of consumerism and 

the fetishism of commodities as an acknowledgement of social status and inclusion in a 

particular social class’ (Freimane, 2018), which has been popular since the 1920s. At the same 

time, design has created the possibility for socialisation through the possession of 

products/goods and experiences. This has favoured an increase in consumption through the 

expansion of planned obsolescence and consumer engineering, as economic and industrial 

growth made use of the design-diversified products needed to ensure people’s basic material 

needs (Freimane, 2015). Designing products and services from the perspective of planned 

obsolescence is a long-lasting weakness of society. By planning memorable and renewed 

experience moments in the product and service development process, it is possible to argue that 

planned memorabilia is the principle underlying the strengthening of planned obsolescence. By 

not being willing to pay an additional or extra price while using the product or service, users 

demonstrate the central contradiction of the experience economy. For example, to use or 

experience a digital technology solution or e-service, a form of subscription is needed; likewise, 

to use certain products, additional resources are needed, though this is not understood by 

consumers. Having personal needs higher than the consideration of used and needed resources 

in the full product life cycle does not lead to sustainable consumption and production. Thus, the 

use of design in the form of planned memorabilia creates an implication in the experience and 

service economy and strengthens planned obsolescence. 

 

Dilemmas: Wood products vs digital technology solutions create the most positive experience 

and satisfaction in everyday life in the experience economy. E-services are not preferred, 

contrary to wood products and digital technology solutions in the experience and service 

economy. 

 

Tactile and long-lasting wood products create the most satisfaction and positive experience, but 

digital technology solutions are the most used in everyday life. The lack of an e-service 

preference indicates the lack of intelligible, perceivable and convenient criteria in service 

development and the need for more clearly defined personal interaction and expression of 

personal values and experience. A preference for wood products over any digital technology 

solution or e-service could be argued as a sign of cultural and behavioural ties with people’s 

values and feelings. It shows that in the digital era, where experience is a medium for consuming 

products and services, there is a challenge to sustain long-lasting design solutions. Products and 

services that fulfil users’ expectations by promising memorable experiences need to be 

decoupled from the phenomenon of planned obsolescence. 

 

4. CONCLUSION 

The study results show that among all generations, wood products are most often valued and 

preferred because they are perceived as the most comfortable to use and create the most positive 

experience, satisfaction and sense of well-being. Wood products provide the longest-lasting 

use, and their usage saves the most resources. At the same time, digital technology solutions 

most effectively fulfil users’ daily needs. E-services were not preferred in any category in 

comparison to wood products and digital technology solutions. The study demonstrates the 

differences and similarities in user-perceived design value preferences among the generations 

and has implications for the design of new and improved products and services.  

There are no fundamental perceived design value differences across generations. 
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ABSTRACT 

The aim of this paper is to investigate the assets of local and regional self-government units. 

The conducted research is based on two counties (Vukovar-Srijem and Međimurje) for 2013, 

2015 and 2016. The assumption is that the assets of counties vary significantly in their structure 

and value. This is investigated from the asset information contained in financial audit reports 

and from the data obtained from performance audit related to the field of assets. Scientific 

literature from the said field was also used. Horizontal and vertical analysis of assets was 

carried out and the structure of total assets (financial and non-financial) is analysed. Audit 

reports have been drafted by the State Audit Office as the highest audit institution in the 

Republic of Croatia and are considered reliable as a source of information. The audit seeks to 

determine whether the entity's financial position is presented in a fair and objective manner. 

Objectivity criteria are consistent and concrete application of generally accepted accounting 

principles and standards. The task of the state audit is to provide information to citizens on 

business activities, and to inform the public about the management of public funds. The State 

Audit Report is submitted to the Croatian Parliament and to the public through the website of 

the State Audit Office. The paper confirms the assumption that counties differ significantly in 

the value of their assets and the structure of their available assets. Recommendations given by 

the audit were researched. The assumption that the audit resulted in numerous 

recommendations was confirmed. The assumption that recommendations were effective and 

that they resulted in better asset managements was also confirmed. This can be stated since 

recommendation evaluation was performed after a certain time has passed.  

Keywords: Audit, Report, Assets, Recommendations, Counties 

  

1. INTRODUCTION 

The paper focuses on the assets of local units, which differ significantly by counties, as well as 

by cities and municipalities. Asset irregularities occur, and therefore audit orders and 

recommendations related to the area are presented. Performed audit results in an audit report. 

Pursuant to the annual work program, the entities that will be audited, whose financial 

statements will be reviewed and the time required to perform the audit is determined. The 

Auditor General decides when the audit will begin and the decision consists of the name of the 

local unit and the audit team members. At the same time, an internal audit decision is made, 

specifying the time required to perform the audit. An audit plan is then drafted, which contains 

the planned time for the audit to be conducted by individual audit areas and by members of the 

audit team.  
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The audit is announced to the local unit in advance and the required documentation is prepared. 

The subject of auditing local and regional self-government units is adoption and execution of 

the budget, i.e. the aim is to determine the regularity and compliance with legal regulations. 

Audit methods and procedures are applied and evidence needed to produce the report are 

collected. The report consists of several parts. The audited entity is obliged to follow the orders 

and recommendations given for the previous period. It is determined in which cases the orders 

and recommendations were acted upon and in which cases the orders and recommendations 

were not acted upon. The audit orders and recommendations for the period for which the audit 

was performed are an integral part of the audit report. The financial audit report provides an 

opinion that may be unconditional, conditional, reserved, and negative.  

  

2. AUDIT OF LOCAL UNIT ASSETS  

An audit of assets should establish the value of assets compared to the previous year and identify 

the reasons for significant discrepancies. The realization is determined in accordance with the 

legal provisions, statutes, regulations and decisions of the local unit. The compliance of internal 

acts and decisions in accordance with legal provisions is determined. Within the asset audit 

frame, the structure of the assets is determined, i.e. what constitutes financial and what 

constitutes non-financial assets.  

 

2.1. Audit procedures, asset revenue realization and findings and recommendations  

Assets auditing applies the same audit procedures as in other areas (revenues and receipts, 

expenses and expenditures, public procurement). An external auditor uses the work of others in 

his/her work, i.e. he/she may use the work of an internal auditor if an audit has been carried out 

in that area. "An internal auditor must rank potential areas of audit examination according to 

their risk criteria in order to determine priorities and focus the examination on highest risk areas 

and activities in business conduct of an enterprise" (Tušek, Žager, 2006, p.328). In most local 

units, this area was not subject to internal audit, and there was no possibility to use the work of 

others when performing external audit. The findings and recommendations of the external audit 

in the area of assets were numerous and significant. Assets auditing is a demanding and complex 

process. Business events related to the acquisition of assets directly from suppliers are easy to 

audit. "However, business events related to donated property, non-monetary exchange and 

assets built with own resources are more difficult to audit. For example, it may be difficult to 

check the value of an asset that has been exchanged with others, or to appropriately audit the 

accumulation of expenses of assets built with own resources. If such events exist, the inherent 

risk assessment should be increased." (Messier Jr., 1998, p. 557). The assets area was not 

subject to either internal or external audits, so there were no known errors, i.e. inherent risk 

assessment had to be increased. Each audited entity disposes of certain assets. Assets are 

necessary for performing the activity of the entity and they differentiate in their structure. At 

the end of the year, an inventory of assets is made. "The inventory of assets should include 

assets irrespective of whether the property relations have been resolved, or whether the property 

was leased etc." (Mahaček, 2016, p. 125). The size and share of each type of assets is different 

in individual counties, as well as in cities and municipalities. The type of assets varies 

significantly across levels of government (counties, cities, and municipalities). When looking 

at assets, it is also necessary to look at the revenue from assets at the disposal of local units. 

Overall revenue realization from assets at the level of Vukovar-Srijem County (which includes 

the county, cities and municipalities) for 2018 amounted to HRK 64,044,841.00 (Ministry of 

Finance, 2019), of which revenue from financial assets amounted to HRK 1,589,832.00. In 

2018, Vukovar-Srijem County generated revenue from assets in the amount of HRK 

15,171,259.00, of which revenue from financial assets amounted to HRK 1,558,031.00. At the 

county level, assets revenues in 2018 were 17.96% higher than in 2016, when they amounted 
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to HRK 54,295,759.00. Overall revenue from assets at the level of Međimurje County (which 

includes the county, cities and municipalities) for 2018 amounted to HRK 38,042,347.00 

(Ministry of Finance), of which revenue from financial assets amounted to HRK 7,974,637.00. 

For 2018, Međimurje County generated revenue from assets in the amount of HRK 

7,769,079.00, of which revenue from financial assets amounted to HRK 1,508,844.00. At the 

county level, assets revenues in 2018 were 15.1% higher than in 2016, and they amounted to 

HRK 33,062,773.00. If we compare the two observed counties, we see that at the level of all 

units within the county, revenue from assets for 2018 was significantly higher in Vukovar-

Srijem County, i.e. 68.35% higher (64,044,841.00 / 38,042,347.00). At the county level, 

revenue from assets for 2018 was also significantly higher in Vukovar-Srijem County, by 

95.28% (15,171,259.00 / 7,768,079.00). We can conclude that in both counties, revenues from 

assets in 2018 increased compared to 2016. Comparing the two counties, we have noticed a 

significantly higher realization of revenue from assets in absolute amount in Vukovar-Srijem 

County compared to Međimurje County.  

 

2.1.1. Audit of assets of Vukovar-Srijem County 

Vukovar-Srijem County comprises of five cities and 26 municipalities with a total population 

of 180,117, the county seat is in Vukovar. Table 1 below gives an overview of assets of 

Vukovar-Srijem County. The State Audit Office's audit reports for 2013, 2015 and 2016 were 

used as the source of the data.  

  

Table 1: Value of assets of Vukovar-Srijem County (in HRK), source: authors according to 

data from financial audit reports for 2013, 2015 and 2016 

No Description 2013 2015 2016 

2013 = 100 

Index for 

2015 

Index for 

2016 

1. Non-financial assets 51,897,305 52,722,453 52,705,453 101.59 101.56 

1.1. Natural resources (land) 8,108,161 8,408,160 8,408,160 103.70 103.70 

1.2. Buildings 41,407,792 42,151,279 41,639,467 101.80 100.56 

1.3. Plants and equipment 275,232 260,082 230,329 94.50 83.69 

1.4. Means of transport 281,029 377,709 347,970 134.40 123.82 

1.5. Non-financial assets in 

preparation 

1,500,000 0 214,438 0.00 14.30 

1.6. Other non-financial assets 325,091 1,525,223 1,865,089 469.17 573.71 

2. Financial assets 47,121,103 40,599,837 44,992,784 86.16 95.48 

2.1. Funds 495,420 5,895,259 9,181,221 1,189.95 1,853.22 

2.2. Other claims 13,309,202 2,364,354 3,310,494 17.76 24.87 

2.3. Receivables for loans issued 16,357,608 16,604,085 16,751,379 101.51 102.41 

2.4. Stocks and shares of equity 8,599,300 8,761,069 10,993,669 101.88 127.84 

2.5. Receivables for operating 

revenues 

7,353,386 6,831,963 4,636,842 92.91 63.06 

2.6. Receivables from sales of non-

financial assets 

1,006,187 143,107 119,179 14.22 11.84 

Total assets 99,018,408 93,322,290 97,698,237 94.25 98.67 

 

Local government assets consist of non-financial and financial assets. Assets refer to "resources 

controlled by the budget, i.e. the budget users as a result of past events and from which future 

benefits are expected to be exercised." (Ordinance on Budget Accounting and the Accounting 

Plan, Article 17). Assets are basically divided into non-financial assets and financial assets. 
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Non-financial assets include buildings, equipment, patents, licenses and all other assets. 

Financial assets include cash, stocks and shares of equity, receivables etc. In the observed years, 

the value of overall assets decreased in absolute terms. This is also confirmed by calculated 

base indexes. The value of assets at the end of 2016 decreased by 1.33% compared to 2013. 

Overall assets increased by 4.7% in 2016 compared to 2015, largely due to an increase in 

financial assets. Through 2013, 2015 and 2016 the share of financial and non-financial assets 

is equal. In the structure of assets, in absolute terms, the most significant are buildings, which 

accounted for 41.8% in 2013, 45.2% in 2015, and 42.6% of overall assets in 2016. In the 

structure of assets, within the financial assets, there are significant receivables for loans issued, 

which in 2013 had a share of 16.52%, in 2015, the share was 17.8%, and in 2016, the share was 

17.1% in overall assets. Stocks and shares of equity increased in absolute terms and in 2016, 

their share was 11.3%, and receivables for operating revenues in 2016 had a share of 4.7% in 

overall assets.  

 

2.1.2. Audit of assets of Međimurje County 

Međimurje County comprises of three cities and 22 municipalities with a total population of 

113,804. The county seat is in Čakovec. Table 2 below gives an overview of assets of 

Međimurje County. The State Audit Office's audit reports for 2013, 2015 and 2016 were used 

as the source of the data.  

  

Table 2: Value of assets of Međimurje County (in HRK), source: authors according to data 

from financial audit reports for 2013, 2015 and 2016 

No Description 2013 2015 2016 

2013 = 100 

Index for 

2015 

Index for 

2016 

1. Non-financial assets 243,981,726 248,432,175 250,424,464 101.82 102.64 

1.1. Natural resources (land) 155,902,974 152,041,444 152,041,443 97.52 97.52 

1.2. Buildings 80,282,172 80,667,690 79,710,723 100.48 99.29 

1.3. Plants and equipment 281,382 364,217 331,928 129.44 117.96 

1.4. Means of transport 170,264 65,540 37,649 38.49 22.11 

1.5. Non-financial assets in 

preparation 

6,905,429 13,946,549 17,029,576 201.96 246.61 

1.6. Other non-financial assets 439,505 1,346,735 1,273,145 306.42 289.68 

2. Financial assets 34,089,433 19,384,471 15,477,334 56.86 45.40 

2.1. Funds 1,860,222 2,592,606 541,518 139.37 29.11 

2.2. Other claims 9,747,478 1,118,780 1,048,446 11.48 10.76 

2.3. Receivables for loans issued 158,480 4,000 0 2.52 0.00 

2.4. Stocks and shares of equity 16,341,152 5,873,952 5,857,152 35.95 35.84 

2.5. Receivables for operating 

revenues 

5,972,888 8,092,281 6,327,366 135.48 105.93 

2.6. Receivables from sales of non-

financial assets 

9,213 1,702,852 1,702,852 18,483.14 18,483.14 

Total assets 278,071,159 267,816,646 265,901,798 96.31 95.62 
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In the observed years, the value of overall assets decreased in absolute terms. This is also 

confirmed by calculated base indexes. The value of assets at the end of 2016 decreased by 

4.38% compared to 2013. Overall assets decreased in 2016 compared to 2015 by 0.71%. Non-

financial assets through 2013, 2015 and 2016 accounted for a much larger share than financial 

assets. In the structure of assets, in absolute terms, the most significant are natural resources 

(land), which accounted for 56.1% in 2013, 56.8% in 2015, and 57.2% in overall assets in 2016. 

In the structure of assets, within the financial assets, there are significant receivables for loans 

issued, which in 2013 had a share of 5.9%, in 2015 the share was 2.2%, while in 2016 the share 

was 2.2 % in overall assets. Receivables for operating income were significant and in 2013 they 

accounted for 2.15%, in 2015 they accounted for 3.02% and in 2016 they accounted for 2.38% 

of overall assets. At the end of 2016, the total assets of Međimurje County increased by HRK 

168,203,561.00 or 172.17% compared to Vukovar-Srijem County. The structure of assets of 

Međimurje County is significantly different from the assets structure of Vukovar-Srijem 

County.  

 

3. AUDIT ORDERS AND RECOMMENDATIONS 

This paper examines audit orders and recommendations regarding the management and disposal 

of real estate, which makes up a significant proportion of assets of local units. The State Audit 

Office has conducted an audit of the management and disposal of real estate and has compiled 

reports for each county. In a report for Međimurje County, the State Audit Office found that 

the management and disposal of real estate of Međimurje County, the cities of Čakovec and 

Prelog and the municipalities of Domašinec, Kotoriba, Nedelišće, Orehovica and Sveti Martin 

na Muri is efficient, while in all other units in the area of Međimurje County the same is partially 

effective. The State Audit Office assessed that the management and disposal of real estate in 

Vukovar-Srijem County and the City of Vinkovci is efficient, while in all other local units in 

the Vukovar-Srijem County the same is partially effective. In addition to the financial audit, 

performance audits are also performed. They focus on particular areas, programs and projects. 

The financial audits carried out in local units identified irregularities and omissions related to 

the recording, listing and evaluation, and leasing, purchase and sale of assets. The disposal of 

and management of certain types of assets was not regulated in detail by laws or regulations, 

and different actions were observed when disposing of the same types of assets. Therefore, 

there was a need to audit the effectiveness of real estate owned by the local units. Following 

the audit, a summary report was prepared. It states that the management and disposal of real 

estate in 32 local units is effective, while in all other local units it is partially effective. Property 

management and disposal has been evaluated as effective in seven counties (Karlovac, 

Koprivnica-Križevci, Međimurje, Primorje-Gorski Kotar, Virovitica-Podravina, Vukovar-

Srijem and Zagreb), 19 cities (Buzet, Čakovec, Duga Resa, Gospić, Karlovac, Kastav, Ivanec, 

Labin, Ludbreg, Opatija, Ozalj, Prelog, Senj, Slavonski Brod, Slunj, Umag-Umago, Vinkovci, 

Virovitica and Zaprešić) and six municipalities (Domašinec, Kotoriba, Nedelišće, Orehovica, 

Rakovica and Sveti Martin na Muri). The methods of gathering and analysing evidence used in 

the audit process are:  

• consistency of the application of laws and other regulations and internal acts of local units 

that prescribe procedures and activities related to real estate were examined 

• business books and bookkeeping documents that serve as evidence of business events were 

checked and data collected through questionnaires were analysed 

• interviews with responsible persons were conducted and explanations were provided 

regarding certain business events 

 

After the performance audit was finalized, recommendations were made. The objectives of the 

audit were to evaluate the integrity of the real estate data, the regulatory arrangements for 
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managing and disposal of real estate, whether local units manage and dispose of real estate in 

accordance with regulations and effectively and to evaluate the effectiveness of internal control 

systems in managing and disposal of real estate. We have investigated the orders and 

recommendations given in the two counties observed and list them below: 

• determine the actual state of assets which the local unit manages and disposes of or should 

manage and dispose of in accordance with the laws and other regulations, and for the said 

property check the registration of ownership rights in the land registers 

• record business changes related to real estate in the books of accounts, harmonize data on 

the value of long-term non-financial assets in the analytical accounting records and general 

ledger, conduct a complete inventory of assets and liabilities, and record the assets whose 

procurement process is completed in the relevant asset accounts and perform value 

adjustments. In the books of account, record land by type, amount and value, as well as all 

assets for which property relations have been resolved, and for property for which property 

relations have not been resolved, undertake activities for resolving and recording in the 

books of accounts. Initiate the process of registering property rights in favour of the local 

unit in the land registers of real estate belonging to the local unit and harmonize the data in 

the land registers and cadastre 

• organize and maintain the property register in the manner and data prescribed for the state 

property register, and programmatically link the property register with the books of 

accounts, so that the same data is not repeatedly entered 

• determine the purpose of the property managed and disposed of by the local unit, and 

establish records of the realized income and expenses from the management and disposal 

of real estate for each real estate unit, so that the efficiency of management and disposal of 

real estate can be determined and monitored 

• plan activities for resolving property-legal relations and evaluation and recording of assets 

in the books of accounts in order to improve the performance of business of recording assets 

in the books and property register, uniformity of treatment and accuracy of data 

• adopt a property management and disposal strategy and an annual asset management and 

disposal plan. Arrange the authority, procedures and criteria for all forms of asset 

management and disposal planned by strategic documents 

• in accordance with the provisions of the Right of Access to Information Act, publish a 

tender for the disposal of real estate on the web pages of the local unit 

• in accordance with the principle of good management and for the purpose of efficient 

disposal of assets and budgetary funds in the acquisition of real estate, to make an analysis 

to determine the economic justification of the proposed or selected form of acquisition of 

real estate. For properties that are not in operation or are not appropriate for use, take 

measures to arrange them, i.e. put them into operation according to their intended purpose. 

Prior to the sale of real estate, it is proposed to determine the reasons why the real estate is 

for sale, i.e. to justify the sale of real estate 

• lease business premises and conclude lease agreements in accordance with the provisions 

of the Lease and Sale of Business Premises Act and the acts of the local unit. When granting 

business premises for use to associations in the form of non-financial support for the 

financing of programs and projects, conduct a public tender in accordance with the 

provisions of the Associations Act and the Regulation on the Criteria, Measures and 

Procedures for financing and contracting programs and projects of interest for the general 

good carried out by the associations 

• in cases where a long period of time has passed from the appraisal to the sale of the real 

estate, determine whether there were any changes that influenced, or could have affected 

the appraised value of the asset and, if necessary, re-appraise the asset value before the 

tender 
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• amend internal acts, i.e. adopt written procedures that should detail the procedures for 

managing and disposing of real estate, as well as the powers and competencies of persons 

in charge of certain activities, deadlines for performing activities and other issues in order 

to improve the way in which the said activities are organized. 

 

Other failures were noted in other local units. The implementation of these recommendations 

would contribute to the elimination of identified weaknesses and omissions and would increase 

the efficiency of management and disposal of real estate. Data on the value of non-financial 

assets from the consolidated report relating to the value of non-financial assets of local units 

for 2012, 2013 and 2014 (State Audit Office, 2016, p. 6) were used for drafting Table 3. This 

table provides an overview of the data for the two observed counties, which are observed in 

relation to the overall data covering 20 counties and the City of Zagreb. According to the data 

presented in Table 3, we observe that in 2012, the two observed counties had a share of 4.13% 

in the overall value of non-financial assets of all local units, while in 2013, the share was 4.59% 

and in 2014 it was 4.56%. The stated participation of the observed counties in the overall value 

of non-financial assets of all local units is not significant. Chain indices were calculated 

showing an increase in the value of non-financial assets in 2013 compared to 2012, and in 2014 

compared to 2013 in both counties. A significant increase in the value of non-financial assets 

is seen in Vukovar-Srijem County in 2013 compared to 2012, by 38.43%. In Međimurje 

County, the increase in 2013 compared to 2012 amounted to 2.81%, while the increase in 2014 

compared to 2013 amounted to 1.50%, which is not significant. From the above data, we can 

see that non-financial assets of the two counties, in the overall value of non-financial assets of 

all local units, do not have a significant share. A significant increase in the value of non-

financial assets in 2013 compared to 2012 is seen in Vukovar-Srijem County. If one considers 

the value of non-financial assets by levels of local government, "in the structure of the overall 

value of non-financial assets of all local units for 2014, the largest share is held by non-financial 

assets of cities (64.6%), followed by municipalities (20.7%), the City of Zagreb (12.7%), and 

non-financial assets of counties account for 2.0% of the overall value of non-financial assets." 

(State Audit Office, 2016, p. 7). 

 

Table 3: Value of non-financial assets of two counties, Source: authors according to data 

from the consolidated report on performance audit in the area of management and disposal of 

real estate of local and regional self-government units 

 
Vukovar-

Srijem 
Međimurje 

Total for two 

counties 

Total non-financial 

assets of all 

counties (20 counties 

and the City of Zagreb) 

share 

(3/4) 

 1 2 3 4 5 

2012 1,551,493,568 1,590,512,275 3,142,005,843 76,160,787,325 4.13 

2013 2,147,804,189 1,635,252,383 3,783,056,572  82,485,549,321 4.59 

2014 2,274,017,899 1,660,198,849 3,934,216,748 86,268,356,225 4.56 

Index  2013/ 

2012 

138.43 102.81 120.40 108.30 - 

Index  2014/ 

2013 

105.90 101.50 104.00 104.60 - 

 

Cities are the level of local government with the largest share in the structure of non-financial 

assets, while numerically speaking, municipalities are the most numerous. 
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4. CONSLUSION  

The conducted research has confirmed that the assets of local and regional self-government 

units is an important area that should be given due attention. Therefore, we investigated the 

assets of two counties and their structure and movement over a period of time. In addition, 

assets income in these counties was also investigated. It was confirmed that the two observed 

counties differ significantly in the value of assets at their disposal and in the structure of their 

assets. The overall assets of Međimurje County are significantly higher than those of Vukovar-

Srijem County. Natural resources (land) have the most significant share in assets structure, 

while buildings had the most significant share in assets structure of Vukovar-Srijem County. 

Comparing the two counties, we have noticed a significantly higher realization of property 

revenues in absolute amount in Vukovar-Srijem County compared to Međimurje County. Audit 

orders and recommendations regarding the management and disposal of real estate, which 

constitute a significant proportion of assets of local units, were explored. It has been determined 

that there are various irregularities and omissions that need to be addressed. The value of non-

financial assets at the local government level is significant in cities and therefore attention needs 

to be paid to implementing the recommendations. This has the effect of satisfying the needs of 

living and working in a particular area. It would be useful to investigate the structure of assets 

of local units and, in that regard, the revenues generated. Existing assets need to be put into 

service in order to increase the efficiency of management and disposal of real estate.  
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ABSTRACT 

Fixed assets and intangible assets remain one of the most difficult accounting issues in the 

entities of the public finance sector.  In private sector entities, the issue was regulated by the 

Accounting Act in 1995. In the public finance sector, on the other hand, it was addressed in the 

Regulation of 28 July 2006 on detailed accounting principles and the chart of accounts for the 

state budget, budgets of local government units and certain units of the public finance sector. 

Changes in public finance resulting from the amendment to the Public Finance Act also led to 

an amendment to the Regulation. The new provisions were adopted by the Regulation of the 

Minister of Development and Finance as of 13 September 2017 on special accounting 

principles and the chart of accounts for the state budget, budgets of local government units, 

budgetary units, local government budgetary establishments, state special-purpose funds and 

state budgetary units based outside the borders of the Republic of Poland. Pursuant to the 

Regulation, entities of the public finance sector keep accounts in compliance with the provisions 

of the Accounting Act, taking into account the principles set out in the Act on Public Finance. 

In addition, paragraph 1 of Article 2 of the Accounting Act stipulates that the provisions also 

apply to: communes, poviats, voivodships and their associations, as well as to: 

a) state, communal, poviat and voivodship budgetary units, 

b) communal, poviat and voivodship budgetary establishments, 

c) state special-purpose funds 

The article aims to propose a different method for the recognition and depreciation of fixed 

assets in local government units and their impact on the financial result of a local government 

unit. 

Keywords: public finance sector, valuation, fixed assets 

 

1. INTRODUCTION  

The principles of the functioning and establishment of units of the public finance sector are 

defined in the Act of 27 August 2009 on public finance. Chapter 3 provised the detailed 

description of their functioning and types.According to Article 9, the public finance sector is 

composed of: bodies of public authorities, including government administration bodies, state 

control and law enforcement bodies, as well as courts and tribunals, local government units, 

metropolitan associations, budgetary units, local government budgetary establishments, 

executive agencies, budgetary and state economy institutions, state special-purpose funds, ZUS 

(The Social Insurance Institution), KRUS (the Agricultural Social Insurance Fund), NFZ (the 

National Health Fund), public autonomous health care management units, public universities, 

PAN (the Polish Academy of Sciences), state and local cultural institutions, and others. 

 

 

 

Figure following on the next page 
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Figure 1: Classification of the entities of the public finance sector 

Source: own elaboration 

 

The units of the public finance sector include budgetary units and local government budgetary 

establishments. Budgetary units are organizational public finance sector units without legal 

personality, which cover their expenses directly from the budget, while transferring their 

revenue to the income account of the state budget or the budget of a local government unit. 

Budgetary units are established, merged and closed by ministers, heads of central offices and 

voivods (these are state budgetary units). When they are established by constitutive bodies of 

local government units, they are recognized as communal, poviat or voivodship budgetary units. 

A budgetary unit performing tasks for government administration is set up by the Prime 

Minister. The budgetary unit operates based on the statute. The statute has to specify the unit’s 

name, seat and scope of activity. The budgetary unit is also obliged to have a statement of 

revenue and expenditure, which is used for accounting purposes. The basis of the financial 

management of a budgetary unit is the statement of revenue and expenditure, referred to as the 

unit’s financial plan. Local government budgetary units conducting activity specified in the Act 

of 7 September 1991 on the education system use a separate account for collecting revenue 

defined in the resolution adopted by the constitutive body of the local government unit, in 

particular from: 

• inheritances, bequests and donations in cash to the budgetary unit, 

• compensation and payments for lost or damaged property that is managed or used by a 

budgetary unit, 

• activity beyond the scope of core activity, specified in the statute, involving, for example, 

provision of services, such as training and information services, 

• examination fees, the issuing of certificates, and the verification of qualifications, 

• food and accommodation charges for students in dormitories and boarding houses, paid by 

parents or guardians, 

    GOVERNMENT SUBSECTOR 

2.  

• bodies of public authorities,    

including: 

− state control and law enforcement 

bodies; 

− courts and tribunals; 

− government administration 

bodies; 

• PAN (the Polish Academy of 
Sciences); 

• budgetary units; 

• executive agencies; 

• institutions of budgetary 

economy; 

• state special-purpose funds; 

• public universities; 

• state cultural institutions; 

• NFZ (the National Health Fund); 

• other state legal persons 

established based on separate 
legal acts. 

 

LOCAL GOVERNMENT 

SUBSECTOR 

1.  

• local governemnt units and 

their associations; 

• bodies of local authorities; 

• budgetary units and 

establishments; 

• local government special-

purpose funds; 

• public autonomous health 

care management units; 

• local cultural institutions; 

• local government legal 

persons established based on 

separate legal acts. 

INSURANCE SUBSECTOR 

 

• ZUS (The Social 

Insurance Institution),  

• KRUS (the Agricultural 

Social Insurance Fund) 

• funds managed by these 

institutions. 
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• subsidies and other payments applicable under the EU’s Common Agricultural Policy, 

received based on separate regulations.1 

 

The Act on Public Finance also stipulates how the own revenues of budgetary units can be spent 

(Zysnarska A. 2008, p. 19): 

1. to finance current and property-related expenses related to the revenue generated by the 

budgetary unit from fees for releasing tender documentation, 

2. towards the goals indicated by the donor, 

3. on renovation or restoration of property when reveue is generated: 

• from compensation and payments for lost or damaged property transferred to a 

budgetary unit for management or use. 

 

The local government budgetary establishment is an organizational unit of the public finance 

sector that: 

1. performs specific tasks in return for payment, 

2. covers the costs of its operations from its own revenue with the following reservations: 

a) the local government budgetary establishment may receive grants and targeted grants 

from the budget of the local government unit for current tasks co-financed with the funds 

referred to in Article 5, paragraph 1, points 2 and 3 (the Act on Public Finance); 

b) targeted grants for financing or co-financing the costs of investment projects. To the 

extent specified in separate acts, the local government budgetary establishment may 

receive a subsidy. 

 

2. CLASSIFICATION OF FIXED ASSETS ACCORDING TO THE ACCOUNTING 

ACT 

The Accounting Act defines assets as the property that is controlled by the entity and has a 

reliably assessed value. They originate in past events and will bring economic benefits in the 

future. Assets are classified based on the criterion of time, resulting in the division into fixed 

and current assets. Fixed assets include intangible assets, property, plant and equipment, long-

term receivables, long-term investments and long-term accruals and deferred income. The 

Accounting Act, in paragraph 1of Article 3, defines fixed assets as tangible fixed assets and 

their equivalents, with an expected useful economic life longer than one year, complete, fit for 

use and designed to serve an undertaking’s purposes. They include in particular: 

a) immovable property - including land, the perpetual usufruct right to land, buildings and 

structures, as well as premises owned on a separate basis, cooperative ownership rights to 

residential premises, and cooperative rights to commercial premises,  

b) plant and machinery, means of transport and other things,  

c) improvements in third party items of property, plant and equipment,  

d) livestock.  

 

The above list shows that fixed assets are mainly assets that have the physical form, but they 

may also include assets that are of different nature. The best example involves property rights, 

e.g. the perpetual usufruct right to land. Fixed assets also include assets which are complete at 

the time of recording them as owned by an undertaking and they do not need to be assembled, 

repaired or renovated in order to be used for their intended purpose for a period longer than one 

year as from the balance sheet date. The period of use is determined separately in each economic 

undertaking. Notably, the Accounting Act does not require that an undertaking should own 

property, plant and equipment based, for example, on the title deed.  

 
1 Cf. Act of 27 August 2009 on public finance, Article 11a 
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The undertaking may exercise control over assets based on lease contracts that fulfill the 

conditions for transferring control to the user. This means that fixed assets are maintained in 

connection with an undertaking’s statutory activity (manufacturing, trade, administration). 

Fixed assets may also take the form of operational leases, they may be made available for use, 

or they may be used based on a rental or lease agreement. Such assets will be recognized as an 

undertaking’s assets if the contract fulfills at least one of the conditions specified in items 1-7, 

paragraph 4, Article 3 of the Accounting Act: 

• ownership of the assets is transferred to the user at the end of the term for which it was 

concluded; 

• it confers the right for the user to acquire the assets following the expiry of the term for 

which it was concluded at a price lower than the market price; 

• the term for which it was concluded corresponds, to a major extent, to the expected useful 

economic life of the fixed asset or property right, save that it may not be shorter than 3/4 of 

that period. The ownership title to the assets may be transferred to the user following the 

expiry of the term for which the contract was concluded; 

• the total charges, less the discount, determined at the date of the contract's conclusion and 

payable during the term of the contract, exceed 90 per cent of the market value of the assets 

at that date. The total charges include the terminal value of the assets that the user undertakes 

to pay for the transfer of the ownership title. The total charges do not include the payments 

to the financing party for additional services, taxes or insurance premiums relating to the 

asset if the user covers these in addition to the charges for use; 

• it contains a pledge by the financing party to conclude another contract with the user to give 

the same asset for use against remuneration or extend the existing contract on more 

advantageous terms and conditions than those stipulated in the existing contract; 

• it provides for the possibility of terminating it, subject that any resulting costs and losses 

incurred by the financing party will be borne by the user; 

• the asset has been adapted to the user's individual needs.  

 

The Classification of Fixed Assets (KŚT) was introduced pursuant to the Regulation of the 

Council of Ministers of 10 December 2010 and has remained in force since 1 January 2011. It 

replaced the Generic Classification of Fixed Assets (KRŚT), adopted by the decision No. 51 of 

the President of the Central Statistical Office on 17 December 1991 on the Generic 

Classification of Fixed Assets (Official Journal No. 21, item 132, Central Statistical Office). 

The introduction of the new classification was associated with the changes in many legal acts. 

The new definition of fixed assets was also related with the need to account for new technical 

and technological solutions in the classification. It is also associated with the new classifications 

of the Polish Classification of Products and Services (PKWiU) and the Polish Classification of 

Buildings and Structures (PKOB).2 The rules for classifying fixed assets are primarily based on 

the functions they perform in an undertaking. Pursuant to the Regulation of the Council of 

Ministers of 10 December 2010, fixed assets include: 

• immovable property (land, buildings, civil engineering structures), 

• machines, technical equipment and tools, 

• means of transport for persons or goods, 

• livestock. 

 

Taking into account the principles for classifying fixed assets discussed, the first level of the 

classification distinguishes the following 10 single-digit groups of fixed assets: 

• Group 0 – Land, 

 
2 K. Sawicki, „Rachunkowość finansowa przedsiębiorstw”, Polskie Wydawnictwo Ekonomiczne, Warszawa 2005, p. 61 
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• Group 1 – Buildings and premises and cooperative rights to commercial premises and 

cooperative ownership rights to residential premises, 

• Group 2 – Civil engineering facilities, 

• Group 3 – Power boilers and machines, 

• Group 4 – General purpose machinery, equipment and apparatus, 

• Group 5 – Specialist machinery, equipment and apparatus, 

• Group 6 – Technical devices, 

• Group 7 – Means of transport, 

• Group 8 – Tools, instruments, movables and equipment, not classified elsewhere, 

• Group 9 – Livestock.3 

 

3. THE CLASSIFICATION OF FIXE ASSETS IN BUDGETARY UNITS AND LOCAL 

GOVERNMENT BUDGETARY ETSABLISHMENTS 

In budgetary units and local government budgetary establishments, property, plant and 

equipment are classified as follows: 

• fixed assets, 

• other fixed assets, 

• investments (fixed assets under construction). 

 

The Regulation of the Minister of Development and Finance defines fixed assets as follows: 

assets referred to in item 15, paragraph 1, Article 3 of the Accounting Act, including fixed assets 

owned by the State Treasury or local government units, received in management or used and 

intended for the needs of the unit. In consequence, these definitions show that, in accordance 

with item 15, paragraph 1, Article 3 of the Accounting Act, in order to recognize a given asset 

as a fixed asset, it must meet the following conditions jointly: 

1) must be a tangible fixed asset (or its equivalent); 

2) its expected useful life must exceed one year; 

3) it must be: 

• complete, 

• usable, 

• intended for the use of the unit. 

 

If land granted in permanent management to a budgetary unit has these characteristics, the head 

of the unit will be obliged to include it in the unit’s accounting books. Other fixed assets are the 

assets listed in paragraph 3, Article 6 of the Regulation, which are financed with funds for 

current expenses (except for the first equipment of a new facility, which is also financed with 

investment funds). They include: 

• books and other library collections (proided that a library operates in the unit), 

• teaching resources for schools and education establishments, 

• clothing and uniforms, 

• furniture and carpeting, 

• livestock, 

• fixed assets of the initial value not exceeding the amount specified in the regulations on 

corporate income tax, for which depreciation write-offs are recognized as tax-deductible 

costs in 100% of their value upon their adoption for use. 

 

 
3 Regulation of the Council of Ministers of 10 December 2010 on the Classification of Fixe Assets (Journal of Laws 2010, 
No. 242, item 1622, as later amended), p. 16362 
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Budgetary units and local government budgetary establishments can perform a one-time 

depreciation of other fixed assets in the month when they are taken over for use, regardless of 

their value. The exception is the last group of other fixed assets, the so-called low-value fixed 

assets. The Accounting Act allows for a one-time depreciation, i.e. a write-off of a fixed asset 

as a cost, however it does not indicate what a low value means. This value was specified in the 

Act on Income Tax and currently amounts to PLN 10,000. Interestingly, a one-time write-off 

of other fixed assets is a possibility, but not an obligation. 

 

4. PRINCIPLES FOR MEASURING FIXED ASSETS IN UNITS OF THE PUBLIC 

FINANCE SECTOR 

The performance of tasks assigned to units of the public finance sector requires the involvement 

of public funds. The assessment of the proper management of these units is carried out based 

on how funds are used, basically whether they are allocated accurately and effectively and 

whether expenses are incurred adequately in relation to the assigned tasks. The assets at the 

disposal of public sector entities are public property, which is why the processes taking place 

in the public sector are subject to control. The assessment is performed based on the information 

included in a unit’s accounting records. Accounting as a system of mapping, predicting and 

communicating the states and dynamics of an economic unit’s resource position performs this 

function regardless of which sector the unit belongs to [Nowak, 2014, p. 193]. In units of the 

public finance sector, the accounting policy is closely related to the principles of its functioning 

regulated by the Act of 27 August 2009 on Public Finance. Pursuant to paragraph 1, Article 40 

of the Act on Public Finance, entities of the public finance sector keep accounts in compliance 

with the provisions of the Accounting Act, taking into account the specific principles set out in 

the Act on Public Finance and further specified in the Regulation of the Minister of Finance of 

13 September 2017 on special accounting principles and the chart of accounts for the state 

budget, budgets of local government units, budgetary units, local government budgetary 

establishments, state special-purpose funds and state budgetary units based outside the borders 

of the Republic of Poland [Regulation]. The special accounting principles that apply to the 

public sector concern [Paragraph 2, Article 40 of the Act on Public Finance]: 

1) records of budgetary implementation; 

2) records of task-based budgetary implementation; 

3) records of fixed assets owned by the State Treasury or local government units; 

4) measurement of individual assets and liabilities; 

5) preparation of financial statements and recipients of these reports  and they shape individual 

features of the accounting policy of a particular unit. 

 

The useful life of fixed assets means that the value of economic benefits determined at the time 

of their initial recognition may change over time. Measurement in accounting is continuous and 

is performed on a regular basis to assess probable economic benefits [Hońko, 2013, p. 71]. One 

of the most important elements of the accounting policy involves the choice of the methods of 

measurement of assets and liabilities. In terms of the reliability of the unit’s image presented in 

the financial statements, balance sheet valuation is of particular importance. It should be 

emphasized that the value of fixed assets is a significant parameter of the assessment of: 

• the financial condition of the unit, 

• its capacity for continued operations, 

• transformations, 

• restructuring, 

• sanation [Chluska, 2016, p. 38]. 
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In units of the public finance sector, the principles of the initial and subsequent measurement 

of fixed assets originate in the provisions of the Accounting Act and the Regulation. The 

National Accounting Standard 11 ‘Fixed assets’ complements the statutory regulations. Due to 

the differences in the rules concerning the financing of public entities, the NAS 11 guidelines 

can be applied on a voluntary basis. Under the Regulation, the specific principles for 

measurement (and recording of fixed assets) that should be taken into account in the process of 

creating the accounting policy relate to: 

• the separation of the group of other fixed assets subject to one-time depreciation, 

• the measurement of fixed assets owned by the State Treasury or local government units 

received free of charge, based on the decision of the competent authority at the value 

specified by the decision. 

 

The method of initial recognition of fixed assets in the accounting books depends, among 

others, on: 

• sources of financing,4 

• intended use and 

• initial value. 

 

The correct determination of the initial value5 of a fixed asset affects not only the way of its 

initial recognition, but also the amount of costs. Depending on the method of the acquisition6 

of a fixed asset, its initial value is determined by such measurement parameters as (Table 1): 

• the purchase price, 

• the manufacturing cost, 

• the selling price, or 

• another value. 

 

 

 

 

 

 

 

Table following on the next page 

 

 

 

 

 

 

 

 

 
4 Depending on the method of financing, fixed assets are divided into basic fixed assets or other fixed assets. Basic fixed assets 
are financed with funds allocated for investment financing. Other fixed assets, on the other hand, are funded from current 

expenditure and are subject to depreciation in full at the time they are released for use, with the exception of the situation when 
such assets are used to equip a new building under construction, which is also financed from investment funds. 
5 The initial value is the purchase price, the cost of manufacture or other value according to which the fixed asset was first 
recognized in the unit’s accounting books. Upon recognition, the initial value of a fixed asset is equal to its gross book value 
[point 3.5 of NAS 11]. 
6 Pursuant to point 3.4 of NAS 11, the acquisition of a fixed asset includes all factual and legal activities resulting in the 
recognition of a fixed asset, acquired in particular through purchase, manufacture, financial leasing, unpaid receipt, payment 
in kind (in-kind contribution), exchange, reclassifying from investment property, in the accounting books. 
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Table 1: Principles for determining the initial value of fixed assets. 
Acquisition method Measurement 

parameter 

Initial value 

Purchase The purchase price .The purchase price [paragraph 2, Article 28 of the Accounting 

Act] is: 

• the purchase price of an asset comprising the amount 

payable to the seller  

• less the deductible value added tax and excise duty,  

• in the case of imports, increased by any public levies  

• increased by any costs connected directly with the 

purchase and adaptation of the asset to make it fit for use 

or trading, including transport, loading, unloading, storage 

costs or costs of introducing to trading,  

• less any rebates, discounts and any other similar 

reductions or benefits. 

If it is impossible to determine the acquisition price of an 

asset, including in particular an asset received free of charge, 

including as a donation, it is measured at the selling price of an 
identical or similar asset. 

Internal manufacture  The manufacturing 

cost 

The manufacturing cost includes: 

• the value at the purchase price of tangible assets and 

external services used, 

• salaries and contributions, 

• other costs that can be included in the value of the fixed 

assets. 

In-kind contribution 

(non-cash 

contribution)  

 

 

 
 

 

 

 

Free-of-charge 

acquisition 

The selling price 

Fair value 

 

 

 

 
 

 

 

 

Value specified in 

the decision issued 

by a competent 

body 

 

The net selling price (value) of an asset is its selling price 

recoverable on the balance sheet date, net of value added tax 

and excise duty, less any rebates, discounts and any other 

similar reductions and costs to adapt the asset for sale and to 

sell it, increased by any targeted subsidy receivable. If it is 
impossible to determine the net selling price of an asset, its fair 

value should be otherwise determined as of the balance sheet 

date [paragraph 5, Article 28 of the Accounting Act]. 

 

The fair value is the amount for which a given asset could be 

exchanged and the liability paid off as a market transaction 

between willing, well informed and unrelated parties 

[paragraph 6, Article 28 of the Accounting Act]. 

Value specified in the decision of the competent authority on 

the handover of particular fixed assets. 

Source: own elaboration 

 

The definition of permanent management is given in paragraph 1, Article 43 of the Act on Real 

The purchase price and the manufacturing cost of fixed assets (and fixed assets under 

construction) comprise the total costs incurred by the unit during the period of construction, 

assembly, adaptation and improvement up to the balance sheet date or the date they are accepted 

for use, including: 

• non-deductible value added tax and excise duty, 

• the cost of servicing the liabilities incurred to finance them and the exchange rate 

differences related to them, less any related gains [paragraph 8, Article 28 of the Accounting 

Act]. 

• real estate by an organizational unit. 

 

Particular fixed assets are recognized in the unit’s accounting books at their initial value [item 

6.1. NAS 11], i.e. the purchase price or the manufacturing cost [paragraphs 2 and 8, Article 28, 
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paragraphs 3 and 8, Article 28 of the Accounting Act] increased by the costs of external 

financing [paragraphs 8, Article 28 of the Accounting Act]. The statutory regulations ensure 

the right to capitalising the costs of external financing in the initial value of fixed assets. In the 

case of budgetary units and establishments, the initial value of fixed assets does not include 

costs of external financing, because the costs of servicing the liabilities incurred to finance the 

acquisition of a fixed asset are charged to the budget that incurred them. If it is not possible to 

determine the purchase price or the manufacturing cost of a fixed asset (for example in relation 

to the disclosed surpluses), its initial value is determined based on the net selling price of the 

same or a similar asset [item 6.30. NAS 11]. Budgetary units and establishments may receive, 

free of charge, into management or perpetual usufruct, fixed assets owned by the State Treasury 

or local government units. In such a case, the initial value of fixed assets is set by the decision 

of the competent authority making the transfer [paragraph 1, Article 6 of the Regulation]. In a 

situation when used fixed assets are transferred between budgetary units and establishments, 

their initial value corresponds to the gross value and the depreciation recorded in the books of 

the transferring entity. However, a situation may arise when units receive fixed assets free of 

charge based on decisions that do not provide information so as to their value. In consequence, 

they need to estimate the value of such assets based on the selling price of the same or similar 

asset. If the subject of the transfer is real estate, the measurement method7 is specified in the 

Act of 21 August 1997 on real estate management [the Act on Real Estate]. Accordingly, the 

value of real estate received in permanent management determined in this way may become the 

basis for determining the initial value of the real estate received free of charge or as a donation 

to the receiving unit. In the event that the transfer involves real estate that was previously 

included in the real estate resource, the measurement performed for the purpose of the decision 

on permanent management cannot be used as the measurement for the purpose of accounting 

records (it cannot be used as the initial value of the real estate). This would breach the continuity 

of records required by the principle of historical cost. The transfer of real estate between the 

organizational units of the same owner cannot justify a change in the  measurement of real 

estate, nor can an update performed by a surveyor in order to determine the permanent 

management fee [Rup, 2017, p. 105]. The acquisition of fixed assets in exchange for budget 

appropriations constitutes a special case. Pursuant to paragraph 1, Article 66 of the Act of 29 

August 1997 on the Tax Code [Tax Code], a tax debt extinguishes as a result of the transfer of 

a real estate title or property rights to: 

• the State Treasury – in exchange for arrears on taxes constituting state budget revenue, 

• a commune, a poviat or a voivodship – in exchange for arrears on taxes constituting revenue 

for the budgets of these units. 

 

The transfer is executed upon request of the taxpayer, based a written agreement concluded 

between the taxpayer and the official acting in his capacity within government administration 

or an application addressed to the competent official or the marshal of a voivodship [www1]. 

The application should contain at least the identification of tax arrears to which the transfer is 

to be made and the value of property rights or assets to be transferred [items 1 and 2, paragraph 

2, Article 66 of the Tax Code]. The initial value of the acquired fixed asset will be stated in the 

agreement and will correspond to the value accepted by the two parties to the agreement. One 

of the ways to acquire fixed assets is to build them.  

 
7 Pursuant to Article 150 of the Act on Real Estate, the following categories can be used for real estate measurement: 

• the market value of real estate, 

• the replacement value of real estate, 

• the cadastral value of real estate. 
The measurement of real estate can be conducted using the following approaches [paragraph 2, Article 152 of the Act on 
Real Estate]: comparative, income-based, cost-based, mixed. 
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Units of the public finance sector can implement investment projects, as a result of which new 

facilities are built or existing ones are modernised. Investment can involve the construction or 

assembly of purchased fixed assets or investment purchases. Until completed, they constitute 

fixed assets under construction. Fixed assets arising from completed investment are measured 

at their manufacturing cost. The costs of manufacturing a fixed asset internally include [point 

6.38 NAS 11]: 

a) direct costs of building an asset – the costs that can be linked with a given asset directly, 

based on source documents or relevant units of measurement (coefficients) clearly defining 

the amount of costs incurred in relation to an asset in question, 

b) indirect costs of building an asset, which cannot be directly assigned to a given asset, 

including: 

• costs shared in the process of the construction of more than one asset and 

• costs of maintaining tangible, intangible and human resources used for the construction 

of a given asset as well as other activity. 

 

The initial value of a new fixed asset includes the costs of decommissioning (e.g. demolition) 

of another fixed asset, provided that its decommissioning is a prerequisite for launching a 

relevant construction project. On the other hand, the initial value of a new fixed asset does not 

increase the net value of the liquidated fixed asset, unless, in connection with the construction 

of a new fixed asset, the unit liquidates another fixed asset without physically removing it and 

the existing asset will become part of the new fixed asset [item 6.53 and 6.54 NAS 11]. The 

cost of manufacturing a fixed asset also includes the costs of trials and tests (technological start-

up) carried out to check the operation of the fixed asset and determine its fitness for use as 

intended by the unit or external requirements, incurred by the unit until the date when it is 

launched for use. The initial value of a fixed asset under construction reduces the value in the 

net selling price of semi-finished products, finished products or services sold or received as a 

result of tests and trials, provided that their value is significant [item 6.51 NAS 11]. NAS 11 

provides guidelines for identifying the causal relationship between the cost incurred and the 

initial value of the fixed asset that was produced. However, not all the guidelines are applicable 

to units of the public finance sector, so the standard can be used only to a limited extent. This 

applies in particular to the rules for financing tangible investments in units of the public finance 

sector and the rules for capitalising the costs and revenues of external financing in the initial 

value of the fixed assets that were produced [items 6.58-6.77 NAS 11]. The initial value of 

fixed assets is subject to changes stemming from the improvement8, the connection or 

disconnection of peripheral parts, their updated value and planned impairment resulting from 

their use. When the unit decides to record espenses as improvement, it takes into account the 

criterion of the significant initial value of a fixed asset, defined in its accounting principles 

(policy). If the expenses incurred on the improvement of a given asset are, on an annual basis, 

lower than the significant initial value of this asset, they are recognised as operating costs [items 

4.28-4.32 and 8.29-8.32 NAS 11]. In  their accounting policy, units of the public finance sector 

can adopt solutions based on tax regulations. In consequence, improvement related expenses 

not exceeding PLN 10,000 can be recognized as costs and not be capitalized in the initial value 

 
8 The improvement of a fixed asset involves expenses that increase its usable value. In practice, the following actions are 
considered to constitute improvements: 

• modification – a change of the existing state of a fixed asset to another state, 

• extension – an increase (enlargement) of an asset, 

• reconstruction – a restoration of an asset that shows signs of complete or partial wear and tear, 

• adaptation – a conversion of an asset so that it can be used for a purpose other than its original purpose or the 
addition of new features,  

• modernization – an upgrade of a fixed asset. 
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of the fixed asset9 [paragraph 13, Article 16g of the Corporate Income Tax Act]. The change in 

the initial value (and depreciation applied so far) may arise from the statutory review of the 

value of fixed assets conducted under separate provisions. This aims to eliminate the impact of 

inflation and update the unit’s fixed assets and depreciation cost. In terms of the usefulness of 

information included in the financial statements, the measurement of assets performed on the 

balance sheet date is of crucial importance. Pursuant ot Article 28 of the Accounting Act, 

tangible fixed assets should be measured not less frequently than on the balance sheet date – at 

the purchase price or the manufacturing cost, or at reviewed value (following the revaluation 

of fixed assets), less depreciation or amortization write-offs, as well as write-offs for permanent 

impairment10. Fixed assets as assets with long-term economic usability are gradually impaired. 

Impairment may result from their use or the passage of time. It may also be caused by adverse 

changes in the unit’s economic environment, unforeseen changes in law, or erroneous 

investment decisions11. Consequently, the unit will not obtain the economic benefits expected 

upon the acquisition of the fixed asset. The information on the value of assets can only be 

reliable if this is taken into account. In the case of public sector units, the principle of prudence 

applied to the measurement of fixed assets on the balance sheet date may be used to assess 

whether public funds are used in an appropriate manner. In units of the public finance sector, the 

specific principles that make up their accounting policy should reflect the use of funds in a true and 

reliable manner, creating the basis for assessing the rationale behind their use. It is important to 

remember that the evaluation of the performance of the public finance sector involves determining 

whether social goals are achieved with efficacy and efficiency, while economic goals remain 

secondary in terms of importance. The focus of the accounting policy on tax solutions is a 

simplification that allows estimating the impairment of assets and the costs involved in the use of 

fixed assets. When this solution is applied by commercially oriented enterprises, it may lead to 

wrong decisions. The successful decision-making process depends on the correctness, credibility 

and reliability of the information used. The selection of accounting principles in the area of fixed 

assets translates into the picture of the unit’s economic situation in the financial statements. 

 

5. PRINCIPLES AND METHODS OF DEPRECIATION OF FIXED ASSETS IN UNITS OF 

THE PUBLIC FINANCE SECTOR 

Fixed assets are classified as assets with long useful life. The principle of prudence requires that 

entities report in the financial result [paragraph 1, Article 7 of the Accounting Act] decreases in the 

usable value or commercial value of assets, including depreciation or amortization write-offs. The 

depreciation of a fixed asset is a cost that reflects the scheduled, gradual and systematic distribution 

of value subject to depreciation over time, arising from the use of the fixed asset or the passage of 

time, which reduces the initial value of the asset12. Unlike impairment, depreciation reflects the 

gradual use of the potential for generating economic benefits specific to a given asset, rather than 

partial or total loss of this potential [item 8.1 NAS 11].  

 
9 If fixed assets were improved as a result of modification, extension, reconstruction, adaptation or modernization, the initial 
value of these assets is increased by total expenses incurred on their improvement, including the purchase of components or 
peripheral parts whose unit purchase price exceeds PLN 10,000. Fixed assets are considered improved when total expenses 
incurred on their modification, extension, reconstruction, adaptation or modernization in a given tax year exceeds PLN 
10,000 and these expenses increase their usable value compared to the value as on the date of adopting fixed assets for use, 
measured with the period of use, production capacity, quality of products obtained with improved fixed assets and their 
operating costs. 
10 Permanent impairment occurs when it is highly likely that the unit’s assets will not yield a significant or full expected 
economic benefit in the future. This justifies a write-down bringing the value of an asset recorded in the accounting books to 
the net selling price, and in the event of its absence – to its fair value determined otherwise [Paragraph 7, Article. 28 of the 
Accounting Act]. 
11 The basis for impairment originating in external and internal sources are presented in items 4.3. and 4.4. NAS 4 
'Impairment of assets'. 
12 Pursuant to Article 7.3 of the Regulation, land and cultural goods are not depreciated or amortized, while under paragraph 
2, Article 31 of the Accounting Act, land is not subject to depreciation (except for land used for open-cast mining). 
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The choice of principles and methods of depreciation of fixed assets is one of the elements of 

accounting policy and aims at ensuring the accuracy and reliability of information presented in the 

financial statements. Accordingly, the unit is responsible for developing a depreciation schedule 

that would take into account the causal relationship between the impairment of a fixed asset and 

economic benefits that it generates. In the process of creating their accounting policy, units of the 

public finance sector draw on the provisions of the Accounting Act and the Regulation, while 

additionally also referring to the guidelines of NAS 11. Under Article 7.1 of the Regulation, units 

may determine the principles of depreciation of fixed assets based on: 

a) the provisions of the Accounting Act or 

b) the rates specified in the Act of 15 February 1992 on corporate income tax [the Act on 

Corporate Income Tax] or 

c) the rates set by the superior unit or the board of the local government unit. 

 

On the date when the unit adopts a fixed asset for use, it should determine a period, a rate and a 

method of depreciation, taking into account the economic useful life of a given asset13. Depreciation 

or amortization write-offs are made through a systematic distribution of its initial value over the 

period of depreciation [paragraph 1, Article 32 of the Accounting Act]. The determination of the 

rate14 and method of depreciation should relate to how economic benefits are generated by the 

asset [item 8.9 NAS 11]. The period of economic useful life and depreciation rates are subject 

to periodic verification [paragraph 3, Article 32 of the Accounting Act], while the depreciation 

method adopted remains unchanged. The Accounting Act does not define depreciation 

methods, but detailed explanations are included in NAS 11. The methods of depreciation of 

fixed assets that are listed in NAS 11 [item 8.10. NAS 11] include the linear, degressive and 

natural methods as well as the degressive-linear method adopted by tax regulations [items 8.18 

and 8.22 NAS 11]. The focus of the accounting policy on the solutions adopted in the 

accounting or tax law also affects the time when depreciation starts. Under paragraph 1, Article 

32 of the Accounting Act, depreciation starts after the fixed asset has been accepted for use. On 

the other hand, NAS 11 [item 8.33 NAS 11] also allows for the recognition of depreciation 

charges (based on the gross book value of the asset15) in the month following the month when 

the fixed asset was adopted for, which remains in compliance with tax regulations. The 

depreciation is completed no later than when the value of the depreciation (amortization) write-

off is equal to the initial value of the fixed asset, the asset is qualified for liquidation, sale, or 

its shortage is confirmed. As a rule, depreciation is calculated in monthly installments [item 8.1 

NAS 11]. In the case of entities of the public finance sector, units exempt from corporate income 

tax may depreciate fixed assets once a year, while units paying tax for periods other than 

monthly periods – once a given period [Article 7.4 of the Regulation]. It is possible to apply 

simplifications in the accounting policy for fixed assets with low initial unit value. The 

simplification involves [paragraph 6, Article 31 of the Accounting Act]: 

• making collective write-offs for groups of assets similar in type and purpose, or 

• a one-time write-down of the initial value of the fixed assets in question. 

 
13 The economic useful life of a fixed asset is influenced by [paragraph 2, Article 32 of the Accounting Act]: 

• the number of shifts during which the fixed asset is in operation, 

• the rate of technical and economic advancements, 

• the productivity rate of a fixed asset measured by the number of hours of its operation or by the number of products manufactured 
or by another appropriate measure, 

• legal or other restrictions on the time of use of a fixed asset, 

• the net selling price of the significant remains of a fixed asset expected at liquidation. 
14 If a fixed asset comprises components or peripheral components, determining the useful life and depreciation rates of the 
fixed asset, the unit can take into account the differences in the useful life of individual parts or the manner of consuming the 
economic benefits arising from them [item 8.26 NAS 11]. 
15 The value of a fixed asset subject to depreciation is the gross book value of the asset, less any impairment losses and the 
value of a significant remain of the asset [KSR 11, item 3.6.]. 
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Simultaneously, the specific rules for financing fixed assets in the public finance sector should 

be taken into account, as they necessitate the division of fixed assets into two main groups: 

• basic fixed assets financed from investment funds, 

• other fixed assets acquired from current expenses (except for the first equipment of a 

facility). 

 

Basic fixed assets are subject to systematic depreciation (amortization) write-offs, whereas 

other fixed assets are depreciated outright. 

 

5.1. Depreciation according to balance sheet law and tax law 

 

Table 1: Comparison of depreciation according to balance sheet law and tax law. 
The stage of 
depreciation 

The Accounting Act Tax regulations 

The choice of the 

method of 

depreciation  

The choice is made by the entity – 

the method can be linear, degressive, 

natural, progressive 

- the linear method – all assets are depreciated 

or 

- the degressive method - machines and 

devices included in groups 3-6 and 8 of the 

Classification of Fixed Assets 

The change of the 

method 

unacceptable unacceptable 

The rate and period 

of depreciation 

The unit makes the relevant decision 

taking into account the period of 

economic useful life of the fixed 

asset 

Specified in the list of depreciation rates 

included in the nnnex to the tax laws 

The change of rates Regular verification of the periods 

and rates of depreciation 

- an increase – based on adequate coefficients 

– from the month following the month in 

which the circumstances justifying the 
changes occurred, 

- a decrease – starting from the month when 

the means were recorded or from the first 

month of each subsequent fiscal year 

The frequency of 

write-offs 

In equal installments for each 

reporting period 

In equal installments every month or in equal 

installments every quarter or once at the end of 

the fiscal year 

The end of 

depreciation 

Not later than when: 

- the value of depreciation or 

amortization write-offs equals the 

initial value of a fixed asset, 

- the fixed asset is assigned for 

liquidation, 
- the fixed asset is sold, 

- there is a shortage of the fixed 

asset 

Until the end of the month when: 

- the sum of depreciation write-offs equals 

their initial value, 

- the fixed asset is put into liquidation, 

- the fixed asset is sold, 

- there is a shortage of the fixed asset 

Fixe assets used on 

a seasonal basis 

They are depreciated in the entire 

financial year 

They are depreciated during their period of 

use. 

Source: own elaboration 

 

The group of other fixed assets includes the assets of specific type and use, but also the assets 

with low initial value, for which depreciation can be calculated in a simplified manner. The 

provisions of the Regulation explicitly refer tax law when determining the threshold of the value 

of low-value fixed assets. This simplification is also granted by the Accounting Act, which does 

not determine the value-based threshold for classifying assets as fixed assets. Based on the 

principle of materiality, the unit has the right not to recognize assets of low initial value as fixed 

assets [paragraph 6, Article 32 of the Accounting Act, item 4.28 NAS 11].  
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These types of assets can: 

a) be recognized as fixed assets and: 

• be covered by a collective inventory item, 

• constitute individual inventory items depreciated once on the date when they are 

adopted for use, 

b) be written off outright as the costs of materials on the date of adoption of use. 

 

This provision enables the recognition of the amount of PLN 10,000, specified by tax regulations 

[paragraph 3, Article 16f of the Corporate Income Tax Act], as insignificant and the performance of 

one-off depreciation charges regardless of the useful life of the asset. In units of the public finance 

sector, classifying an asset in a group of other fixed assets is associated with recognizing their value 

in the cost of materials. This solution represents a narrow approach to the provisions of the 

Accounting Act specifying simplifications in the manner of depreciation of low-value fixed assets. 

The development of depreciation policy is the responsibility of every entity that keeps accounts. 

The adopted detailed rules should fairly reflect the way resources are used and economic 

benefits they generate, creating the basis for assessing the rationality of their use. The evaluation 

whether unit of the  public finance sector operate effectively is conducted through the prism of 

the principle of efficacy and efficiency of their operation. Efficacy refers to the extent to which 

their objectives were achieved and their tasks were performed. Effectiveness is assessed in 

relation to the lilelihood of achieving the set goal while minimizing the costs or achieving the 

maximum goal at the assumed costs [Babuśka, 2016, p. 24]. The focus of depreciation policy 

on tax solutions is a simplification that allows for the estimation of the impairment of property 

and the costs of using fixed assets. However, the success of the decision-making process 

depends on the accuracy of the information used. In the case of commercially oriented entities, 

the use of such simplifications may lead to erroneous conclusions. When defining the principles 

of depreciation of fixed assets, tax law does not take into account the manner of obtaining 

economic benefits. The relation between revenue and the corresponding cost is determined in 

an arbitrary manner by applying tax depreciation rates provided by regulations. 

 

6. CONCLUSION 

To sum up, fixed assets in units of the public finance sector are subject to special rules, which 

include the following: 

1) fixed assets owned by the State Treasury or local government units that have been received 

free of charge, based on the decision of the competent authority, may be measured at the 

value specified  

2) fixed assets and intangible assets are amortized or depreciated. Depreciation or amortization 

write-offs are made according to the principles adopted by the unit in accordance with the 

provisions of the Accounting Act. When determining the rules of depreciation, the unit may 

adopt rates specified in the Act of 15 February 1992 on corporate income tax, or rates 

specified by the superior unit or the board of a local government unit, 

3) one-time depreciation write-offs, involving writing off the costs in the month when the asset 

is adopted for use, apply to: books and other library collections, teaching resources for 

schools and education establishments, clothing and uniforms, furniture and carpeting, 

livestock, other fixed assets and intangible assets with a value not exceeding the value 

specified in the Act of 15 February 1992 on corporate income tax, for which depreciation 

write-offs are recognized as tax deductible in 100% of their value upon their adoption for 

use, 

4) land and cultural goods are not depreciated or amortized, 
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5) the initial value of fixed assets and amortization write-offs made so far are subject to updates 

in compliance with the principles set out in separate provisions, and the results of the 

updates are referred to the fund, 

6) the inventory of real estate should ensure the comparison of data arising from the accounting 

records with the records of the commune, poviat and voivodship real estate resources, 

7) war stocks are subject to the inventory according to the rules set by the head of the unit 

servicing the authorizing body of the budget part. 

 

LITERATURE:  

1. Babuśka E. (2016), Mierniki realizacji celów i zadań w jednostce budżetowej, Finanse, 

Rynki Finansowe, Ubezpieczenia, nr 6 (84), Uniwersytet Szczeciński, Szczecin, cz.1., s.23-

34. 

2. Chluska J. Polityka rachunkowości w zarządzaniu jednostkami sektora finansów 

publicznych, Studia ekonomiczne. Zeszyty Naukowe Uniwersytetu Ekonomicznego w 

Katowicach, nr 274, 2016, s. 36- 45. 

3. Hońko S. (2013), Wycena w rachunkowości, znaczenie, podstawy, parametry i zasady, 

Uniwersytet Szczeciński, Szczecin. 

4. Komunikat nr 2 Ministra Finansów z dnia   29 marca 2012 r. w sprawie ogłoszenia uchwały 

Komitetu Standardów Rachunkowości w sprawie przyjęcia znowelizowanego Krajowego 

Standardu Rachunkowości Nr 4 „Utrata wartości aktywów”, Dz.Urz.MF z dnia 23 kwietnia 

2012, poz. 15. 

5. Nowak W.E., 2014, Rachunkowość sektora finansów publicznych jako rachunkowość 

branżowa, Prace naukowe uniwersytetu Ekonomicznego we Wrocławiu, Branżowe 

problemy rachunkowości i podatków, nr 373, Wrocław, s. 182- 194. 

6. Rozporządzenie Ministra Rozwoju i Finansów z dnia 13 września 2017 r. w sprawie 

rachunkowości oraz planów kont dla budżetu państwa, budżetów jednostek samorządu 

terytorialnego, jednostek budżetowych, samorządowych zakładów budżetowych, 

państwowych funduszy celowych oraz państwowych jednostek budżetowych mających 

siedzibę poza granicami Rzeczypospolitej Polskiej, Dz.U z 2017 r., poz.1911, z póź. zm. 

7. Rup P. (2017), Aspekty prawne i rachunkowe klasyfikacji oraz wyceny nieruchomości w 

jednostkach sektora finansów publicznych, Państwo i Społeczeństwo, 2017 (XVII) nr 2, s. 

89-110. 

8. Uchwała nr 4/2017 Komitetu Standardów Rachunkowości  z dnia 03.04.2017 r. w sprawie 

przyjęcia Krajowego Standardu Rachunkowości nr 11 "Środki trwałe",  Dz. Urz. MRiF z 

2017 r. poz. 105. 

9. Ustawa z dnia 15.02.1992 r.  o podatku dochodowym od osób prawnych, tj. Dz. U. z 2019 

r. poz. 865, z 2020 r. poz. 183 

10. Ustawa z dnia 21 sierpnia 1997 r. o gospodarce nieruchomościami, Dz. U. z 2018 r. poz. 

2204 i 2348 oraz z 2019 r. poz. 270, 492, 801. 

11. Ustawa z dnia 27 sierpnia 2009 r. o finansach publicznych, t.j. Dz. U. z 2019 r. poz. 869, 

1622, 1649, 2020. 

12. Ustawa z dnia 29 sierpnia 1997 r. Ordynacja podatkowa, t.j. Dz. U. z 2019 r. poz. 900, 924, 

1018, 1495, 1520, 1553, 1556, 1649, 1655, 1667, 1751, 1818, 1978, 2020, 2200. 

13. Ustawa z dnia 29.09.1994 r. o rachunkowości, Dz. U. z 2019 r. poz. 351, tekst jednolity. 

14. www1: Przeniesienie własności rzeczy lub praw w zamian za zaległe podatki - jak to 

zaksięgować  [ data dostępu: 11.02.2020] 

 

 



51st International Scientific Conference on Economic and Social Development – Rabat, 26-27 March 2020 

 

62 

MANAGEMENT OF INNOVATIVE MEGAPOLIS DEVELOPMENT 

UNDER DIGITALIZATION CONDITIONS: THE CASE OF MOSCOW 

AND ST. PETERSBURG 
 

Alexander Kurochkin 

St Petersburg University 

St. Petersbug, Smolnii str. 1/3, entrance 7, 191060, Russia 

alexkur@bk.ru 

 

Svetlana Morozova 

St Petersburg University 

St. Petersbug, Smolnii str. 1/3, entrance 7, 191060, Russia 

s.s.morozova@spbu.ru 

 

ABSTRACT 

The article describes information and communication factors of the efficiency of the city policy 

in the context of selection and implementation of efficient development strategies for city areas 

basing on the principles of Knowledge-Based Urban Development (KBUD), including risk 

assessment and safety level indicators. It identifies the need for development of comprehensive 

system of the audit and forecasting of risks and dangers associated with city policy in the 

process of making and legitimation of administrative decisions under conditions of uncertainty. 

The authors also analyze such new forms and models of city control as selection of city projects 

in the frames of participative budgeting, implementation of the best practices through 

crowdsourcing technologies for collection of target structured information and search of 

innovation decisions in relation to the scheduled city projects. The implementation of such 

management models for the development of the metropolis contemplates the acquisition of the 

consistent balance of the knowledge and the ignorance (risk) due to technologies of the 

electronic government, digital collaborative management through aggregating of the implicit 

knowledge by the consumers of city economics and citizens. The specific cases of development 

of relevant technologies in Moscow and St. Petersburg are studied, basing on the «concept of 

scenarios» and the catagory of development stages of «smart cities». The obtained results can 

be used in the development of strategic programs of the management of the risks derivated from 

the implementation of digital technologies in metropolis.  

Keywords: Blockchain Technology, Smart City, Information Management Models, Information 

Systems, Innovations, Urban Development, Crowdsourcing, Open Data, New Urban Policy 

 

1. INTRODUCTION  

The use of blockchain technologies, Big Data, Smart city concept, BIM design planning, PLM 

(Product Lifecycle Management), CAD/CAM/CAE systems and other tools in the systems of 

regional administration generated by digital era needs a deeper analysis in order to identify not 

only scenarios of an efficient optimization but also to acknowledge potential risks and dangers.  

 This constitutes the compulsory basis for the competitive development and determines the 

success of innovations based on the ability to take into account the growing amounts and the 

complexity of information, which is impossible without implementation of the principle of the 

distributed administrative knowledge base. Lots of modern researchers, while highlighting the 

current needs of Russia, the solution to which is directly associated with digital economics, pay 

particular attention to the increase of the regional administration efficiency, due to 

implementation of faster and shorter ways of communication between the subject and the object 

of the administration (Malinetsky, 2018, p.49). The researchers point to steady growth of digital 

economics relative volume in GDP in many developed countries, which «has already overcome 
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the critical 5% barrier - i.e. the cutoff after which the growth and substitution of traditional 

technologies becomes visible». Therewith, this indicator was 12.4% for Great Britain, 8% for 

South Korea, 6.9% for China, 5.7% for EU countries, 5.4% for USA and 2.8% for Russia (the 

level of 2016) (Gasanov, 2017, p.7). Modern literature doesn´t show any agreement in 

approaches towards the new configuration of city development processes formed through 

combination of processes of manufacturing of goods and services with scientific research, 

administration forms and net-centric social capital, as a part of which a modern city can 

combine both local and global economic processes. While M. Castels was putting lots of content 

aspects of these processes into the basis of concept of information city (Castells, 1994), his 

followers were developing a new concept – the global city, determined as the spatial function 

of crossborder strategic place network (Sassen, 2013, pp.347-349) or the interaction effect of 

the professional business services providing centers for the global economy (Taylor, 2001). The 

development of such an approach requires a significant modification in the city development, 

which, however, keep on following persistently the classic Fordist model of territorial planning 

based on principles of targeted zonation, identification of separate infrastructure objects etc. 

The traditional development triad set up by ground, labor and the capital resources is proved to 

be needed only as much as it is compatible with multi-level knowledge. In this respect, the 

strategy of spatial development of the Russian Federation for the period up to 2025, where the 

key task is the implementation of digital-based intellectual governing systems, is becoming 

most appropriate. Thus, this study is an attempt to analyze the phenomena of modern 

information technologies applied for metropolis government in the context of risks associated 

with the implementation of digital administration technologies. The goal of the study is in line 

with modern concepts of spatial development, where «the critical points are not only priorities 

of territorial development, allocation of public and economic entities but also the environment 

of their interaction. In modern conditions, this environment must contribute to development of 

horizontal network relationship, formation of creative ideas and innovations. It is particularly 

important for large cities, where service economy and knowledge economy are especially 

developed». (Lavrikova, 2016, p.118). 

 

2. DISCUSSIONS  

The purpose of the city development concept, created in the beginning of 2000 and based on 

principles of Knowledge-Based Urban Development (KBUD) was to identify the list of 

essential strategies for achievement of high life level, as an alternative to classical resource-

based approach. T. Yagitchanar, one of the theorists of the new concept, studied it as a paradigm 

of the city territories strategic management, aimed at the increase of competitiveness of city 

agglomerations (Yigitcanlar, Velibeyoglu, Martinez-Fernandez, 2008). The researcher 

highlighted four main components of the strategy: 

• economic development (technologies used in innovation process and market conjuncture; 

financial analysis; human capital assessment); 

• social and cultural development (humanitarian knowledge, skills and cultural capital of the 

residents and employees of this territory); 

• institutional development (principles of efficient government control and strategic planning, 

the arrangement of knowledge transfer and expansion of creative potential for development 

of creative and knowledge-intensive sectors in the city);  

• ecological development (care for quality of inhabited space and capability to reproduce 

natural environment) (Yigitcanlar, 2011, p.5-7).  

 

These components are rather often described as basic ones in many studies. In our opinion, their 

list can be expanded due to such indicators of city development as: international estimations of 

the metropolis, econometric indicators, risk assessments, level of safety and tolerance under 
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conditions when «the external visible layer of intensive events» in the city space «can be 

described as chaotic or more or less organized and controlled – however, invisible processes 

and practices, turning the territory into a constantly transformed cloud, still dominate» 

(Zamyatin, 2019, p.17). In the situation, when digitalization processes turn urbanistic 

information into a complex multi-channel system forming global «information chaos», the need 

of implementation of competitive developed applied models of urban environment and urban 

space states a goal of the analysis of the entire flow of existing information, which volumes are 

catastrophic. Living among the risks becomes the hallmark of everyday urban experience 

associated with consequences of «social fallout» of risks of cardinal qualitative changes in 

urban ontology. The crucial factor in this case is the need of application of an innovative facility 

to process the information, which favours on the one hand the elaboration of the creative 

solutions and on the other hand implementation of regulating scenarios to enable the 

formulation of the most efficient administration patterns. It should be noted that the special 

place here is taken by the blockchain technologies: «In the digital world of XXI century, when 

lots of communities are formed virtually, out of state borders and local jurisdictions, old 

institutions and criteria which we’ve previously applied to find the truth are already unable to 

fulfill their functions….the blockchain is able to bring us the architecture….which will couple 

«bits and atoms» and will be developed due to global information arrays. This, at last, will make 

possible «the open data internet»…free access to data must provide the way for humankind to 

find collective solutions of multiple problems and increase manufacturing quality and labor 

efficiency» (Vigna, Casey, 2018, p. 72). Note that, on the one hand, the information exchange 

is arranged in the frames of problematic urban ontologies determined as trends in participants’ 

activities and public administration arranging partnership and solving tasks formulated in the 

category of social benefits. On the other hand, the models in any way enhance the field of 

sources required for the fulfilment of urban knowledge strategy due to inclusion of scientific 

establishments, business, non-commercial institutions, local communities and opinion leaders 

into the circle of key directions stakeholders. Therefore, the traditional hierarchical model of 

elaboration and circulation of the information might be transformed into the model of special 

agencies/design office which supposes a constant dialogue with citizens, integration into 

working processes of interested business representatives and relevant organizations which 

provides communication between different «levels of confidence» created upon the principle 

of hierarchy of spatial/functional understanding of the processes. Otherwise it is referred to an 

establishment of a pluralistic network model, where clusters of the advanced knowledge and 

competence carrier are unified through a general process of problem solutions, development of 

innovations and strategic administration. In any case, each model comprises the level of 

external referencing of knowledge through an assessment system including both surveys of 

teams of services/city project recipients, statistics and global ratings built upon comparative 

accounting of multiple indicators. Modern approaches towards the city development based on 

principles of multimeric knowledge, especially models of KBUD characteristics and KBUD 

analysis have a distinct system of indicators, which allows to analyze the selected strategy of 

city development more adequately. The projects of global metrical indicators of knowledge 

economy, like KAM1 and MAKCi2 show the demand for such assessments in the process of 

development of regional and urban strategies of social and economic development, which raises 

an issue of complex system of audit of city policy risks and comparability of these indicators 

with regional and international analogues. Smart city concept which gained the popularity in 

the mid of 2000s, determines the universal knowledge-based service-and-technocratic way of 

formation of city development strategy. Such attention towards new technologies owes its 

development to the theories of innovations of Y. Schumpeter, D. Schmukler and other authors 

 
1 Knowledge assessment methodology 
2 Most admired knowledge City 
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who put emphasis on the role of technological leap and intensive demand. With that, the 

situation of principal change in quality of social relationship in rapidly changing information 

environment of the city is yet poorly funded. Appealing to the research of the information 

continuum of risks existing in a modern city, it is shown that «the discreet growth of local 

desolation of the big city and the expansion of discommunicative spaces and practices, both 

neighboring and bordering with visually present spaces of operative communicative situations 

of external physical layer» (Zamyatin, 2018, p.154). The analysis of approaches towards the 

understanding of the «smart city» allows to reveal two main trends. The first one is a conceptual 

trend which relates to technological sphere only: design of buildings, energetic systems, 

management of water resources, logistics - i.e. where the new ICT technologies play the special 

role. The second one is a social/humanitarian approach towards the smart city, actualizing 

education, science and culture areas as well as social inclusiveness of territorial communities, 

where ICT role is not so crucial. The first approach is heavily technocratic and is characteristic 

for business concepts of highly technological IT companies (IBM, Oracle, Siemens etc.) which 

are the main beneficiaries in the case of its implementation. Such city is instrumentally 

equipped (the infrastructure of sensors and data processing devices is created), internally 

integrated (as obtained data are aggregated on a special platform and used by different city 

services) and intellectualized (obtained data allow to form complex analytics and perform 

modelling through optimization of adopted decision) (Harrison, Eckman, Hamilton, Hartswick, 

Kalagnanam, Paraszczak, Williams, 2010). The second approach implies steady development 

of ad hoc technologies; the example of that is the development of the concept of quater spiral 

of the smart city, which was initially based on intensification of co-working of main actors: 

universities, business industries and city administration (Leydesdorff, Deakin, 2011). The 

following spheres of development control will arise: smart economy (social expenses, 

innovations and R&D), smart residents (education, competence and skills), smart 

administration (digital government, open source data), smart environment (resource saving and 

recycling, reduction of amounts of greenhouse gases emitted), smart living (availability of 

healthcare facilities, sports, leisure). Modern studies in such conceptual perspective come to 

understanding of smart city as «urbanized location, functioning as operable system of systems 

characterized by steady knowledge-based development forming desirable results for all people 

and living nature» (Yigitcanlar, Kamruzzaman, Foth, Sabatini-Marques, da Costa, Ioppolo, 

2019, pp.350-351). From the point of view of the communicative efficiency achievement, 

determined as a function of minimization of transaction costs aimed at free partnership and 

coordination of both internal and interorganizational cooperation (Aleinikov, Kurochkin, 

Mal’tseva, 2018), such approach is oriented to the automatization of collection, aggregation 

and management of initial information; it is also the way to obtain a steady, efficient and well-

coordinated process of adoption of decisions and, thereby, the new impulse of city development. 

As neuron network technologies develop, especially those relating to the deep learning, the 

possibility to speak about the formation of the new model of neuron city arises, which is based 

on application of artificial intellect systems in the area of administration, when the data 

distributed along the whole location is not only consolidated in governing centers or digital 

services but also autonomously processed in an automated way, substitutingthe functions of a 

lot of administrators. In the nearest perspective, these decisions shall be regarded more as an 

addition to smart city model, where part of functions, e.g. flow control (power distribution, 

traffic lights etc.) and management of the city environment (quality of pavement surfacing) is 

delegated to the artificial intellect. 

 

3. RESULTS 

Moscow and St. Petersburg have formed the basis for knowledge-based urban development 

management as part of a global trend and a federal strategy for improving public administration. 
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The construction of the information and communication system for managing the metropolis in 

Moscow went through several successive phases. They can be provisionally structured as 

follows: 

• Phase 1. 2000-2011. The development of urban infrastructure and electronic society 

technology within the framework of the state target program «Electronic Moscow». 

• Phase 2. 2012-2017. Informatization and centralization of electronic public services, carried 

out in the framework of the Information City program adopted in 2012. 

• Phase 3. 2018 - present. Development and implementation of a full «smart city» concept. 

 

The success of Moscow in the process of a «smart city» organization is ensured by several 

factors. Firstly, it is a broad administrative and resource support of the city authorities. 

Secondly, the emphasis on advanced research and world best practices in the field of smart 

cities designing, as well as drawing the attention of representatives of market leaders, scientific 

and expert organizations. Thirdly, the dominance of the information and communication 

technology industry in the structure of the city’s economy. By 2017 industry enterprises 

registered in Moscow produced more than 70 percent of the total industry in Russia. Fourth, the 

availability of a sufficient number of highly qualified world-class labor resources in the city. In 

St. Petersburg, the implementation of the urban development concept on the principles of 

multidimensional knowledge was sequentially behind federal programs without accelerated 

development and significant regional features. The phases of building an information and 

communication management system can be structured as follows: 

• Phase 1. 2002-2015. Development of urban infrastructure and e-government technology.  

• Phase 2, 2015-2017. Open government technology development. 

• Phase 3. 2018 - present. Development and launch of the «smart city» concept. 

 

Although the current phase allows us to evaluate only the experience of conceptualization and 

partial implementation, the existing approach to implementing the strategy in St. Petersburg 

differs significantly from the Moscow one primarily by institutionalizing this process as part of 

a consortium with ITMO University, which is responsible for determining development 

priorities and the implementation format of the «smart city» concept. Firstly, the main emphasis 

is on the management architecture (basic principles: a comfortable environment for citizens, 

coordination of management, development of urban infrastructure, process monitoring, joint 

design of the environment, human capital), and not on the target qualities of controlled 

environments and the level of innovative development. While for Moscow, priorities were 

chosen: improving the living environment of citizens, citizen participation in management, the 

use of machine intelligence, a barrier-free environment, the involvement of science and 

business, digital document management, the use of end-to-end technologies, import 

substitution, and environmental protection). It should also be noted that the conducted 

sociological studies recorded a common perception of the «smart city» concept among public 

servants and urban dwellers in St. Petersburg, who expect from the implementation of this 

concept to improve the quality of urban governance and, as a result, the quality of citizen's life. 

Secondly, the claimed method for assessing the strategy goals achievement includes only 5 

separate indicators for St. Petersburg, compared with 2 complex indexes based on dozens of 

indicators for Moscow. Thirdly, despite the declared principles of co-management, the current 

implementation of smart St. Petersburg strategy follows the principles of project development 

based on internal expert selection, which leaves a limited range of opportunities for 

implementing an open innovation model that has already proved its competitiveness in terms 

of solving the problems of breakthrough city development as part of a collaborative strategy 

and global competition.  
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At the same time, the data of expert surveys record the high role of risks related to both 

information security (hacking electronic networks, cyber terrorism) and the inflexibility of 

authorities in relation to expanding forms of citizens and businesses participation. 

 

4. CONCLUSION  

To determine the degree of the smart city technology development in Moscow and St. 

Petersburg in a comparative perspective, we used the typology proposed by Bill Hutchinson, 

executive director of the EY smart cities development center, in which he conditionally 

identifies three stages of the development: smart city 1.0; «Smart city 2.0»; «Smart city 3.0». 

The key difference is based on the degree of coordination and «convergence» of the overall 

strategy for the «smart city» concept implementing, as well as the degree of balance of the 

technological and socio-humanitarian components: «Smart City 1.0» is similar to those old 

systems for business and government, some elements of which were automated without general 

strategy. «Smart City 2.0.» carries out basic «strategic consolidation». «Smart City 3.0» 

conducts a comprehensive «strategic consolidation», and basic intellectual technologies are 

integrated into its infrastructure (Hutchinson). Assessing the current stage of the «smart city» 

technology implementation in Moscow and St. Petersburg through the prism of this approach, 

taking into account the above technological, managerial and institutional features, we conclude 

that Moscow has already reached the «Smart City 2.0» phase and is preparing to the transition 

to the «Smart City 3.0» phase, while St. Petersburg is only completing the transition from the 

first to the second phase of the smart city technology development. 
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ABSTRACT 

An approach to evaluating the effectiveness of secular rituals is outlined. First, the author 

compares the approaches used in research literature to define the “ritual” term. The key 

characteristics of ritual are revealed to give an original definition of “ritual”. An emphasis is 

put on describing rituals as an element of secular culture. Then functions of rituals described 

by sociologists are analyzed, studying which led to an assumption that all rituals are pragmatic 

to a certain degree. Within the economic logic, these functions are reduced to the function of 

decreasing transaction costs in person-to-person interaction. In the next section of the paper, 

the concept of ritual efficiency is defined. The author builds on the idea that rituals facilitate 

optimization of social relations by cutting transaction costs. As a result, additional wealth is 

created. Ritual efficiency is defined through a ratio of transaction costs-cutting due to a 

particular ritual to the costs of exercising and maintaining the ritual. The proposed 

interpretation of ritual efficiency needs further clarification of transaction costs. The idea is to 

break the structure of transaction costs into procedural and behavioral transaction costs. 

Procedural transaction costs are regarded as the costs associated with the essence of the 

procedures in a particular institutional environment required for establishing and protecting 

property rights, as well as losses generated by violations of these procedures. Behavioral costs 

are understood as the costs and losses arising during social-and-psychological adaptation of 

participants of the relationships, formed to establish and protect property rights, to actions of 

their partners and the conditions of an institutional environment, where those relationships 

take place, as well as the costs of functioning of the institutions and organizations, designed to 

create conditions for personal adaptation. A neo-institutional approach for classifying 

transaction costs depending on a transaction nature is used for procedural transaction costs. 

The author suggests that classification of behavioral transaction costs should be based on types 

and forms of personal (individual) adjustment. Intra-personal (individual) and inter-personal 

(person-to-person) behavioral transaction costs are delineated with a more detailed intra-

group breakdown.  

Keywords: functions of rituals, ritual efficiency, rituals, transaction costs  

 

1. INTRODUCTION 

The development of the concept of social capital has led to the recognition of a number of socio-

psychological phenomena, including rituals of interpersonal interaction, as factors that 

influence economic results. Given the ongoing changes to the code of ritual behavior, it seems 

relevant to describe and evaluate its impact.  It is necessary to develop a methodological 

framework for evaluating the effectiveness of interpersonal interaction rituals.  

The following tasks are expected to be solved during the research: 

1. to identify the functions of interpersonal interaction rituals; 

2. to form a concept of the effectiveness of interpersonal interaction rituals; 

3. to clarify the composition of transaction costs. 
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2. CONCEPT AND FUNCTIONS OF RITUALS 

Based on the works of S. Silva (2013), R. Firth (1951), V. Fuchs-Heinritz (1978), J. and A. 

Theodorson (1969), and others the following definition of ritual is suggested: a ritual is a 

stereotypical sequence of symbolic actions performed in the course of social relationships that 

is regulated by society and expresses certain social and cultural values. A ritual is traditionally 

understood as a culturally determined set of standardized symbolic actions that express certain 

values or problems of the group. In the past, rituals were primarily religious in nature. In the 

modern world, the main focus is to consider rituals as a form of symbolic behavior that affects 

the socialization processes (Radcliffe-Brown, 2001). Along with traditional rituals of religious 

culture, there are modern rituals of secular social culture. Therefore, ritual behaviors can be 

called general cultural universals (Garfinkel, 1967). Scientists recognize that rituals are 

characterized by a certain level of pragmatism: utilitarian or symbolic (Baiburin, 1993; Vohs, 

2013). Utilitarian pragmatics implies obtaining some utility by satisfying the need for material 

goods, while sign pragmatics implies the need for symbolic forms. Moreover, the need for 

symbolic forms can be no less significant (Toporov, 1988; Langer, 1956). It is symbolization 

that is a means of ensuring the cooperation of efforts of a large number of individuals aimed to 

solve the problems of the group. Through rituals, the group solves the most important tasks of 

reproducing symbolic values (social institutions, traditions, statuses, etc.) (Malinowski, 1926). 

Sociologists note the importance of using rituals in terms of creating conditions for sustainable, 

effective functioning of groups. Based on the works of E. Durkheim (2018) the four main 

functions of rituals were defined: 

1. Function of individuals' socialization. Ritual actions contribute to the formation of the 

qualities necessary for effective interaction within the group, facilitate the process of 

socialization. Performing ritual actions teaches individuals to balance their interests with 

the interests of the group, to control their behavior in accordance with the accepted 

standards, to comply with the requirements of the team, to inhibit impulsive behavior, 

leading to the standardization of external behaviour (Marett, 1914) and internalization of 

sociocultural norms (Saringulian, 1968), thus facilitating the processes of social interaction 

(Levkovich, 1970). 

2. Integrated function. Performing ritual actions contributes to the building of a sense of 

solidarity in the group, interconnectedness and unity among its members. The building of 

solidarity helps to increase the effectiveness of communications, as well as the integration 

of actions aimed at achieving the group's common goals. Stereotyped ritual actions make 

the behavior of participants more familiar and predictable, and contribute to the 

strengthening of collective ties (Abramyan, 1983; Rappaport, 1971). 

3. The reproducing function. Ritual actions contribute to the fixation and reproduction of a 

system of historically developed cultural values: maintaining a system of values, 

institutions, traditions, and other rules of social organization in society. Rituals are used to 

assign social roles to individuals when they are included in a group or to change their 

statuses within these roles (initiation), and to maintain a hierarchy of social roles, statuses, 

and values (Gluckman, 1964). The rules of social relationships are fixed (Etkin, 1963). 

Performing rituals helps people to actualize and consolidate the experience of social 

interaction and legitimize social norms (Jensen, 1963). 

4. Psychotherapeutic function. Performance of rituals contributes to the maintenance of 

psychological comfort in the group, the sublimation of mental stress. The sense of solidarity 

and belonging, experienced during rituals, psychologically helps individuals to cope better 

with crisis situations and preserve the unity of the team. The feeling of discomfort caused 

by the need to adapt to changes is reduced (Rappaport, 1971; Lotman, 1987). 
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Within the framework of economic logic, these four functions can be consolidated into the 

function of reducing transaction costs in the process of group members' interaction. 

Ritualization can be described as a group's response to a situation of uncertainty (Howe, 2000). 

A high degree of uncertainty increases the transaction costs of interaction between group 

members. As a response to perceived losses, a person develops an adaptive behavior strategy 

aimed at eliminating a frustrating problem situation, which implies choosing or forming 

behavior, agreeing with their role, and updating the necessary skills (Melnikov, 2014).  One of 

the strategies is to use rituals that reduce uncertainty. 

 

3. EFFECTIVENESS OF RITUALS - TRANSACTION COSTS 

The effectiveness of a ritual is determined by how much this ritual implements its functions 

(Rudenkov, 2015). Since we were able to consolidate the functions of the ritual into a reduction 

of transaction costs in the course the group members interaction, the effectiveness of the ritual 

can be determined by the ratio of the savings in transaction costs as a result of the ritual to the 

cost of implementing and maintaining the specified ritual. Rituals are effective, if by reducing 

transaction costs they create additional wealth, which is distributed among the group members 

in different ways. As an operational definition of transaction costs, we will use the following: 

transaction costs are the costs of establishing and protecting property rights and freedoms 

accepted in society (Tambovtsev, 1996). In the future, we will not distinguish freedoms from 

the totality of property rights, since the freedoms being a full-fledged element of wealth can be 

characterized as property in the economic interpretation. We suggest dividing the transaction 

costs into: (1) procedural transaction costs, (2) behavioral transaction costs. 

 

3.1. Procedural transaction costs 

Procedural transaction costs are the costs associated with the need to implement procedures 

provided by the institutional environment to establish and protect property rights, as well as 

losses resulting from violations of these procedures. When classifying procedural transaction 

costs, researchers, in most cases, start with the nature of the transactions through which the 

transfer of property rights is carried out. Three types of transactions correspond to three groups 

of transaction costs (Furubotn, 2005) (table. 1). 
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Table 1: Groups of procedural transaction costs depending on the type of transaction 
Type of transaction Group of transaction costs 

Transactions imply relationships 

that arise as a result of a voluntary 

agreement between equal parties 

under the law. 

Market transaction costs are the costs that arise when using a market 

mechanism, that is, when carrying out transactions. These in turn 

include: 

a) search costs and information costs, which are related to the search 

and transmission of information about sellers, buyers, prices, product 

quality before the negotiation process, with the implementation of 

communications by parties to the future exchange, as well as losses 

caused by incomplete and imperfect information found; 

b) costs of negotiating and making decisions, which are related to 

negotiating, concluding and processing contracts, as well as losses 

due to poorly concluded, poorly executed and unprotected 

agreements; 

c) costs of monitoring and ensuring the performance of contracts, 

which arise from the need to monitor compliance with delivery dates, 

to measure the quality and volume of delivered products and other 

terms of the contract, the need to protect the rights and to ensure the 

performance of the contract, as well as losses from the breach of 

contracts. 

Management transactions imply 

voluntarily accepted by the 

parties relationships of power and 

subordination between the legal 

levels of the hierarchy. 

Management transaction costs are the costs that arise when 

implementing relationships within hierarchical structures, that is, 

when implementing management transactions. These include: 

a) the cost of creating, maintaining, and changing organizational 

design, which are related to the costs of personnel management, 

information technology investments, anti-takeover protection, public 

relations, and lobbying; 

b) operating costs of the organization consisting of two parts: first, 

information costs, which include the cost of making decisions, 

monitoring the execution of orders, measuring employee 

performance, agency costs, etc.; second, the costs of goods and 

services physically crossing the borders of related industries, which 

relate to the cost of intra-company transportation, downtime, etc. 

Rationing transactions imply a 

binding relationship of power and 

subordination between parties of 

unequal legal status. 

Political transaction costs are the costs that arise during the operation 

and adjustment of the institutional framework of the state structure, 

that is, during the implementation of rationing transactions. These 

include: 

a) the costs of creating, maintaining and changing the formal and 

informal political organization of the system that are related to the 

costs of establishing the legal framework, administrative structure, 

military, educational, judicial systems, etc.; 

b) the costs of state structure operating, which are related to the costs 

of implementing the functions of the state: provision of legislation, 

justice, defense, transport, education, etc. 

 

3.2. Behavioral transaction costs 

Behavioral transaction costs are the costs and losses that arise during the socio-psychological 

adaptation to the actions of parties involved  in the relations of the property rights establishment 

and protection, to the conditions of the institutional environment in which these relations are 

carried out, as well as costs for the functioning of institutions and organizations designed to 

create conditions for personal adaptation. The key in this definition is the concept of socio-

psychological adaptation of an individual – the process of acquiring a certain status by the 

individual, mastering certain socio-psychological role functions (Naimushina, 2010). When 

classifying behavioral transaction costs we will proceed from the type of adaptation of an 

individual: internal or external (Ivanova, 2014) (table. 2). 
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Table 2: Groups of behavioral transaction costs depending on the type of adaptability 
Type of adaptability Group of transaction costs 

Internal adaptability is a complete 

adaptation of a personality in which 

there is a restructuring of functional 

systems of the personality. 

Intrapersonal (individual) costs are the costs and losses that arise during 

the psychological adaptation to the actions of parties involved in 

relations of the property rights establishment and protection and to the 

conditions of the institutional environment in which these relations are 

carried out. These include: 
a) costs associated with assuming a social role; 

b) costs of updating the skills required to match the social role; 

c) losses associated with the possible suffering, arising in the course of 

interactions with the external environment; 

d) the cost of protection against possible losses specified in the 

paragraph (b). 

External adaptation is the adaptation 

of an individual to the environment 

in which there is no significant 

alteration of the functional structures 

and systems of the individual. 

Interpersonal costs are the costs and losses arising in the course of 

social adaptation to the actions of parties involved  in the relations of 

the property rights establishment and protection, to the conditions of the 

institutional environment in which these relations are carried out, as 

well as costs for the functioning of institutions and organizations 

designed to create conditions for personal adaptation. These include: 

(I) Costs of individual adaptation: 
a) the costs of conformity are losses associated with compliance with 

restrictions, reducing the flexibility of the system of public relations, 

the loss by society of the basis for the adaption to changing conditions; 

b) the costs of innovative adaptation are the costs of protection from 

opportunistic behaviour and losses from opportunistic behaviour, losses 

from the reducing level of trust, losses resulting from unreasonable 

risks, losses from deformation of the motivation system, etc.; 

c) the costs of ritualism are the costs of taking precautionary measures, 

protecting against risks associated with competition, opportunistic 

behaviour, etc., losses from compliance with restrictions, reducing 

business activity, and other initiatives; 
d) the costs of retreatism are the losses from reducing the flexibility of 

the system of public relations, opportunistic behaviour, reducing the 

level of trust, deforming the system of motivation, reducing business 

activity, the cost of protection from opportunistic behaviour, the 

maintenance of unproductive population and the fight against this form 

of social adaptation; 

e) the costs of rebellion are the costs of formulating and consolidating 

ideas about the existing and alternative social reality, changing the old 

ones, forming and maintaining new social orders. 

(II) The costs of operating institutions and organizations designed to 

create conditions for individual adaptation that balance the 
sustainability and development of the institutional environment: 

a) the costs of formulating ideas about social reality; 

b) costs of developing and maintaining public practices. 

 

One of the manifestations of internal adaptability is the formation of intrapersonal behavioral 

transaction costs – costs and losses that arise during the psychological adaptation to the actions 

of parties involved in relations of the property rights establishment and protection and to the 

conditions of the institutional environment in which these relations are carried out. 

Intrapersonal behavioral transaction costs can be interpreted as the cost of an individual's 

restructuring (accepting a social role, updating the required skills) in accordance with the 

requirements of the external environment, as well as losses associated with suffering arising 

during interactions with the external environment. It is proposed to distinguish the following 

groups of interpersonal behavioural costs: the costs associated with the acceptance of a social 

role; the costs of updating the skills required to match this social role; the losses associated with 

possible suffering that occurs during interactions with the external environment; the costs of 
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preventing these losses. External adaptation is associated with the formation of interpersonal 

behavioural transaction costs – costs and losses that arise during the social adaptation to the 

actions of parties involved  in the relations of the property rights establishment and protection, 

to the conditions of the institutional environment in which these relations are carried out, as 

well as costs for the functioning of institutions and organizations designed to create conditions 

for personal adaptation. When classifying this type of transaction costs, we will start with the 

typology of forms of individual adaptation by R. Merton (Merton, 2006). Merton identified five 

forms of individual adaptation: conformity, innovation, ritualism, retreatism, and rebellion. 

Conformity is a form of individual adjustment in which an individual changes their behavior or 

opinion under the influence of society. Transaction costs associated with this form of individual 

adaptation are expressed primarily in losses caused by the reduced flexibility in the system of public 

relations; in losses associated with tight restrictions on alternative ways of behaviour. The 

predominance of this form of adaptation guarantees temporary social stability, but it is a barrier to 

innovation and leads to the loss by society the basis for the adaption to changing conditions. 

Innovation is a form of individual adaptation in which an individual uses institutionally prohibited but 

effective means to achieve their cultural goals. As a result, the use of this form of adaptation increases 

transaction costs associated with opportunistic behaviour. As a result of abuse of trust, its level 

decreases, which leads to losses associated with the difficulty of cooperation and the need to spend 

additional efforts to protect against opportunistic behaviour. Willingness to take risks is associated 

with losses that occur when this risk is not economically justified. As people's individual 

achievements are no longer linked to their strengths and efforts, individuals tend to lean on network 

connections (netopism), and there is a ground for the development of superstitions, belief in chance, 

luck, which undermines the motivation to make efforts aimed to achieve success by institutionalized 

means (Bakke, 1934). Ritualism is a form of individual adjustment in which an individual rejects 

or reduces the value of cultural goals to the level at which these goals can be met, while 

continuing to persistently observe institutional norms. This form of adaptation is characterized 

by a high level of distrust, since external threats are felt acutely, and there is a need of protection 

against all sorts of risks, including the risk of opportunistic behaviour. The level of 

entrepreneurial activity and other initiatives decreases because people prefer to perform routine, 

relatively safe actions, the level of risk falls below the optimum level, and the cost of taking 

precautionary measures increases above the optimum level. Retreatism is a form of individual 

adjustment in which the individual rejects both the cultural goals of society and the acceptable 

institutional means of achieving them. This form of individual adaptation is associated with the 

main groups of transaction costs described earlier. As in the case of conformity, there is no 

desire for innovative activity, which means that there are losses from reduced flexibility in the 

system of public relations. The individual does not recognize the cultural values of society, does 

not strive for success, therefore, similar to ritualism, the level of entrepreneurial initiatives 

decreases, the level of trust decreases, there are difficulties with cooperation, which also leads 

the growth of transaction costs. The individual ignores institutional practices, hence, as in the 

case of innovation, the transaction costs of opportunistic behaviour increase. Moreover, the 

retreating individual becomes an unproductive ballast for society, and society spends resources 

on the prosecution of individuals who have chosen this form of adaptation. Rebellion is a form 

of individual adjustment in which the individual not only rejects the cultural goals of society 

and the prescribed institutional means of achieving them, but also proposes an alternative to 

them. The use of this form of individual adaptation is associated with the costs of demonstrating 

the source of large-scale frustrations in the social structure, the costs of finding alternatives to 

the existing social structure that meets public expectations, the costs of forming and 

consolidating ideas about the existing and alternative social reality, the costs of changing the 

old, formulating and maintaining new social orders. It should not be forgotten that in order to 

maintain any existing social order, it is necessary to bear the transaction costs associated with 
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the functioning of institutions and organizations designed to create conditions for the 

implementation of preferable forms of the individual's adaptation, providing the required 

balance between the stability and development of the institutional environment. The existence 

of a political system that provides the desired level of conformity requires expenses related both 

to  formulation of desired ideas about social reality, and to building and maintaining certain 

social orders. The costs incurred by the individual, and associated with compliance with 

institutional norms must be compensated by certain socialized rewards. The distribution of 

social statuses within the established order should be organized in such a way as to create 

incentives for maintaining status obligations. The above-mentioned factors are related to 

transaction costs, the alternative of which is the manifestation of aberrant behavior, erosion of 

institutional norms, and anomie (Marshall, 2002). 

 

4. CONCLUSION 

Rituals are characterized by a certain degree of pragmatism: utilitarian or symbolic. 

Sociologists distinguish four main functions of rituals: the socialization function of individuals, 

integrating function, reproducing function, and psychotherapeutic function. Within the 

framework of economic logic, these functions can be consolidated into the function of reducing 

transaction costs in the process of group members' interaction. Rituals are effective, if by 

reducing transaction costs they create additional wealth, which is distributed among the group 

members in different ways. If we were able to consolidate the functions of the ritual into a 

reduction of transaction costs in the course the group members interaction, the effectiveness of 

the ritual can be determined by the ratio of the savings in transaction costs as a result of the 

ritual to the cost of implementing and maintaining the specified ritual. Transaction costs are the 

costs of establishing and protecting property rights and freedoms accepted in the society. The 

structure of transaction costs includes procedural transaction costs and behavioural transaction 

costs. Procedural transaction costs are the costs associated with the need to implement 

procedures provided by the institutional environment to establish and protect property rights, 

as well as losses resulting from violations of these procedures. Behavioural transaction costs 

are the costs and losses that arise during the socio-psychological adaptation to the actions of 

parties involved in the relations of the property rights establishment and protection, to the 

conditions of the institutional environment in which these relations are carried out, as well as 

costs for the functioning of institutions and organizations designed to create conditions for 

personal adaptation. 
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ABSTRACT 

The priority goals and objectives at the regional level under the frame of the National Projects 

for strategic development of the Russian Federation till 2024 are analyzed. Project milestones 

in performance assessment of top officials as well as regional authorities of the Russian 

Federation in the course of executing the National Projects are reviewed, particularly, through 

a focus on development of industrial parks with use of regional resources and the existing 

institutional tools for their establishment and operation. The study findings will be valuable for 

senior officials as well as specialists in public administration over regional economies. 

Keywords: industrial parks, industrial policy, institutional tools, national projects, 

performance indicators, points of economic growth, strategic development 

 

1. INTRODUCTION 

No.204 Order of the President of the Russian Federation signed in May 2018 outlined the main 

strategic goals of development of Russia till 2024 and specified the directions for achieving the 

set goals in the form of the 12 National Projects that should be shaped by the RF Government 

in collaboration with the regional authorities. The focal areas of further development of the 

Russian Federation include demographics and healthcare, education and culture, science and 

digital economy, improvements in the environment and urban milieu, construction of residential 

housing and motor roads, boosting labour productivity, supporting employment and small and 

medium business, international cooperation and export, etc. [2]. The current of events has 

shown, though, that the authorities at all levels are not ready to address the tasks set by the 

President both in terms of their direct involvement in devising the National Projects within the 

deadlines and organizational and administrative support for the Projects. On a date, which is of 

special symbolic significance for Russia – the 9 May, the State Council held a designated 

meeting in 2019 where the RF President summed up the intermediary progress in fulfilling the 

National Projects and highlighted the absence of crucial achievements in the past year with a 

visible positive effect upon the domestic economy and the quality of live of the population [5]. 

Absence of visible results, in this case, can be interpreted as evidence of systemic problems in 

management over social-and economic development on the national and regional scales. 

Systemic integrated efforts of the authorities at all levels towards fulfilling the National Projects 

are currently being mainstreamed, putting a special emphasis upon the role of the regional 

authorities and personal responsibility of the regional leaders. In this context, the main areas of 

efforts must be identified at the regional level of power that would enable comprehensive 

solving of social-and economic development goals for regions under the frame of the National 

Projects, based on which an objective, nonpartisan performance assessment of the work of the 

regional leaders will be possible. 
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2. GOAL-SETTING BY THE REGIONAL AUTHORITIES TO FULFILL THE 

NATIONAL PROJECTS FOR STRATEGIC DEVELOPMENT OF RUSSIA TILL 2024 

Expectations to Heads of the regions are strengthened upon No.193 Order of the Russian 

President of 25.04.2019 on performance assessment of the Heads of the subjects of the Russian 

Federation [3]. This act abolished No. 548 Order of the President of Russia that had set 24 target 

values, only indirectly reflecting the objectives of the National Projects. Instead, the new No. 

193 Order specifies 15 targets for personal assessment of the work of the regional Heads: the 

level of confidence in the authorities; the number of high-performance jobs in the private sector; 

the number of small and medium businesses and individual entrepreneurs; labour productivity 

in the non-resource-based sector; the level of salaries and wages; the scope of investments in 

fixed capital (except federal projects); the poverty level; life expectancy at birth; natural 

population growth; the number of families whose housing conditions improved; housing 

affordability and access; the share of towns with favourable milieu; the quality of the 

environment; the level of education; the share of regional highways that meet the established 

standards. Even a rather sketchy comparative analysis of the main 12 directions of the National 

Projects and the above-listed 15 estimated targets leads to a conclusion that 12 targets clearly 

match the National Projects and the remaining three are integrated assessment values as 

demonstrated in Table 1, compiled on the basis of the data taken from the official web-site of 

the President of Russia [5]. 
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National Projects for strategic development of Russia till 2024 in 

accord with No.204 Order of the President of the Russian 

Federation of 07.05.2018 

Target values to assess performance of the 

Heads of the subjects of the Russian Federation 

according to No.193 Order of the President of 

the Russian Federation of 25.04.2019 (target 

numbering is given as in the Order) 
Official logos of the 

National Projects 

Target areas of the National Projects 

(the Project sequences is given as in the 

Order) 

1 2 3 

 

 Demography 

 

9. Natural population growth. 

 

 

Healthcare 
 

8. Life expectancy at birth. 

 

Education 

 

14. Level of education. 

  

 

Housing and urban environment  

10. Number of families whose housing 
conditions improved. 

11. Housing affordability and access. 

12. Share of towns with favourable milieu. 

 

Ecology 

 

13. The quality of the environment. 

 

Safe and high-quality motor roads  

15. The share of regional highways and 

highways in urban agglomerations that meet the 

established standards in view of traffic 

congestion. 

 

Labour productivity and employment 

support  

2. Number of high-performance jobs in the 

private sector of the economy. 
4. Labour productivity in the main non-

resource-based sectors of the economy. 

5. Level of actual salaries and wages. 

 7. Poverty level. 

 

 Science 

 

A synergy factor of regional economic 

development  

 

Digital economy 

 

A synergy factor of regional economic 

development 

 

 Culture 

 

A synergy factor of regional economic 

development 

 

Small and medium business and 

support of individual business initiative  

3. The number of the employed in small and 

medium businesses, including individual 

entrepreneurs. 

 

 

International cooperation and export  

6. Scope of investments in fixed capital except 

investments of infrastructure monopolies 
(federal projects) and federal funding. 

  

 The level and trends in social and-

economic development of a region in 

the course of executing the National 

Projects  

1. The level of confidence in the authorities (the 

President of the Russian Federation, senior 

officials (Heads of supreme executive bodies) 

of the subjects of the Russian Federation). 

Table 1: Consistency of the targets set in the National Projects and performance targets for 

the regional authorities 
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Commenting on No. 193 Order, some experts try to shift the discussions from the economic to 

the social realm, interpreting the Order as an attempt to shuffle off the responsibility for 

executing the National Projects from senior federal officials to Heads of the regions [9]. This 

destructive position has no objective grounds. In the past two years indeed there have been 

intensive replacements in the pool of Governors when 48 out of 85 Heads of the regions 

assumed office in 2018 – 2019. No less significant staff changes have been taking place in the 

federal government bodies, culminating in the resignation of the Cabinet on 15 January 2020. 

The Government Cabinet was approved by the President on 21 January and soon the new Prime-

Minister Mikhail Mishustin confirmed, as also did most Governors acceding to the office, that 

the main objective of the Cabinet is to fulfill the National Projects, undertaking personal 

responsibility by the Cabinet ministers for the outcome. Thus, an executive chain of command 

is being actively shaped across Russia on the basis of personal responsibility for achieving the 

national targets and addressing the strategic tasks for developing the Russian Federation till 

2024, as specified in No.204 Order of the President of the Russian Federation of 07.05.2018. 

No. 193 Order certainly formalizes personal responsibility of the regional leaders for achieving 

particular target values of the National Projects and consolidates their efforts in consistence 

with the federal authorities. It is an obvious positive result of an institutional impact upon the 

system of public administration with the purposes of carrying out a unified social-and-economic 

policy across the entire territory of the Russian Federation. The Order effectively lists the 

priority values to be achieved at the regional level under the frame of fulfilling the National 

Projects, and at the same time the responsibility zones between the federal and regional 

authorities are delineated. Social-and-economic development of Russia till 2024 is undoubtedly 

a continuation of 2012 - 2020 National Development Strategy based on 11 so-called “May” 

Orders of the President of the Russian Federation issued in 2012. Still, this is a new, ascending 

stage of evolution in the development strategy of Russia in general and each region in particular. 

It can be demonstrated through a comparison of the goals and objectives of the National Projects 

and the 2012 May Orders as summarized in Table 2. 
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Goals and objectives of the National Projects for 

strategic development of Russia till 2024 according to 
No.204 Order of the President of the Russian Federation 

of 07.05.2018. 

Goals and objectives of long-term state economic policy 

in accord with Nos. 596, 597, 598, 599, 600, 601, 602, 
603, 604, 605, 606 Orders of the President of Russia 

given on 7 May 2012 

 1  2 

Increasing life expectancy to 78 years by 2024 and to 80 

years by 2030 Achieving life expectancy to 74 years by 2018  

Birth rate increase to 1.7 Increasing birth rate to 1.753 

Raising the share of the population who pursue a 
healthy lifestyle, and increasing the share of the 

population going in for sport to 55%  Popularizing the culture of healthy eating and sport  

Decreasing mortality of the working-age population to 
350 cases per 100,000 people. Reducing mortality 

caused by tariff accidents by 3.5 times, to four per 
100,000 people 

Reducing mortality caused by tariff accidents to 10.6 

cases per 100,000 people (11.2 in March 2018) and 
mortality from tuberculosis to 11.8 cases. 

Decreasing mortality from cardio-vascular diseases to 

450 cases per 100,000 people and mortality from 
tumors, particularly, malignant tumors, to 185 cases 

Decreasing mortality from cardio-vascular diseases to 
649.4 cases per 100,000 people (the figure achieved in 

March 2018 was 615.4) and from tumors to 192.8 cases 
(used to be 203.3 cases in March 2018) 

Increasing the scope of export of medical services by at 
least four times in comparison with 2017 to 1 billion 

dollars per year 

Increasing Russian-made medicinal drugs from the list 

of vital and essential drugs to 90% 

Reducing infant mortality to 4.5 cases per 1000 births  

Reducing infant mortality to 7.5 cases per 1000 births 
(in 2017 infant mortality was 7.3 cases per 100,000 

people) 

Russia becoming one of the five largest world 

economies by 2024 and achieving the economic growth 
rate higher than the world rate while keeping the 

inflation no higher than 4% 

Improving the position of Russia in Doing Business 
ranking to the 20th place in 2018 (in 2017 Russia was on 

the 35th place) 

Increasing the share of non-resource-based export to 

20% GDP and the total volume of non-resource-based 
export - to $ 250 billion per year   

Increasing labour productivity by at least 5% per year Improving labour productivity by 1.5 times by 2018  

Increasing spending for development of digital 
economy by at least three times compared to 2017   

Increasing the pool of entrepreneurs to 25 million 
people Creating 25 million high-productivity jobs by 2020  

 

Increasing the scope of investments to 27% GDP in 
2018 (currently around 17% according to various 

estimates)  

Securing an increase of the actual earnings of the 

population; as well as retirement income above the 
inflation level  

Increasing the actual salaries and wages by 1.4-1.5 

times. Increasing the salaries of teachers and healthcare 
workers 

Halving the poverty level   

Improving the housing conditions for 5 million families 
per year  

Providing affordable housing to 60% of families 
wishing to improve their housing conditions  

Decreasing mortgage rates below 8% 

Decreasing the average mortgage rate to a level not 
exceeding the inflation level by over 2.2 p.p. Increasing 

the share of mortgage loans. Reducing the costs of 1 m² 
in residential housing construction by 20% due to 

commissioning more economy-class residential housing  

Increasing residential housing construction at least to 

120 million m² a year 

 

Table 2: Continuity of the goals and objectives of the National Projects under No.204 Order 

of the President of Russia of 07.05.2018 and a long-term state economic policy in accord with 

the Orders of the President of Russia of 07.05. 2012. 
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Another important aspect of successful execution of the National Projects is their inseparable 

connection with fulfilling the National Plan for Developing Competition in Russia. 2018 – 2020 

National Plan was approved by № 618 Order of the President of the Russian Federation of 

21.12.2017 [12]; its ultimate objective is to increase consumer satisfaction, economic efficiency 

and competitiveness, facilitate sustainable growth and development of mixed economy. 

According to the standpoint taken by President of Russia Vladimir Putin, violating the 

antimonopoly law is a gross offence comparable to treason. Restricting competition incurs 

colossal damages to the economy and without solving the problems in this sphere Russia will 

not be able to move forward [13]. The National Plan and the National Projects have common 

goals on economic development and sustainable growth and cannot be efficiently fulfilled 

separately from each other so intergration of the Plan and the Projects is the paramount priority. 

The synergy of the two strategic documents will enable to reach the goals in the field of 

increasing economic growth, improving the quality of life and well-being of the population. 

Otherwise, possible adverse resulst will include continued futile spending of budgetary funds 

and increasing the scope of state assets in the economy. Integration means, first of all, that 

measures specified in a national project fall under strict control of a body responsible for the 

National Competition Development Plan – the Federal Antimonopoly Service (FAS Russia). 

From the regional prospective, it translated in robust FAS efforts to start the ball rolling at the 

regional level. FAS has entered into Agreements on Cooperation in the field of competition 

with all subjects of the Russian Federation; FAS senior officers at the level of Deputy Head of 

FAS visited all regions twice in 1.5 years to draw and approve regional competition 

development programmes. Under the frame of the Agreements on Cooperation with regions, 

FAS, with involvement of its regional Offices, has drafted the Guidelines on Road Maps that 

contain an approximate list of measures, which can be expanded by regions. FAS further 

provides support in drafting Road Maps on competition development and approves them. So 

far, FAS has received 82 Road Maps for approval, most of which are already considered and 

more than one third of the Road Maps are approved. At the same time, doing this work, FAS 

summarizes the best practices that will be recommended for use to all regions of Russia. Each 

region has selected 33 markets from the list compiled by FAS as the prime targets for 

developing competition in a particular region, with a possibility to add some other markets 

depending on a regional specifics and determine the indicators to measure the success rate of 

competition development in a segment. Action Plans must be drafted for each selected segment. 

So far, Russian regions have been actively involved in this work – 100% regions have approved 

the key competition development targets and made amendments to the regulations on regional 

executive bodies, in terms of antimonopoly comapliance. Road Maps for developing 

competition across regions are being mainstreamed. Regional Action Plans aimed at fulfilling 

the National Projects must be submitted to FAS for further analysis. It is helpful in exposing 

shortcomings in public procedures and elements of cartels associated with the National Projects. 

For example, preliminary results of analyzing regional Action Plans aimed at fulfilling the 

National Projects show in some cases avoidance of competitive procedures in procurement, 

violations in granting subsidies and concluding prohibited agreements. The general targets of 

the National Plan includes halving antimonopoly violations by the authorities (which account 

for nearly 50% of all antimonopoly violations committed in the Russian Federation), particular 

regional executive bodies, by 2020; doubling the share of procurement by small and medium 

companies in regions by 2020; and curtailing presence of state and municipal unitary enterprises 

on competitive markets. The interim achievements at a new stage of the pro-competitive policy 

in Russia (2018) are quite consistent: antimonopoly violations by the authorities decreased by 

14%, the share of small and medium business in public procurement reached 29.7% (the target 

set for 2020 is 31%), and the share of procurement by particular types of legal entities from 

small and medium business is 12.1% (the target to be achieved by 2020 is 18%).  
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At the same time, 6 867 unitary enterprises were registered in Russia as of 1 January 2019, 

which is 49% more in comparison with 1 January 2013. More than one third (38%) of such 

enterprises operate in sectors with developed competition such as real estate, lease, commerce. 

Overall, operations of unitary enterprises on competitive markets are not transparent which can 

lead to abusing and unreasonable monopolization, having, therefore, a strong adverse effect on 

competition. The relevant law banning unitary entprises on competitive amrkets is finally 

passed in the third reading by the parliament (December 2019) and a transitional period is set 

until 2025. Antimonopoly compliance is another important tool for efficient deterrence of 

adverse trends, particularly, at the level of municipalities. It implies adopting an in-house 

system of conformity to fair competition rules by regional market players and regional 

authorities to avoid high economic and reputational risks associated with breaching 

antimonopoly regulations. Since even the tightest policy of regulators cannot fully elimitate 

violations of the law, and it inevitably raises the regulators’ costs upon the society, it is essential 

that participants of economic operations independently suppress and rpevent violations, using 

tools of inner control. So far, all executive bodies have adopted antimonopoly compliance 

systems and are currently refining them and learning how to employ them efficiently. Due to 

interim achievements of the targets set in the first National Plan, FAS, together with “OPORA 

Russia”, a national NGO of small business and entrepreneurs, FAS is drafting a new, 2021-

2025 National Competition Development Plan (the deadline is 1 April 2020). The main focus 

of the new Plan will be to create conditions for increasing the number of small and medium 

companies, and people employed in this sector of the economy, guarantee a possibility for small 

and medium business to operate on competitive markets. Summing up, fulfillment of the 

National Projects at the regional level requires an in-depth, critical analysis of the entire efforts 

undertaken in the previous development period and continuation of successful projects in each 

particular region. Success can be reached only through rational use of not only targeted federal 

resources but also the resources available in the regions. It means, first of all, independent 

search of available resources at the regional level to meet the target values.  

 

3. THE KEY TASKS AND TOOLS OF A REGIONAL POLICY OF ECONOMIC 

GROWTH 

The policy of development is a leading function of the regional authorities and comprises 

research-and-engineering, educational, industrial, investment and foreign trade elements. 

Currently, the policy of development is formulated as a totality of interrelated National Projects 

of strategic development of Russia till 2024. Under the existing conditions, reaching a trajectory 

of a sustainable growth of the regional economy and the level of life of the population is possible 

only on the basis of concentrating the available resources in the breakthrough directions of the 

policy of development. All 85 regions of the Russian Federation have different resource bases; 

however, each of them possesses its own unique set of capabilities typical for Russia in general. 

According to Sergey Glaziev, a member of the Russian Academy of Sciences, it concerns, first 

of all: 

• High level of education of the population and spiritual traditions, steering the local 

population towards productive and creative work, social justice and partnership, personal 

self-fulfillment in the interests of the society; 

• Developed research-and-engineering potential, presence of mature engineering-and-

manufacturing structures in some sectors under the modern and contemporary technological 

paradigms; 

• Large-scale, free production capacities in the manufacturing sector enabling to promptly 

increase fabrication of products with high-added value; 

• Rich natural resources covering the most part of internal needs in raw materials and energy 

carriers. 
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At the same time, an essential administrative target is the ability of the Heads of regions to 

employ the options and institutional tools enabling to find comprehensive solutions in regional 

development. Nearly all target values for personal assessment of performance of regional 

leaders depend directly or indirectly on the outcome of the regional industrial policy under the 

frame of No.488-FZ Federal Law “On industrial policy in the Russian Federation”, which sets 

the goals, particularly, to provide employment and enhance the level of life of the population 

[1]. The Law spells out all parameters of the industrial policy and such forms of regional 

development of the manufacturing sector as industrial parks and industrial clusters. These forms 

of production organization have become the mainstream in the world practice and proved to be 

efficient. Industrial parks originated in the UK at the end of the XIX c. The lands owned by the 

state or farmers were classified under the commercial grade due to development of industrial 

production and typically were subsequently added to the confines of towns. From the beginning 

of the XX c., industrial zones / estates were equipped with appropriate communications 

infrastructures, and private developers have been in charge of their further upgrowth. Later, the 

UK experience was extrapolated to the US, Canada and Western Europe. Nowadays, there are 

more than 20,000 industrial parks in 90 countries all over the world. According to a generally 

accepted international classification, there are two types of industrial parks depending on 

characteristics of a particular site: “greenfield” and “brownfield”. The same principle is 

formalized in the Russian National Standard GOST R 56301 – 2014 “Industrial Parks. 

Requirements”, which clearly formulates that “greenfield” industrial parks are established on 

previously underdeveloped real estates, typically, without any utilities and transport 

infrastructure at the time of commissioning a project, while brownfield industrial parks are built 

on the basis of earlier existing enterprises or production facilities, and equipped with utilities 

and transport infrastructure, that usually were and / or are under reconstruction and (or) capital 

repair. Institutional factors, robustly burgeoning since 2012, shape a framework of government 

guarantees to support establishing and functioning of industrial parks. For instance, the 

“Industrial Park Standard” came into effect in 2012. No. 488-FZ Federal Law “On industrial 

policy in the Russian Federation and GOST “Industrial Parks. Requirements” National 

Standard were adopted in 2014. No.794 Decree of the Government of the Russian Federation 

of 04.08.2015 highlights that the purpose of establishing industrial parks (estates) is to organize 

the necessary conditions on their territory for production of industrial products by residents of 

industrial parts. According to a Decree issued by the Russian Government, from 1 January 2016 

the Ministry of Industry and Trade of the Russian Federation is in charge for ascertaining 

conformance of industrial parks and their managing companies to the statutory requirements, 

keeping the Register of industrial parks (estates), entering them into the Register, and drafting 

proposals annually on the state support in the form of compensating the costs incurred by 

regions to establish such parks. The Ministry of Industry and Trade of the Russian Federation 

keeps an official Register of industrial parks by regions; as of January 2020 it contained 46 

industrial parks (estates) in 19 regions of Russia [7]. Government subsidies have been allocated 

to the subjects of the Russian Federation since 2016 to compensate the costs of establishing 

industrial park infrastructure in accord with No. 1119 Decree, with the following breakdown: 

4348.33 million RUB in 2916; 3075.85 33 million RUB in 2017; 2609.53 33 million RUB in 

2018; and the estimated figure for 2019 is 1165.54 33 million RUB [6]. The full picture of 

establishment, development and performance of industrial parks (estates) in Russia in general 

and its particular regions can be derived from data reported by the Ministry of Industry and 

Trade of the Russian Federation, the Association of Industrial Parks of Russia and the subjects 

of the Russian Federation. The Association of Industrial Parks of Russia (AIP of Russia) is a 

national sectoral NGO, integrating industrial parks (estates) since 2010. In 2015 AIP of Russia 

were authorized to issue certifications to industrial parks on conformity to the running 

standards.  
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The certification is a mandatory condition for including industrial parks (estates) in the Register 

of the Russian Ministry of Industry and Trade. At the beginning of 2020, AIP of Russia 

comprised 150 legal entities, including100 industrial parks, from 48 subjects of the Russian 

Federation, of which 34 are certified, and they form a pool of park-candidates for including in 

the Register [8]. The Federal Law on industrial policy directs that industrial parks (estates) and 

industrial clusters are a form of spatial organization of industry recognized by the state and their 

presence in the territory of a particular region is a factor of an efficient industrial policy of the 

region. Currently, 80 subjects of the Russian Federation have announced 875 industrial parks 

that, apart from the 46 parks entered in the State Register and 48 certified parks, include 781 

facilities that regions intend to develop, and that are currently are at the state of design or 

construction [10]. Obviously, these 781 facilities that at the moment do not function as 

industrial parks can be considered in the capacity of a quantitatively-significant potential base 

for establishing operating industrial parks across regions. Thus, it is a project, valuable for all 

regions, on pursuing an efficient industrial policy with use of an operational institutional tool 

based on No.488-FZ Federal Law “On industrial policy in the Russian Federation”, which 

complies to the goals and objectives of the National Projects for strategic development of Russia 

till 2024. It is exactly on the territories of industrial parks with completed modern production 

and transport infrastructure, where attractive conditions will be created for investors ready to 

develop operations in the form of industrial enterprises (park residents), particularly, small and 

medium business, which, in its turn, will increase the overall investment attractiveness of a 

territory [11]. As a result, new modern high-productivity workstations can be created, 

generating decent salaries for workers, and subsequently leading to improved housing 

conditions and providing high-quality education to the younger generation. Thereby, a chain of 

positive social-and-economic effects is built up that ultimately decreases the poverty level, 

improves the quality of life of the population and raises the level of confidence in the power-

holders. 

  

4. CONCLUSIONS  

1) Currently, a double pattern of setting the goals for fulfillment of the National Projects by 

regional authorities is formed. First, there are directive goals for achieving the regional 

targets of the National Projects. Second, 15 indicators are determined in the regulatory 

framework to evaluate performance of supreme officials of the subjects of the Russian 

Federation and regional executive bodies, that are directly linked to successful execution in 

the regions of the National Projects for strategic development of the Russian Federation till 

2024.  

2) To fulfill the regional elements of the National Projects and achieve the target values of 

evaluating performance of the senior regional officials and regional executive bodies, the 

working agenda of regional authorities should include development of a regional economic 

growth policy as a top priority. The key objective, tasks and tools for creating points of 

growth should be identified exactly within this policy to enable comprehensive solutions 

for regional development.  

3) Based on the positive established practice, such points of regional economic growth can 

become industrial parks established as part of an efficient industrial policy under No.488-

FZ Federal Law “On industrial policy in the Russian Federation”. It ensures achieving the 

set of target values for evaluating performance of senior officials and regional authorities, 

and answers the purposes of the National Projects for strategic development of the Russian 

Federation till 2024. 
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ABSTRACT 

Nowadays, the trend of online trade or selling and purchasing things through the Internet keeps 

increasing all over the world, including Latvia.  This means that buyers tend to prefer online 

shops instead of real stores. It is possible that relatively soon the online trade will replace other 

types of retail sales. Although it seems more convenient for both buyers and sellers, there is a 

bunch of negative aspects to consider. Online trade is the way of sales of goods or services on 

Internet sites instead of physical trading points like shops, markets, kiosks etc. The customers 

of Internet shops see the offer on a website, place their orders and the purchased goods are 

delivered by post or delivery service. Sometimes, on rare occasions, the seller takes care of the 

delivery itself. The aim of the research is to explore the behaviour models of the buyers 

purchasing goods online basing on theories related to online trade, detect the different and 

elaborate the conclusions. The tasks to complete are following: analyse theoretical aspects of 

online trade and its models and make the conclusions.  

Keywords: e commerce, online shops, online trade 

 

1. INTRODUCTION   

Information and communication technologies overcome borders, distance and time. 

Technologies are the main driving force of globalization. Nowadays, the widest accessibility of 

international electronic commerce as well as the promotion of electronic trade is among top 

economic priorities of many countries (Barnes, Vidgen, 2002). One of the most important parts 

of electronic commerce is shopping online. Online trade keeps spreading all over the world. 

The wide range of goods and services makes online trade an important instrument for 

individuals, companies, institutions of different sectors and state authorities. The partnerships 

become more efficient through using information and communication technologies. The 

efficiency of cooperation relates to the decreasing costs of the trading deals. (Cristobal, Flavian, 

Guinaliu, 2007).  Namely, deals online reduce the costs related to the finding and processing 

the information, discussions and signature of contracts, therefore the sales procedure is fast and 

simple, increasing the possibilities to attract investments and to improve the geographic 

accessibility. According to author, the development of electronic commerce in today’s world 

closely relates to the economic development. Largely, the electronic commerce bases on growth 

of IT use and increase of trade deals in the world. The electronic commerce and, particularly, 

the online trade, has become reality due to the innovations and human achievements in 

information and communication technologies. In online trade, Internet accessibility is one of 

the core values. Electronic commerce opens new opportunities for the development of the 

company, offering goods or services 24/7, ensuring the uninterrupted advertising of the 

company or even becoming a part of the global market. In order to ensure successful sales of 

goods or services as well as to make profit, the customers and end users of the purchased goods 

and services must be in focus. From the company’s perspective, it is very important to find out 

the reasons motivating the buyers to purchase particular goods or services online as well as the 

steps and order of their activities taken during the purchase procedure (Marimon, Vidgen, 

Barnes, Cristobal, 2010). Besides, it is important to find out the external impacts to the buyer’s 

actions taken during the purchase procedure.  
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More and more often, the customers choose to purchase different products and services on 

online. Constantly increasing range of goods and services is one of the reasons to prefer 

shopping online. All these circumstances intensify the competition between the companies 

working in e-commerce field. Therefore, a detailed study of activities of current and potential 

customers reduces the risks of inappropriate offers by the merchants. The aim of the research 

is to explore the behaviour models of the buyers purchasing goods online basing on theories 

related to online trade, detect the different and elaborate the conclusions. The tasks to complete 

are following: analyse theoretical aspects of online trade and its models and make the 

conclusions. Nowadays, the proportion of online trade and Internet shopping keeps increasing 

both in Latvia and all over the world. It means that the buyers tend to prefer online shops instead 

of real retail stores. Possibly, relatively soon the online trade will replace the rest of retail sales 

as more appropriate and beneficial method both for buyers and sellers. However, there are also 

many negative aspects of the issue. 

 

2. THE IMPORTANCE OF ONLINE TRADE AND ITS MODELS 

According to D. Chaffey, the online trade is a type of trade, where the goods and services are 

sold on the Internet instead of real retailers, such as stores, markets, kiosks and other. It means 

that the customers of online shops browse the offer on the website, place their orders and the 

delivery of the products is organized by mail or a delivery service company. On rare occasions, 

the seller delivers the goods itself (Chaffey, 2016). According to R.T. Watson, P. Berthon, F.L. 

Pitt and G.M. Zinkhan, online trade has conquered the hearts of the buyers by making their 

lives easier. They do not have to spend time to go to the retail shops. Besides, the prices of the 

goods and services on Internet tend to be lower than the prices of the same products sold in high 

street shops. In case of online trade, the seller needs just a warehouse to store the goods and the 

office for management purposes, sparing the costs related to the management and maintenance 

of the stores. The difference in costs allows offering the same products for better price in 

comparison to retailers (Watson, Berthon, Pitt, Zinkhan, 2008). Feng Li points out that online 

trade, however, has many disadvantages discouraging many buyers to choose this kind of 

shopping.  There are a lot of fraud on Internet and a huge number of methods to deceive the 

buyers using online shops. The most popular is a simple swindling of money by ordering 

prepayment of goods and failing to deliver the order afterwards (Feng, 2015). In is essential to 

check, whether the online shop delivering the goods is secure and free from fraud. Online trade 

also includes the possibility that something can be mixed up and the buyer will not receive the 

ordered product. It is not possible to see and try the product in reality, which is an important 

disadvantage when purchasing clothing. Despite the basic price online often is lower, 

sometimes the delivery costs covered by the buyer reaches the prices of the retailer. Besides, 

sometimes the delivery costs are not clearly stated, thus leading to the disappointment of the 

customers (Suppliers of trade, 2018). It is hard to conclude whether the online trade is better or 

worse in comparison to traditional retail sales, but it is clear that it will keep attracting the 

customers. Lately, in the largest part of the world the online trade dominates over the regular 

retail sales. It keeps developing due to many innovations that also allow dealing with 

deficiencies step by step. The most significant features that make online shopping attractive are 

comfort, speed and low prices etc. However, the shopping as process in a traditional way, 

including the ambience and the possibility to try the product are also important for many 

consumers. According to author, an online shop is one of the most popular solutions of 

electronic commerce. The online shop is a virtual place, where the seller offers the products 

and services via new electronic technologies, but the customer uses the technologies to find out 

the information on offer and places the order to be delivered.  
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To classify the online shops D. Chaffey offers the following features:  

1. Users, technical solutions and options; 

2. Volume of the market share;  

3. Assortment of goods and services (Chaffey, 2016) 

 

Considering the feature including users, technical solutions and options, the electronic shop-

windows if the simplest way to organize the online trade by publishing detailed information on 

goods on sale, and placing all necessary pictures. According to J. Reynolds, the important 

shortcoming of the electronic shop-window is the automatic purchase order function without a 

mechanism providing the implementation of electronic payments. The ordering includes the 

sending of an e-mail to the administrator, calling the administrator or appearing in the office of 

online shop to receive the goods. Such a solution does not require the elaboration and 

installation of a special software that could prepare and launch the virtual online shopping 

project in a short time, but such an approach is not convenient for the customers, because many 

additional activities are involved.   

 

2.1. Subjects of e-commerce and their interaction  

The electronic commerce consists of three elements that are three wales of the whole e-

commerce system: government (G), business (B) and customers (C). Table 1 below displays 

the interaction of these elements. 

 

Table 1: Participants of e-commerce 

Beneficiary 

Supplier 

Country Company Consumer 

Company B2G B2B B2C 

Country G2G G2B G2C 

Consumers C2G C2B C2C 

Source: (Oterwalder, A., Pigneur, Y., 2012;) 

 

The author believes that two types of interaction deserve particular attention, namely, B2B 

(business to business) and B2C (business to consumer), meanwhile other interconnections 

among the participants of e-commerce according to A. Oterwalder and Y Pigneur (Oterwalder, 

Pigneur, 2002) can be defined as follows: B2G (business to government) – the merchant 

provides the services to the governmental and municipal institutions; G2G (government to 

government) – different governmental or municipal institutions cooperate among themselves; 

C2G (customer to government) – individuals perform duties regulated by law and regulations, 

for instance, pay taxes, submit declarations and similar; G2B (government to business) – 

governmental or municipal authorities provide the services to businesses, for instance, issue 

licences, trade permissions, guarantees the access to information included in the registers; B2B 

(Business to Business) – the communication between the companies or legal bodies; C2B 

(customer to business) – an individual provides the services to the companies; C2C (customer 

to customer) – the individuals interact among themselves, for instance, one person sells the 

product to another using information and communication technologies; G2C (government to 

customer) – governmental and municipal institutions provide the services. The users are 

individuals – taxpayers, population of the respective municipalities etc.  The characteristic of 

online services are displayed in Table 2 below. 

 

 

 

Table foillowing on the next page 
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Table 2: Characteristics of Online Services 

Year Authors The main ideas of the online service concepts 

2000 

Grönroos C., Heinonen 

F., Lindholm M. & 

Isoniemi K. 

• Basic services; 

• Additional offers, customer participation 

2001 Conrick M. & Essen A. 

• Special, personalized communication 

• Customize of business offer in real time; 

• The correction of the company's real-time 

mode; 

• Cross product development; 

• The possibility of attracting customers. 

2003 

Ribbnink F., van Riel 
A.C., Liljander V. & 

Jurriens P. 

• Basic services; 

• Promotional services; 

• Ancillary services; 

• Additional services; 

• User interface. 

2005 Roth, Boyer &Hallowell 

• Increasing of service delivery capabilities 

• Offering the new services of a lower cost, 

with the widest geographic coverage and 

product diversity 

2008 Heinonen K. 

• Value depends on benefits  and “victim”; 

• Value of worth: technical, functional, time, 

spatial 

2010  Conrick M. & Essen A. 

• Innovative service concept; 

• Innovative service system;  

• Innovative service process. 

Source: By the author basing on  models by  Grönroos, Heinonen, Lindholm & Isoniemi; 

Lemon& Rust; Ribbnink, van Riel, Liljander & Jurriens; Boyer, Hallowell & Roth; Heinonen 

K.; Conrick.& Essen 

 

Thus, the analysis leads to conclude that the main task of the online service similarly to the 

traditional services is to meet the needs of the consumers, and it is achieved through other 

elements of the service, such as flexible price, additional comfort, speed, control, simple dealing 

and constant improvements. The author makes several conclusions regarding the main 

characteristics of online services discussed by various authors in their theories:  

1. All theories pay particular attention to the communication with the customer, customer 

reviews, information flow, interchange of information and personalized communication.  

2. The main difference from the traditional service mentioned by the researchers is the use of 

new technologies and innovations in the services provided by the Internet. 

 

2.2. Evaluation criteria of e-commerce services  

In latest decades, the quality assessment methods for services have become an important field 

for marketing research. Due to the increasing importance of the services, the scientists and 

businesspersons work to improve the quality of the provided services (Chaffey, 2016). One can 

define the quality of the electronic services as general assessment of the clients and the decision 

on best practice quality in the field of electronic services in virtual market. Since the issue is in 

focus of the research from 2000 on, this study will base on most popular models of online 

services’ efficiency assessment starting from the aforementioned period (Chaffey, 2016). Table 

3 displays the common aspects regarding the most popular quality criteria models for electronic 

services in chronological order. 
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Table 3: Parameters for electronic services’ quality assessment 

Authors Year Quality assessment parameters 

Wigand R.T. & 

Swaid, S.I. 

2009 Ease of use of the website, quality of information, reliability, 

responsiveness, trust, personalization. 

Stehenaus, R., 

Raman, M., 

Alam, N. & 

Kuppusamy, M. 

2008 Ease of use, appearance, reliability, customization, 

communication, initiative. 

Lin Y. & Lee Y. 2005 Website design, reliability, responsiveness, personalization. 

Ribbink D., van 

Riel A.C., 

Streukens S. & 

Liljander V. 

2004 Ease of use, website design, customization, responsiveness, 

trust. 

Gilly M.& 

Wolfinbarger. M 

2003 Performance (reliability), site design, customer service, security 

(confidentiality). 

Santos J. 2003 Ease of use, appearance, connectivity, The structure and 

arrangement, content, reliability, efficiency, support, 

communication, safety, initiative 

Vidgen, R.T.& 

Barnes S.J. 

2000 Ease of use, design, information, trust and empathy. 

Source: Chaffey, 2016 

 

In 2003, J. Santos identified several factors that define the quality of electronic services. He 

mentioned the ease of use of the site, its appearance, communication, structure and layout as 

well as contents, reliability, efficiency, support, communication, safety and initiative (Santos, 

J. 2003). At the same time, M. Gilly and M. Wolfinbarger, in their turn, identified four quality 

aspects of electronic services as follows: performance (reliability), website design, customer 

service and security (privacy) (Gilly, Wolfinbarger, 2003).  In 2004, D. Ribbink, A.C. van Riel, 

S. Streukens and V. Liljander defined five quality parameters of electronic services – ease of 

use, website design, customization, responsiveness and trust (Ribbink, van Riel, Streukens & 

Liljander, 2004). In 2005, Y. Lin and Y. Lee came up with five quality criteria for electronic 

services – website design, reliability, responsiveness, trust and personalization (Lin, Lee, 2005). 

At the same time, A. Parasuraman, A. Malhotra and V. Zeithaml in their study proved that in 

order to assess the quality of electronic services, two different evaluation scales – E-RecSQUAL 

and ES-QUAL – should be applied.  The main scale ES-QUAL consists of four parameters: 

efficiency, performance, accessibility and confidentiality. E-RecS-QUAL is a sub-scale of ES-

QUAL and includes the elements related to the processing of troubleshooting and orders related 

to the service. E-RecS-QUAL suits only for the customers that have accidentally opened the 

website. This scale considers relevant three quality aspects – operativeness, compensation and 

contact (Parasuraman, Malhotra, Zeithaml, 2012). In 2008, R. Stehenaus, M. Raman, N. Alam 

and M. Kuppusamy offered six dimensions of electronic services. They identified the following 

parameters to assess the efficiency of an Internet shop: ease of use, appearance, reliability, 

personalization, communication and initiative (Stehenaus, Raman, Alam, & Kuppusamy, 

2008). In 2009, R.T. Wigand and S.I. Swaid identified the following quality parameters for 

electronic services – ease of use of the website, quality of information, reliability, 

responsiveness, trust, personalization (Wigand, Swaid, 2009). R.T. Vidgens and S.J. Barnes, in 

their turn, defined five quality dimensions of electronic services, emphasizing the criterion 

“ease of use”.  
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They believed that this particular criterion includes appearance, ease of use and navigation as 

well as fast and clear image transmission to the user (Vidgen, Barnes, 2000). D. Ribbink, A.C. 

van Riel, S. Streukens and V. Liljander also accentuated the ease of use as the most important 

assessment criterion, believing it includes such critical aspects as functionality, availability of 

information, ease of ordering and navigation (Ribbink, van Riel, Streukens & Liljander, 2004). 

R.T. Wigand and S.I. Swaid agreed to the opinion of other researchers and include in their 

model a parameter that, they believe, include the most important aspects for the customer – 

perception of convenience and ease of navigation in using the website. (Wigand, Swaid, 2009)  

The next step after evaluation of the ease of use of online shop, the next important issues are 

simplicity, availability and clearness of all actions to be taken for standard user. J. Santos 

describes simplicity as the ease of use of the website to search external information necessary 

for the customer, the simplicity of internal navigation and browsing options within the website. 

The external browsing related to the search of the particular website on Internet (Santos, 2003). 

R. Stehenaus, M. Raman, N. Alam and M. Kuppusamy relate the ease of use of the website to 

the ease of memorization of e-mail address, easy navigation as well as concise and clear 

contents, terms and conditions (Stehenaus, Raman, Alam, Kuppusamy, 2008). All authors, 

except R.T. Wigand and S. I. Swaid in their models emphasize the web design criterion, which, 

they believe, is an important issue for the customers during the purchasing procedure (Wigand, 

Swaid, 2009). R. T. Vidgen and S. J. Barnes believe that design means attractive appearance 

and aesthetics (Vidgen, Barnes, 2000).  Y. Lin and Y. Lee totally agrees with R.T. Vigen and 

S. J. Barnes, because the web design is a key factor for the visual assessment of the interface 

by the users and consumers (Lin, Lee, 2005). D. Ribbink, A.C. van Riel, S. Streukens, S. and 

V. Liljander supports the opinion of aforementioned authors. They believe that the website must 

be visually pleasant. Therefore, one more service quality dimension turns out related to the web 

design user’s interface. Authors mention that one of the advantages of IT is the possibility to 

adapt the website to the needs of user even if it is not very easy. (Ribbink, van Riel, Streukens 

& Liljander, 2004). J. Santos writes that the design includes the correct colour, graphics, picture 

and use of animations, also web pages of appropriate size. According to Santos, design is the 

first parameter assessed by the Internet users (Santos, 2003). R. Stehenaus, M. Raman, N. Alam 

and M. Kuppusamy are of similar opinion. They believe that appearance means attractive 

graphics, colors and images. In addition, the website must be understandable and well-

organized (Stehenaus, Raman, Alam, Kuppusamy, 2008). M. Gilly and M. Wolfinbarger  assess 

this parameter in the light of Internet service users’ experience. They state that the website 

design includes navigation, information search, processing of orders, personalization and the 

selection of goods, but excludes customer service (Gilly, Wolfinbarger, 2003). All included 

authors have paid attention to information and the way it is presented to the user.  R.T. Vidgen 

and S. J. Barnes write that the information assessment parameter consists of its suitability to the 

goal and needs of the user (Vidgen, Barnes, 2000).  According to J. Santos, the information is 

the content of the website related to the products and the demonstration of website functions 

(Santos, 2003).  Too extensive or too limited information are both negative factors. The 

information on website containing the description of goods must precisely represent and 

describe the qualities of the products placed for sale. The description of the product must match 

the customer’s idea of what he or she has ordered. R.T. Wigand and S. I. Swaid fully share this 

opinion claiming that the quality of information includes consumer perception of usefulness 

and quality of websites (Wigand, Swaid, 2009). In addition, for the assessment of service 

quality such criteria as credibility, safety, confidentiality and customer loyalty, are very 

important. Maintainability, writes J. Santos, is the ability to carry out the promised service 

correctly and consistently, including the frequency of website updating, immediate response to 

the requests of the customers, accuracy in online shopping and payments (Santos, 2003). R. T. 

Wigand and S. I. Swaid (2009) identify the credibility of the service with such factors as buyers’ 
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perception about the reliability of the website (confirmation letters of order placement, order 

tracking function) and the commitment of the seller regarding precise implementation of the 

service (according to the statements published in the website). Y. Lin and Y. Lee (2005) believe 

that the reliability is what guarantees the ability of the website to process the orders, guarantee 

fast deliveries and comply with the requirements of personal data security. According to R. 

Stehenaus, M. Raman, N. Alam and M. Kuppusamy, the reliability includes order accuracy, 

updated content and fulfilment of promises (Stehenaus, Raman, Alam, Kuppusamy, 2008). M. 

Gilly and M. Wolfinbarger, in their turn, identify the security with confidentiality and relates it 

to secure credit card payments and general confidentiality of customer-related information 

(Gilly, Wolfinbarger, 2003).  D. Ribbink, A.C. van Riel, S. Streukens and V. Liljander (2004) 

in their research proved that both security and confidentiality cause many doubts in the context 

of online shopping. A. Parasuraman, A. Malhotra and V. Zeithaml combined two parameters 

(security and privacy) and renamed the new criterion “protection” that included the security of 

the site and the protection of sensitive information of the customers (Parasuraman, Malhotra, 

Zeithaml, 2012). D. Ribbink, A.C. van Riel, S. Streukens and V. Liljander shared the view that 

the security and confidentiality cause great doubt in the field of electronic services (Ribbink, 

van Riel, Streukens & Liljander, 2004). They considered security separated and independent 

criterion indicating on its autonomy from threats, risks or doubts (including financial volatility) 

during the implementation of service. R.T. Vidgen and S. J. Barnes (2000) believe that the 

reliability is the main parameter containing security and confidentiality related to personal data 

collecting as well as to the reputation of the website. Y. Lin and Y. Lee (2005) define reliability 

as the readiness of the customers to accept the vulnerability in case of a deal on Internet basing 

on their positive expectations related to the further activities of the online shop. There are also 

the efficiency parameters of the service identified by the authors in different ways. According 

to J. Santos, the efficiency includes downloading, search and navigation speed (Santos, 2003). 

M. Wolfinbarger and M. Gilly (2003) believe that the efficiency criteria of customer service 

include the responsiveness, appropriate and ready service that can react fast to the demand of 

the buyer. A. Parasuraman, A. Malhotra and V. Zeithaml (2012) point out, that efficiency is 

characterized site accessibility and ease of use, also operating speed (Parasuraman, Malhotra, 

& Zeithaml, 2012). Some authors in their works emphasize such criteria as relations with 

customers and communication in general. J. Santos believes that the communication depends 

on quantity and quality of the links distributed by the website meanwhile the connection means 

descriptive information of customers, on-time provision of due information and communication 

in the language that customers understand (Santos, 2003). A. Parasuraman, A. Malhotra and V. 

Zeithaml (2012), in their turn, considered communication the accessibility of a particular help 

through phone or Internet. R. Stehenaus, M. Rama, N. Alam and M. Kuppusamy attribute a 

similar feature to the communication criterion explained as the availability of the website to the 

customers meaning the possibility to contact the provider of the website and offer different 

communication means and channels aimed to reach the support service of the site (Stehenaus, 

Raman, Alam, Kuppusamy, 2008).  Personalization of the provided services is also important 

since every customer wishes to feel unique. D. Ribbink, A. C. van Riel, S. Streukens and V. 

Liljander (2004) stated that the personalization can be elaborated basing on previous purchases 

as well as on information provided by other customers. The users of electronic services await 

fast feedback to their orders and suggested improvements (Ribbink, van Riel, Streukens & 

Liljander, 2004).  Stehenaus R., Raman M., Alam, N. un Kuppusamy M. (2008) also focuses 

on personalization. The individualization must be adapted to the user’s interface in a way that 

is beneficial for the customer. R. T. Wigand and S. I. Swaid stated that personalization includes 

the perception of the customers about individualized attention and differentiation of services 

adapted particularly for a maximum satisfaction of customers’ needs (Wigand, Swaid, 2009).  
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According to Y. Lin and Y. Lee (2005), the personalization requires personal attention, for 

instance, sending personal recognition letters on behalf of the online shop, provision of 

feedback responding to the questions and comments of customers. R.T. Vidgen and S. J. Barnes 

(2000) view personalization as the part of such criterion as empathy which relates to the quality 

of feedback (Vidgen, Barnes, 2000). Several authors emphasize such criterion as initiative or 

stimulus. J. Santos (2003) identifies both notions and considers initiative a stimulus transmitted 

by the seller to the customer in order to achieve more frequent views of the website by additional 

bonuses and rewards. R. Stehenaus, M. Raman, N. Alam and M. Kuppusamy regarded initiative 

as the component of promotion carried out by the website provider aiming to keep the current 

clients and to attract new customers (Stehenaus, Raman, Alam, Kuppusamy, 2008). Less than 

a half of the authors consider operativeness important among the website assessment criteria. 

Y. Lin and Y. Lee (2005) claimed that operativeness shows the frequency of services provided 

voluntarily by an online shop responding to customer requests regarding information browsing, 

navigation and service speed important to the target audience. Operativeness means efficient 

reaction to the problems and returning customer through the website. R.T. Wigand and S.I. 

Swaid connects operativeness to the assistance to the customer and customer’s perception 

regarding the support, when necessary either in automatized way or using the human factor. 

(Wigand, Swaid, 2009). Maintenance includes the perception of the customers about the loyalty 

and reliability of the website. The support mentioned by J. Santos can be also included in this 

criterion, since its characteristics are similar to the previously quoted definition of 

operativeness. Author believes that the support relates to technical assistance, user instructions 

and personal advices available on website for the convenience of the customers.  

 

3. CONCLUSIONS 

The analysis performed leads the author to several important conclusions regarding the 

assessment criteria of online services:  

1. The largest part of the attention turns to the website design and image, credibility of 

information, security and confidentiality, meanwhile the degree of quality compliancy and 

customer loyalty are not in the focus.   

2. None of the lists provided by the authors includes all necessary and unified assessment 

criteria, despite many criteria lists are similar.  

3. The studies of the technical aspects of services are very limited in terms of quality 

assessment parameters. Therefore, there is plenty of criteria for online service quality 

assessment, but not a general unified list of criteria suitable to assess the quality level of 

Internet services. In order to find out the most important assessment criteria, it is necessary 

to know, which criteria are most important for the customers. 
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ABSTRACT 

The literature recognizes that the gradual countries’ involvement in the economic globalization 

has generated competitive environments that stimulate innovation and economic growth. Yet, 

globalization has also apparently led to the increase of inequality, contributing for waves of 

populism and discontent, claiming for justice in sharing these benefits. Thus, it is not surprising 

that the interaction globalization/social justice is paying attention to politicians and academics, 

seeking to identify if there is reason to fear that the globalization leads to increase inequality. 

The paper deals with the link between globalization and social justice, measured by updated 

indicators that improved the data quality and broadened their baseline. In what globalization 

concerns are applied the renewed KOF index, including de facto and de jure perspectives. 

Concerning social justice, are used the latest “EU Social Justice Index”. Structural 

unemployment trends, such as the long duration distressing people’s skills and motivation, as 

well as youth unemployment, which has stimulated immigration and led to the departure of 

skilled young people, have greatly reduced their potential for growth. GDP declined, corporate 

failures increased, as did unemployment and poverty. Governments have greatly limited their 

spending, particularly at the social level, in order to meet the targets, set in the adjustment 

programs. In addition, countries no longer have financial conditions to implement measures to 

stimulate the economy, in order to promote a faster recovery. It has recently been surprising 

that the escalation of globalization has put people in a precarious employment position, who 

felt they were protected from the competition of low wages. This paper, also, reflects on the 

effects of the recent global financial crises in the EU members, which especially hit the Euro 

zone. 

Keywords: Globalization, Indicators, Justice, Unemployment 

 

1. INTRODUCTION 

The link between globalization and social justice plays a key role in the current political debate, 

based on the general conviction that the inequality caused by globalization is a major stimulus 

to populism (Pastor & Veronesi, 2018). Overall, globalization seems to support the gradual 

convergence of incomes across countries, even as trade liberalization has allowed many 

emerging countries, especially China, to achieve very substantial and sustained levels of 

economic growth over a long period (Harger, Young & Hall, 2017). However, the centre of the 

current discussion focuses on income inequality within countries, particularly in the more 

developed and industrialized economies. Not surprisingly, the United States, for example, is 

widely recognized as the country experiencing the most pronounced increase in income 

inequality, partly because competition from emerging economies has affected the jobs of less 

qualified people (Saez, 2018). While research recognizes and identifies a number of factors 

which have influenced those trends, there is also some consensus that the trends in economic 

globalization, technological change, especially in the field of information and communication 

technologies, biased reforms in tax systems. Particularly, the labour market and the deregulation 

of financial markets have contributed to growing social inequalities and territorial disparities 

within countries (Herr, 2015). This global economic and financial crisis that has hit the 

European Union, particularly some euro zone countries, has caused unsettling symptoms of 
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opposition to the European project and the growth of waves of populism and nationalism (Guiso 

et al., 2019). The US-initiated crisis quickly changed the centre of gravity for Europe and 

revealed the fragility of some economies, notably the high levels of public debt of euro zone 

countries and the effects on their economic and financial sustainability and the single currency 

itself. This process has resulted in the deterioration of economic conditions, provoking social 

unrest and contestation and even hostility towards the process of European integration, which 

has had electoral consequences in recent years (Hernandez & Kriesi, 2016). In this context, the 

paper focuses on the interaction between the levels of economic globalization of the countries 

that make up the European Union and the components that embody Social Justice. The paper 

analyzes the impacts that the economic and financial crisis, which occurred after 2007, had on 

social justice indicators, especially on access to the labour market, in the various groups of 

European Union countries, i.e. those that integrate or not the European Monetary Union. The 

paper is considered relevant from the point of view of the literature, as, to the best of our 

knowledge, this is the only paper so far that analyzes the impacts of the recent financial crisis 

on the twofold levels of globalization and social justice and unemployment. Additionally, the 

paper explores the new indicators produced by the KOF, separating the de jure and de facto 

dimensions, as well as updated data from the EU Social Justice Index.  

 

2. TRADITIONAL INTERNATIONAL TRADE THEORIES AND DISTRIBUTION OF 

TRADE GAINS 

Traditional theories of international trade, including the classical approach and neoclassical 

models, provide rationality for countries’ economic specialization and advocate trade as a 

creator of wealth. These theories thus justify economic globalization as the result of a 

worldwide liberalization process in which countries specialize according to their comparative 

advantages and from which everyone can benefit. They do not attach much importance on the 

distribution of trade gains by countries and economic agents and, as such, have not provided 

coherent answers to understand some current trends in globalization, especially with regard to 

the growing inequality in income distribution in the world within countries. In our opinion, it 

justifies to stress the argument of these theories and to counter the criticism of the unrealistic 

assumptions on which they are based. Thus, the emphasis we give to these theories in the 

literature review allows us to gauge their limits and the need to seek more robust theoretical 

frameworks that take into account the specificity of resources and the quality of production 

factors available in the several countries. This makes it possible to understand the criticism of 

the way economic and financial liberalization has taken place and the growing marginalization 

of less skilled labour in income sharing. Therefore, considering the interaction between the 

dynamics of globalization and the variables of social justice, being complex, is entirely 

pertinent. The term “globalization” used today involves multiple and complex features, ranging 

from culture, technology, politics and economics, to the notion of interdependence as the 

standard of personal relationships. In reality, people are increasingly dependent on each other, 

in the various territorial levels that we consider, reflecting the growing number of contacts 

made, mostly financial and commercial, generating a greater flow of goods, services and 

technologies on a global scale, which reinforced the economic dimension of the phenomenon. 

The increasing dependency of relations on a global scale is at the heart of globalization, 

although there are different perspectives in the various social sciences that deal with the subject. 

Thus, since Wallerstein (1974) the approaches recognize the disparate effects of dependence on 

the geography and nature of economic flows, emphasizing their effects on global inequality. 

The dependency ratio is explicitly characterized by asymmetry in per capita income, since most 

of the wealth is concentrated in developed countries, and at the same time there is a growing 

divergence in income distribution within countries, regardless of their level of development. In 

economic terms, globalization has been treated as a phase of the world capitalist system, whose 
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main causal mechanisms stem from the economic requirements of multinational corporations 

penetrating foreign markets, resulting in significant competition and expansion of trade flows. 

Globalization is also seen as a form of convergence of interconnected production systems, 

basically from the neoclassical economic model that presents the convergence of prices of 

goods and factors such as the effect of market arbitrage. The modern economy emerged from 

criticism of the mercantilist tradition and builds the theoretical basis for the industrialization, 

international trade, and the building of European states. The basic principles of liberalism can 

be summarized by the competition in all markets and then by the creation of the gold-standard 

monetary system. Such conditions ensure the passage of individual interests into a global 

harmonious order, based on the invisible hand argument. Smith (1976) considers the territorial 

distribution of markets as a requirement of the division of labour, which he conceives as the 

principal source of the wealth of nations and defends free trade to generate prosperity for the 

various stakeholders. The theoretical foundation of free trade is due to Ricardo, by explaining 

the international division of labour on the basis of differences in labour productivity. The 

reasoning on the relative cost advantage grounds the conviction that trade can be a positive sum 

game if countries specialize in products where it has the lowest opportunity cost. So, all 

countries must participate in the world trade system for the benefit of all (Ricardo, 1970). 

Nowadays, this position on country specialization and free trade, as promoters of growth, is a 

powerful anti-protectionist reason in trade policy debates. This optimism on the economic and 

social effects of trade was strengthened identifying a set of positive political effects from trade 

liberalization (Hirschman, 1986). However, the optimism of free trade has also been challenged 

in terms of social issues when it became clear that large-scale poverty and subjection to the 

economic system left deep traces in allegedly wealth-generating processes. Nationalist and 

socialist ideas, in relation to the latter standing out the thought of Marx, assume that there are 

strong conflicts of interests in the functioning of the capitalist system, leading to the need for 

capital to expand in the various national markets in order to generate profits on a permanent 

basis as condition of their survival. Capital goes beyond the nation-state, but depends on it for 

its survival (Engels & Marx, 1969). In addition, labour exploited as a source of profit is reduced 

to poverty, accelerated by gradual automation and, as a consequence, consumer demand in 

domestic markets decreases. To explain the role of factor endowments in trade, the Stolper and 

Samuelson model (SS), based on factors - labour and land - and two goods, using different 

factorial intensities, predicts a linear relation between commodity prices and factor prices. Thus, 

the real wage will increase in both sectors (goods), while the real remuneration of the 

landowners will decrease in both productions. In an ideal world, free trade would tend to 

promote the equalization of prices of goods and factors of production. However, the persistence 

of trade barriers, transport costs and technological differences between countries prevents such 

a convergence in the real world from being verified, as evidenced by the empirical tests carried 

out (Deardorff, 1994). These models of trade and distribution of gains allow us to sketch the 

effects of price changes on the well-being of identifiable economic groups with severe 

distributional implications. There are similar results in models that show that under competitive 

conditions, as long as the importable good remains to be   produced, there is at least one 

production factor that worsens its position with trade liberalization (Rodrik, 2018). That is, in 

an impressive way the trade generically always produces losers and winners. The pattern of 

gains and losses will depend on the details of the model. In the case of the SS model, the result 

is a relative change in workers’ income, in favour of those with high skills. So, trade has an 

influence on the distribution of income within countries, for two reasons: first, because factors 

cannot move instantly and at no cost between industries and, on the other, because changes in 

product composition have effects on the demand for factors. Traditional trade theories show 

that trade equals an exchange of factors embodied in commodities, so buying them in a low-

wage country implies procuring low-cost factors.  
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So, imports from low-wage countries threaten some labour in countries where wages are high. 

The distributional effect is that unskilled workers in low-wage countries earn from free trade as 

well as skilled workers in developed countries. The losers with free trade would be skilled 

workers in poor countries and unskilled workers in rich countries. However, the reality did not 

confirm such predictions. Skilled workers in poor countries have improved with globalization 

and the less skilled have lost, so most unequal distributions in income have arisen in poor 

countries. In fact, income distribution in poor countries has become more unequal as a result of 

globalization mounting (Hillmann, 2008). 

 

3. INFLUENCES OF GLOBALIZATION ON INEQUALITY AND SOCIAL JUSTICE 

Most traditional theories do not consider the effect of trade on the income distribution is a 

reason to limit it. Though, the distributive impacts have to be taken into account and must 

therefore be considered and regulated by the action of the states in their economic and social 

policy. In the 1980s and 1990s there were significant developments in favour of government 

intervention in trade policy orientations. On the one hand, the emergence of strategic trade 

policy (Brander & Spencer, 1985) provided additional reasons for countries to derive gains in 

promoting industries considered strategic. On the other hand, criticisms of globalization, 

centred on their effects on workers in less developed countries, but also on workers in 

industrialized countries, are strongly appearing. Many authors expressed their distress with 

some results of globalization. Stigliz’s position in Globalization and its Discontents is a clear 

example and an inexorable landmark (Stiglitz, 2002). He acknowledges that, while markets are 

efficient and provide the basis for growth, they are also a source of injustice because income 

earned and accumulated wealth are inconsistent with social equality standards. Thus, the author 

sustains that it is the responsibility of governments to moderate social inequality arising from 

the play of markets through public policies in the fields of taxation and income redistribution 

(Stiglitz, 2017). Globalization hampers the distributive effects of social justice, limiting the 

ability of governments to intervene with effective distributive policies. In integrated capital 

markets, the mobility flows occur to places where taxes are lower (Benassy-Quere et al., 2005), 

so, if capital is mobile and does not escape the highest taxes, the tax bases will then be limited 

to the income of immobile labour. Thus, capital cannot be taxed as labour, making globalization 

socially unfair and undesirable, while acting as a brake on redistribution policies. For some, 

globalization is seen not only as a barrier to social justice due to the constraints it imposes on 

governments, but it is the main reason for the inequality in the distribution of income because 

of the injustice of the markets (Ravallion, 2018). Equality in income distribution is generally 

seen as one of the determinants of social justice, making it a topic of greater concern, where the 

search for it allows one to confront the efficiency of markets and public policies oriented 

towards equity. Social justice is a salient topic in public discourse and political decision, as 

politicians vow to promote social justice. Globalization has been a widely studied phenomenon 

in different variants and some care is acknowledged in whether it is consistent with social 

justice. The debate has been controversial, even because the different concepts of social justice 

show that it is multifaceted, which makes measurement very difficult. An essential question 

concerns what gives rise to or impedes social justice and there several studies have tested the 

causal links between the two phenomena (Merkel & Giebler, 2009). Contestants of 

globalization admit that it has negative effects on social justice for whom the poor have been 

penalized by the waves of globalization. They assume that social justice is limited when social 

spending is reduced or when labour markets are deregulated. Stiglitz believes that trade 

liberalization so quickly has gone too far at the cost of rising unemployment, with the problem 

being the way it has been managed (Stiglitz, 2006). The political prescription is that 

governments must protect social agreements and if they collide with the demands of the global 

economy, it is this that must give way (Rodrik, 2011).  



51st International Scientific Conference on Economic and Social Development – Rabat, 26-27 March 2020 

 

100 

The empirical evidence is contrasted in relation to the link between globalization and social 

justice. We will briefly highlight some results obtained in the search for interaction between the 

two processes. Kauder & Potrafke (2014) investigate how social justice correlates with 

globalization between 1991- 2007 and the results show that OECD countries with a rapid 

globalization process enjoy greater social justice, suggesting that voters demand active 

governments when globalization is intensified, validating the compensation thesis. According 

to Meinhard & Potrafke (2012), a higher social security benefit due to the risks of international 

competition induces the State to broaden its intervention in order to ensure welfare levels, rising 

social spending in the course of globalization. In another sense, Sinn (2003) considers that 

globalization influenced the attributes associated with social justice, mainly reducing the weight 

of the public sector and the social state, limiting cohesion in the countries. In short, most studies 

acknowledge that the most globalized countries, with the highest insertion in value creation 

chains worldwide, also display higher levels of social justice. It is under this background that 

we will then develop our empirical application by testing the interaction between various 

dimensions of economic globalization and social justice in the countries of the European Union. 

It should be noted that the EU member-states are very different realities, both in terms of 

economic and technological development, as well as in the way in which their social and 

political models are organized and operated. The application covers the period 2008-16, which 

means that the impacts of the latest economic and financial crisis are assessed in the paper. 

 

4. DATA AND METHODOLOGY 

Here we will use two recently updated and renewed indicators with new methodologies that 

seek to cover the diverse dimensions of globalization and social justice. We refer specifically 

to the KOF indicators on globalization produced by the KOF Swiss Economic Institute1 and the 

Social Justice indicator compiled by the Bertelsmann Stiftung. In methodological terms, we 

will use regression and correlation analyzes between the variables of interest, after their graphic 

visualization. As we have seen, the impacts of globalization on different economic and social 

aspects have been widely discussed in the literature. To analyze such effects in the analytical 

level it is necessary to have variables that allow to measure globalization as a multidimensional 

phenomenon, which suggests the use of multifaceted indicators. Such indicators should reflect 

how the process manifests itself in the lives of the citizens of the various countries that 

communicate with each other, exchange goods and services, ideas and information, or 

governments that cooperate to address global political problems. Thus, the measurement of 

globalization is usually made using composite indicators that try to capture the different 

manifestations of the phenomenon. Indicators such as KOF are presented as a solution, allowing 

the combination of different levels of globalization in a final index, becoming the globalization 

indicator most used in the literature. The KOF indicator was created by Dreher (2006), updated 

in Dreher et al. (2008) and has recently broadened its scope with the work of Gyglia et.al. 

(2018). Inherent in composite indicators is the risk of excessive simplification, which may result 

in misinterpretation of the results. Therefore, instead of building an index based on a broad 

definition, the new version of the KOF allows the flexible aggregation of different dimensions 

and characteristics of globalization, introducing the clear distinction between de facto and de 

jure measures. Thus, while de facto measures of globalization include variables representative 

of flows and activities, de jure actions encompass variables that represent policies that generate 

flows and activities. Quinn et al. (2011), had already shown that the use of measures of de facto 

or de jure financial opening produced very different results in the causal link between the 

growth of financial integration and economic opening. This separation between de facto and de 

jure variables was applied to all sub-dimensions of the index.  

 
1 https://www.kof.ethz.ch/en/forecasts-and-indicators/indicators/kof-globalisation-index.html, accessed on March 2, 2019 
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The new version also introduces a differentiation in the economic dimension between the 

commercial and the financial side that proved to be very useful in the results obtained in our 

work.In addition, some 70 experts from different countries were asked to collect opinions on 

qualitative measures of social justice and also included the general indicator, which then 

included variables of a quantitative and qualitative nature. Based on Merkel & Giebler (2009), 

the dimensions of poverty prevention, access to education and inclusion in the labour market 

have been given a greater weight and are therefore a weighted and normalized indicator on a 

scale of 1 to 10. 

 

5. A GENERAL OVERVIEW ON GLOBALIZATION AND SOCIAL JUSTICE IN THE 

EUROPEAN UNION 

In this section we will study the dynamics of the relationship between globalization and social 

justice in the European Union; see Kauder and Potrafke (2015) for the OECD case. As European 

Union countries will be considered, our sample is made up of the, to date, twenty-eight member 

states. With regard to these, there are data for the SJI, for 2008, 2011, 2014, 2015, 2016, and 

20177. With regard to data for the KOFGI, there are no restrictions on the data set, since they 

exist for all EU member states on an annual basis, long before 2008 and until 2016. In empirical 

terms, it seems acceptable to consider that the process of globalization through which countries 

have passed is accompanied by changes in the level of social justice, with some time lag. Thus, 

the correlation coefficients between the time series of the KOFGI and the SJI were determined 

for the different countries, considering time lags between 0 and 4 years. For most countries, the 

highest correlation between the KOFGIt and the SJIt + s (s = 0, 1, 2, 3, 4) was obtained for a 2-

year lag. In addition, the correlation signal for this lag is also equal to that of the lag with even 

greater correlation, in all the other cases. Following this procedure, the KOFGI data for the 

years 2006, 2009, 2012, 2013, 2014 and 2015 were then selected for the countries under 

analysis. Figure 1 corresponds to the graphical representation of the six pairs of years under 

analysis, considering the data for the KOFGIt and SJIt + 2. It shows clearly that there is a 

positive association between globalization and social justice in the period under review, albeit 

with a (slight) tendency towards a fall in the degree of association between those two variables. 

The dynamics of the relationship between globalization and social justice, as can be seen in 

Figure 1, over the period under analysis, can best be understood by analyzing the evolution of 

regression lines in terms of their intercepts, slopes and explanatory power. Figure 2 thus 

corresponds to the graphical illustration of the six pairs of years under analysis, considering the 

data for the de facto KOFGIt and SJIt + 2. In general terms, it confirms the above stated, i.e. 

that there is a positive association between globalization (in this case, de facto) and social 

justice, although the degree of association between these two variables has been declining 

throughout the period under analysis. Comparing the results with the previous ones, it is 

undoubtedly relevant to note that an increase in the de facto KOFGI exerts, in general terms, a 

smaller effect on the SJI, than in the case of the KOFGI, which indicates that the effect will be 

greater on the SJI resulting from an increase in de jure KOFGI. In what concerns de jure 

globalization, Figure 3 confirms the positive association of this measure of globalization and 

social justice in the EU. However, it should be noted that, unlike the previous cases, the degree 

of association between the variables increased until the pair (KOFGIdj2012,SJI2014), having, 

from only then on, decreased. As anticipated, comparing the results with the previous ones, it 

is certainly important to note that an increase in the de jure KOFGI generally has a greater effect 

on the SJI, than in the case of the KOFGI. As is well known, the globalization index reflects 

several components, namely economic, social and political. Thus, it becomes relevant to 

understand which of these dimensions is best related to social justice. 
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Figure 1: The association between globalization and social justice in the EU 

 

Figure 2: The association between de facto globalization and social justice in the EU 

 

The arguments presented above justify a more detailed analysis in terms of the two strands of 

the globalization index. As mentioned, we consider data for the revised version of the KOF by 

Gygli et al. (2019). These authors distinguish de facto globalization as meaning of actual flows 

and activities from de jure globalization as a means of policy measures that, in principle, 

facilitate or aim to facilitate globalization. Indeed, if globalization can have positive 

consequences, in particular an increase in social justice, de jure globalization can be expected 

to present itself more clearly, possibly even more than defacto globalization, since this reflects 

less controllable exogenous aspects by the economic authorities of each country.  
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Figure 3: The association between de jure globalization and social justice in the EU 

 

6. FINANCIAL GLOBALIZATION AND SOCIAL JUSTICE IN A DETAILED 

OVERVIEW ON THE EUROPEAN UNION 

As we have seen, economic literature remains somewhat divided in the debate on the effects of 

free trade on income distribution. With regard to financial globalization, the application of the 

principles of liberalization, by allowing savings to be channelled to countries where returns are 

highest, have also been unquestionable for many years. In fact, capital flows between countries 

enable inter-temporal consumption between them as a result of external borrowing and allow 

investors to diversify portfolios globally. In the period after the financial crisis of 2007, several 

studies were carried out on the impact of financial globalization on inequality in world terms. 

For example, Jaumotte, Lall (2013) and Furceri et al. (2017) report the existence of negative 

impacts of financial integration on inequality. In general, studies have argued that the 

liberalization of external capital flows has led to significant and lasting declines in labour 

participation in National Income and to corresponding increases in inequality, which can be 

observed in the changes registered by the Gini coefficient. In this perspective, financial 

globalization seems to have complemented the impacts of trade by exerting downward pressure 

on labour share in the National Income. The question has therefore been asked to understand 

why financial globalization contributes to this situation. There seems to be no great analogy to 

the theorems of neoclassical theory of international trade, so that, as Rodrik (2018) 

acknowledges, to some extent, the distributive effects of financial globalization are a real 

surprise. In fact, the extreme volatility of financial flows is abruptly depressing the countries 

most exposed to international markets, which significantly reduces their ability to react and the 

effectiveness of any adjustment measures. Also in the euro area, financial integration has played 

a major role in the dynamics of globalization and, in particular, in the evolution of social justice 

in those countries. As a first step, monetary unification and the creation of the euro in 1999 led 

to the reduction of risk premiums in countries where it was higher, such as Greece, Spain and 

Portugal, leading to the convergence of borrowing costs amongst member countries. Such 

developments have enabled the emergence of large current account deficits and the 

accumulation of significant levels of external debt (Baldwin & Gros, 2015). Sectors that 

produced non-tradable goods were boosted in the countries receiving foreign investment, to the 
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detriment of the tradable goods sectors. This imbalance led to an accumulation of current 

account deficits which, in the countries referred to, quickly became an economic and social 

collapse, due to the sudden stoppage of external capital inflows that provoked financial and 

economic crisis in the most indebted countries (Kang & Shambaugh, 2016). The crisis has 

shown that trade and financial integration processes are of a different nature and may have 

different effects on the stability of countries. Aizenman (2016) recognizes that trade impacts 

are deeper and more structural than the effects of financial integration, which are more volatile 

and revocable, affecting the countries involved and the European monetary union itself. This 

distinction results from the inter-temporal nature of financial flows, which is undoubtedly 

different from that of trade flows. Thus, financial globalization in conjunction with the 

monetary unification, joining countries with high structural divergences in their economies and 

with non-synchronized business cycles, has also produced adverse distributional impacts within 

the group of countries of the euro zone, more expressively than in countries that had their own 

currency (Raitano, 2016). It is in this background that we will further examine the empirical 

analysis of this work, taking into account the developments in some of the EU Member States 

regarding the KOF and SJI indicators in the period after the global financial crisis and the 

subsequent sovereign debt crisis that affected some of the more fragile economies of the euro 

zone. As is well known, despite all attempts at convergence, the European Union is made up of 

countries with considerably different characteristics. Firstly, a possible approach would be to 

separate countries according to whether or not they belong to the euro zone. Yet, within the 

euro zone, a group of central countries and a group of peripheral countries can be identified. 

Similarly, for countries outside the euro zone, a group of countries that have decided voluntarily 

not to join and another group that may join the euro zone (but do not fulfil Maastricht criteria) 

can be identified. Having this into account, we proceed with our analysis of the relationship 

between globalization and social justice in the European Union, in a detailed way, by 

considering the following four groups of member-states: 

• Euro zone periphery (EZP) – Greece; Italy; Portugal; Spain. 

• Euro zone core (EZC) – Austria, Belgium, Finland, France, Germany, Ireland, 

Luxembourg, Netherlands. 

• Opting out (OPT) – Denmark; Sweden, United Kingdom, 

• Visιgrad group (VIS) – Czech Republic; Hungary; Poland; Slovakia. 

 

Figure 4 shows the evolution of the relationship between globalization and social justice, 

between 2008 and 2016. The OPT group clearly constitutes a cluster with the highest levels of 

globalization and social justice, the relationship of which shows some dynamics, apparently in 

the direction of greater globalization, accompanied by a reduction of social justice. In turn, the 

EZC group is also plainly identifiable as a cluster, for which the dynamics of the link between 

globalization and social justice have not changed significantly. With respect to the VIS group, 

the dynamics of the relationship between globalization and social justice seem to point to an 

inverse association between both, being apparent an increase in the level of social justice. The 

EZP group stands out from the relationship between globalization and social justice, as 

globalization levels have increased, but this has been associated with increases, but also a sharp 

decline, from 2011 to 2014, in the levels of social justice. 

 

 

 

 

 

Figure following on the next page 
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Figure 4: The evolution of the relationship between globalization and social justice 

 

The situation previously reported did not have the same expression when we used the indicator 

of de facto financial globalization. In fact,, despite the fall in access to the labour market, the 

level of financial integration of the EZP group remained unchanged during the crisis. On the 

other hand, the globalization of the trade side has risen sharply in these countries, settling to the 

loud rise in trade deficits in these countries, offset by Germany’s strong trade surpluses. For 

many authors, the euro crisis has been seen as having at its origin the excessive fiscal deficits 

that lead to the accumulation of significant public debts. This diagnosis applies mainly to 

Greece and Italy, but also to Portugal and Spain, countries included in the EZP group. 

Implicitly, the analysis suggests that these countries had a lax behaviour in their fiscal policy, 

which removed their international competitiveness. It is a fact that the export-led growth 

strategy has generated strong trade deficits in some euro area countries in the first decade of 

this currency’s life. When the global financial crisis hit Europe, trade deficits have become 

unsustainable. With the exception of Greece, neither public debts nor fiscal deficits were a 

major problem in euro zone countries before 2008 (Weeks, 2014). Of course, the euro zone is 

not a closed economy and its members are trading separately with the rest of the world, although 

most of the flows take place inside the euro area. This means that the largest share of the external 

demand of each member comes from within the monetary area itself. Therefore, the expansion 

or contraction in the domestic demand of each member has an impact on the external demand 

of the partners. Since countries use the same currency, in the case of the Euro, adjustments in 

relative prices cannot be made by means of nominal reductions in the exchange rate, which can 

then become deflationary and recessive for the whole area. In this way, asymmetric functioning 

within Monetary Union is generated which is not limited to adjustments in the current account, 

but is expressed in the crystallization of groups of creditor countries and debtors within the euro 

zone, influencing the political orientations of the respective countries. 

 

7. CONCLUSION 

A basic principle of economics is that real life involves choices and trade-offs. Economic 

globalization widens the influence of markets and limits the discretionary power of national 

governments, hence the dilemmas posed between the efficiency of global markets and the 

constraints in domestic markets to the redistributive policies of governments. The neoclassical 

models of international trade have spurred the expectation that trade liberalization would 

promote social justice, as the incomes of the less skilled in the poorer countries should increase. 

However, although often overlooked, they also predicted that the incomes of the low-skilled in 

developed countries should be reduced as a result of competitive imports from less developed 

countries. The question is whether our conception of social justice is global or strictly national. 
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The challenge of globalization then arises because it has increased the incomes of the most 

highly skilled people in all quarters, promoting the reduction of inequality between countries 

and, at the same time, aggravating inequality within (almost) all countries. There seems to be 

strong evidence that the situation of the less skilled (poorer) has deteriorated in relative terms, 

in both the more developed and less developed countries. At the same time, the welfare state 

that must protect the poorest has been threatened by migration and the strong mobility of the 

tax base, principally of capital. It has recently been surprising that the escalation of globalization 

has put people in a precarious employment position, who felt they were protected from the 

competition of low wages. The early stage of trade liberalization has led to deindustrialization 

in developed countries, plagued by the relocation of sectors to low-cost countries, and 

subsequently the liberalization of trade in services has exposed to competition those that 

produce services that were previously not traded. Thus, global competition creates widespread 

uncertainty and apprehension, which has grown as globalization has allowed the universal 

diffusion of models that have made the Western world richer. The results of the empirical 

application show that the countries with the greatest degree of globalization, regardless of 

whether or not they are integrated into the euro zone, have better resisted the impacts of the 

crisis and have not revealed significant declines in the social justice levels during the period. 

Also, the countries that most recently joined the EU and which have a lower level of 

globalization and maintain their monetary and exchange rate autonomy have not suffered losses 

in terms of social justice, especially in access to the labour market and poverty risk indicators. 

Finally, the southern countries that are part of the euro area and which have lower levels of 

economic globalization have seen their levels of social justice deteriorate significantly during 

the crisis, in particular as regards access to the labour market and the risk of poverty. Summing 

up, the results obtained attest to the relevance of the interaction between the variables 

considered in the paper: Globalization and Social Justice. Therefore, in later studies it is 

justified to deepen and to detail the analysis the characteristics covered by the new 

methodologies and variables considered in the indicators that we used. On the other hand, the 

results also justify the apprehensions of many authors about the deficient architecture and 

implementation of the European Monetary Union, which in a period of global financial crisis 

did not have the capacity to provide support for the states that are hardest hit by the financial 

markets and so to prevent the waves of contagion between the several member countries of the 

single currency. 
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ABSTRACT 

The Slovak Republic shows low innovation performance compared to developed countries. One 

of the reasons is the significant technological gap of public R&D organizations. In order to 

improve this status, technological upgrading in public R&D organizations was systematically 

supported by the national government. In total, 14 strategic research infrastructures, university 

science parks and research centres were funded via European Structural Investment Funds 

(ESIF). These infrastructures were built by the most respected national public universities and 

the Slovak Academy of Sciences. The infrastructures show a tendency to specialize in line with 

the R&D priority areas identified by the national Smart specialization strategy (RIS3). The aim 

of the paper is to introduce the trends in cooperation with companies, as well as the services 

provided to foster economic development. 

Keywords: Science Park, Research Center, R&D, Innovation, Smart Specialization, ESIF, RIS3 

 

1. INTRODUCTION 

The first science parks emerged in the US in the early 1950s (Link, 2003), as a crucial 

institutional innovation of the US innovation system. Science parks in the US created the 

preconditions for economic development in the coming decades. Thanks to science parks, the 

role of universities was highlighted, in terms of providing knowledge creation and the wide 

spread of innovation into the economy. The importance of universities as a knowledge-provider 

for business innovation is acknowledged (Bozeman, 2000) in the triple spiral concept as well 

as the open innovation concept (Chesbrough, 2006). Science parks represent the catalytic 

interface between traditional creators of (scientific) knowledge, such as universities, and 

industry. Science parks can also be defined as a technology transfer vehicle for modernizing 

(often regional) production systems. Other definitions consider science parks as real estate that 

combines scientific skills from universities. Despite some variation in the definitions, the 

science park is generally a physical site that differs from general property management by 

providing opportunities for the transfer of knowledge between industry and academia (Hansson, 

2005). As well as in the US, parks were created in many countries throughout the world. They 

were set up in particular to support regional development and industries, as well as to stimulate 

academia-industry interactions that would promote the emergence of new technology 

companies (Henriques, 2018). Currently, there are many parks within the European Union 

whose activities have almost doubled over the past 15 years (EC, 2013). The success of these 

parks has also inspired many non-European countries (Şimşek, 2016; Phan, 2005; Yang, 2009). 

In terms of strategic profiling, parks can be characterized by the specialization and services 

provided (McCarthy, 2018). First, specialization represents the focus on the specific industry 

or technology domain; it is strategic decision as to which kinds of companies are located in the 

park (Bergek, 2008). Specialized parks are able to provide highly specific technology solutions, 

making them more attractive across a particular industry that includes the companies located 

within parks. Companies co-located within specialized science parks have similar needs and 

interests, which encourage mutual cooperation and use of the same resources (Schwartz, 2010). 

The second dimension is the extent of services provided to firms (Breznitz, 2017). The parks 

can provide a wide range of services in different areas, and differ in the scope of services 
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provided to firms. The range of services may be broad or narrow, as in the case of specialization 

(McCarthy, 2018). By providing a wide range of services at favourable prices, the development 

of companies can be effectively stimulated (Vanderstraeten, 2016). However, possible negative 

consequences can be generated. For example, a firm’s dependence on the subsidized services 

is seen as a negative effect. This may affect its ability to survive in the real market, as start-ups 

in parks have higher mortality in general (Criaco, 2014), which may be associated with this 

effect. The main components of all parks that underlie their activities are as follows: real estate, 

technology transfer, and partnership amongst academia, the private sector and government 

(Link, 2003). Science parks carry out some or all of these activities, providing space for their 

tenants, especially for innovative start-ups which undertake applied R&D. For this reason, parks 

include business incubators, and also accommodate other non-R&D entities that support start-

ups (Link, 2003). The overall setting depends on the extent to which they meet the needs of 

tenant companies (Vanderstraeten, 2016). As these types of specific R&D infrastructures with 

high expertise specialize in technological domains, they are capable of promoting economic 

specialization and regional development. Therefore, they have become part of strategies for 

smart specialization, which is a concept broadly implemented across the EU. 

 

2. METHODOLOGY 

Slovakia is classed as a low-innovation economy; this means that it is driven by multinational 

companies, while local SMEs are not performing well due to their low innovation activities. 

The main goal of the research was to evaluate selected aspects of new unique comprehensive 

R&D infrastructures, namely science parks and research centres. These were created by the 

public R&D organizations, namely universities and the Slovak Academy of Sciences (SAS). 

The research was carried out by means of qualitative methods. The survey addressed all science 

parks and research centres, to which questionnaires with closed and semi-open questions were 

sent. Subsequently, in-depth interviews were conducted with parks/centres’ CEOs or financial 

managers. The questionnaire survey was carried out in two series from October 2017 until 

March 2018. This method of empirical research allowed the collection of both quantitative and 

qualitative data. The questionnaire survey was focused on the collection of basic information, 

as well as specific data in the area of provided services. After the questionnaire survey and data 

processing, direct in-depth interviews with representatives of individual strategic 

infrastructures took place from March to May. In case of any irregularities, telephone interviews 

with authorized representatives were carried out from September to December. 

 

3. MAIN FINDINGS  

University science parks and research centres were built in Slovakia thanks to European 

structural and investment funds, during the so-called 2007–2013 programming period. These 

EU funds allowed the creation of a total of 14 science parks and research centres; these may be 

considered strategic R&D infrastructures. From the budget perspective, research centres 

projects were half the size of science parks. The projects were mostly realized on the basis of 

consortia involving several organizations. Therefore, networking of public R&D organizations 

and the selection of specialized technology domains were carried out. For example, the 

Research Centre of Advanced Materials and Technologies (Promatech) involves respected 

national universities, as well as the Slovak Academy of Sciences: these are the Institute of 

Materials Research of SAS, Institute of Experimental Physics of SAS, Institute of Geotechnics 

of SAS, Institute of Materials and Machine Mechanics of SAS, Technical University of Košice, 

and Pavol Jozef Šafárik University in Košice. The support did not determine the preferred 

technological areas; rather, these were selected by the consortia, who identified their R&D 

strengths that were suitable for prospective cooperation with the industry.  
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3.1. Promoting R&D commercialization 

The main goal of the parks/centres is to support the commercialization of R&D undertaken by 

the universities and the Slovak Academy of Sciences. For this purpose, some parks/centres 

established technology transfer offices or took advantage of university-wide workplaces. Some 

parks/centres have established brokerage offices, in order to catalyze networking and deepen 

cooperation with the businesses. In addition, another way to commercially utilize R&D results 

has been promoted, through the development of start-ups and spin-offs. To achieve higher 

interaction with the industry, Promatech established regional branches in Žiar nad Hronom, 

near to the strong and long-established aluminum clusters. This branch includes the full 

technology facilities required by the aluminum sector, as well as a technology transfer office. 

Moreover, staff have been trained to efficiently deal with cooperation, broadly defined 

innovation activities, the protection of IPR, and supporting technology transfer. In addition, 

specialized business incubators have been established in several parks/centres in order to create 

preconditions for innovative technology-oriented start-ups that will commercialize R&D, as 

well as for other businesses wishing to address innovative projects and acquire unique 

technology capacities. Some incubators are specialized in selected technology domains. For 

example, the University Science Park of the Slovak University of Technology in Bratislava has 

set up a new ICT incubator. In order to maximize the possible effects, the incubator is directly 

located in the premises of the Faculty of Informatics and Information Technologies. Hence, it 

is easily accessible to researchers and students with business ideas. Furthermore, a 

biotechnology-oriented incubator was established by Comenius University in Bratislava.  

 

3.2. Cooperation 

The parks/centres have created the conditions for cooperation, despite a relatively short 

existence. At the time of the survey, various organizations directly operated in their premises, 

especially researchers and various SMEs. Large businesses were not directly operating there 

(Fig. 1). Unique technological capacities were also made available to other types of 

organizations, such as variety of public or private R&D organizations. Managers consider that 

the unique technologies available at the parks/centres, with a direct connection to other 

technologies/teams at the relevant university, are the main attractor that stimulates cooperation 

with other organizations, specifically SMEs. 

 

Figure 1: Number of cooperating entities 

Source: EC, 2013; own research 

 

Likewise, parks/centres have cooperated with various organizations that do not directly operate 

in their premises. In this way, they most closely cooperate with small and medium-sized 

enterprises. There was also a high level of cooperation with various founder’s units.  
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The cooperation was also relatively intensive with large enterprises as well as other public R&D 

organizations (Fig. 1). All parks/centres expect a boost in the direct involvement of various 

R&D organizations, such as enterprises and other R&D organizations, which will use their 

technological capabilities. This implies a gradual intensification of cooperation with market 

actors. All parks/centres carry out various activities in order to stimulate this kind of 

cooperation, and broader commercialization of R&D is broadly undertaken by universities and 

the Slovak Academy of Sciences.  

 

3.3. Services provided 

Similar types of infrastructures in other countries provide a wide range of services. In general, 

the services provided differ according to the type of park, technological focus, as well as the 

development stage. Mapping at European level has divided the services provided into three 

categories: i. Professional Business Support and Innovation Services; ii. Property-related 

Services; and iii. Social and Recreational Services (EC, 2013). Slovak parks/centres also 

provide a wide range of differect types of services in these categories. The first category, 

Professional Business Support and Innovation Services, includes consulting, business 

development, IPR and fundraising. The most European parks (EC, 2013) provide networking 

(83.9%), business development (79%), assistance with venture/seed capital funds (77.4%), IPR 

consultancy (66.1%), and accounting, legal and related services (62.9%). Slovak parks/centres 

provide services to a much lower extent than the EU entities (Fig. 2). Most of them provide 

networking (57.1%), training courses (42.9%) and IPR (42.9%). Only 7.1% provide assistance 

with other venture/seed capital funds. It is expected that all types of services provided would 

increase over the next five-year period. A greater increase is expected in the provision of 

accounting, legal and related services (50%), but also in assistance with other venture/seed 

capital funds (21.4%). A significant boost of venture/seed capital needs is linked with the 

increased commercialization, via start-ups and spin-offs that will need external funding. Within 

five years, it is anticipated that Slovak parks/centres will reach the level of their European 

counterparts in terms of training courses (64.3%). It is also indicated that innovative enterprises 

will need support in knowledge and skills development.  

 

Figure 2: Professional Business Support and Innovation Services (%) 

Source: EC, 2013; own research 
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Within the second category, Property-related Services, a variety of services relevant to property 

management are provided. At European level (EC, 2013), most parks offer services related to 

the provision of meeting-rooms (93.5%) and conference rooms (91.9%). More than 50% of all 

European parks also provide other services in this category. Mainly meeting rooms (57.1%) 

and conference rooms (57.1%) are provided by the Slovak ones (Fig. 3). There is also expected 

to be the greatest increase in the five-year horizon (78.6%). It is assumed that event planning 

will be provided by an above-average number of Slovak parks compared to the European 

average, within five years. According to managers, these types of services are important for 

businesses settled within their premises, as well as for external organizations. The provision of 

a specific broad range of services in a competitive manner is one way to stimulate cooperation.  

 

Figure 3: Property-related Services (%) 

Source: EC, 2013; own research 

 

In the third category, Social and Recreational Services, European parks provide various services 

with additional added value. At European level (EC, 2013), most parks provide dining options 

in restaurants (62.9%); this is not currently provided by Slovak ones (Fig. 4). Within a five-

year horizon, this additional service is planned for implementation in Slovakia. In addition, 

while kindergarden (27.4%) or various sport facilities (40.3%) are available at the EU level, 

these are not significantly represented in Slovakia (kindergarden 7.1%, sport facilities 28.6%), 

also in five years.  

 

Figure 4: Social and Recreational Services (%) 

Source: EC, 2013; own research 

 

It can be concluded that Slovak parks/centres provide a wide range of services, such as are 

standard in developed countries, despite a relatively short period of existence. A boost to the 

services provided is expected in the immediate future, which will lead to increased satisfaction 

of the internal as well as external customers.  
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3.4. Specialization  

In order to execute efficient R&D-related funds planning, the concept of smart specialization 

strategies (RIS3) has been widely implemented at EU level (EC, 2012). This concept was a 

significant impulse at national level, which shifted policy focus from the traditional science-

oriented priorities to market-oriented needs, as well as addressing crucial challenges such as 

Industry 4.0. The national Research and Innovation Strategy for Smart Specialisation of the 

Slovak Republic was approved in 2013. The strategy’s broad vision is defined as follows: To 

drive a structural change in the Slovak economy towards growth, based on increasing 

innovation capability and R&D excellence, in order to promote self-sustaining growth in 

income, employment and standard of living. The strategy’s vision is intended to be achieved 

through the following strategic objectives (RIS3 SK, 2013): 

1. Deepening the integration and embeddedness of key major industries; increasing local 

value, added through the cooperation of the local supply chains; and turning local supply 

chains into embedded clusters  

2. Increased contribution of research to the economic growth, via global excellence and local 

relevance  

3. Creating a dynamic, open and inclusive innovative society as one of the preconditions for 

the increase in the standard of living  

4. Improving the quality of human resources for an innovative Slovakia 

 

The development of RIS 3 was the so-called ex-ante condition for obtaining European 

Structural and Investment Funds resources for the 2014–2020 programming period. The aim of 

this approach is to deliberately identify a limited number of priority areas to which sufficient 

resources are subsequently allocated. Based on the national RIS 3, the Operational Programme 

Research and Innovation was prepared, with an allocation of EUR 2.3 billion. In 2017, the RIS 

3 Implementation Plan was developed to identify the technological priorities in detail (IP RIS3 

SK, 2017). Five domain platforms have been created for this goal: 

• Vehicles for the 21st century 

• Industry for the 21st century 

• Digital Slovakia and the creative industry 

• Population health and health technologies 

• Healthy food and the environment 

 

Parks/centres carry out a number of different types of R&D activities that are in line with the 

focus of all domains. This means that parks/centres have the potential to contribute to the 

fulfillment of objectives in all priority areas under the national RIS3. Most of the parks/centres 
reported specialization in multiple domains. Most of them (9) operate only in the Population 

Health and Health Technology domain. The smallest number are operating in the domain of 
Healthy Food and the Environment. 

 

Domain No. of parks/centres 

Vehicles for the 21st century 8 

Industry for the 21st century 8 

Digital Slovakia and the creative industry 5 

Population health and health technologies 9 

Healthy food and the environment 5 

Table 1: Specialization in strategic Domains 

 

A total of four parks/centres carry out R&D only in one domain; these are exclusively 

biomedical-oriented organizations, which means that they are highly specialized entities.  
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Only one park carries out research in three interlinked domains: this university science park 

operates in automotive, engineering and digital technologies. Two parks of the largest Slovak 

universities operate across all domains defined by the national RIS3. 

 

Figure 5: Distribution of parks/centres in domains 

Source: EC, 2013; own research 

 

These results indicate a relatively high specialization of parks/centres, as ten of them are dealing 

with a maximum of three domains. According to the responsible managers, parks/centres would 

specialize more in carefully identified technology areas, in line with the intensive cooperation 

with high-tech companies. They could specialize according to the companies’ needs, their 

business ideas, as well as their development stage (e.g. start-up versus mature companies). This 

type of selection is commonly used for incubators and accelerators (Bergek, 2008). In addition, 

they can specialize in specific sectors (Vanderstraeten, 2016), and possess complementary 

assets, such as university expertise, anchored tenants’ knowledge, or capacity in a local/regional 

environment. 

 

4. CONCLUSION 

In the Slovak Republic, 14 science parks and research centres were built with the aid of 

European Investment and Structural Funds. These entities are new types of infrastructures that 

represent a significant institutional innovation in the Slovak Republic’s national innovation 

system. Almost EUR400 million was invested in technology-oriented capacity building. The 

established science parks and research centres are in line with the domains of specialization 

intended for the implementation of the National Smart Specialization Strategy. Therefore, they 

have the potential to contribute to the fulfillment of the national R&D objectives, as well as to 

support development of the economy at national as well as regional level. They cover all areas 

defined in the national smart specialization strategy. In particular, biomedical-oriented 

parks/centres are showing a higher degree of domain specialization. Various organizations – 

mainly universities’ own researchers, other public R&D organizations and innovative SMEs – 

are directly active in these premises. The main task of the parks/centres is to support the 

commercialization of the results of R&D activities, and to cooperate with innovative 

companies. Therefore, they carry out a number of different activities, and  have established 

technology transfer offices and regional brokerage centres. In order to better reflect the needs 

of the real economy, a regional branch of one centre near an aluminum cluster was created. This 

market-oriented approach allows higher interaction with local technology companies. In 

addition, the parks/centres operate incubators to support the creation and development of 

innovative start-ups and spin-offs, with some incubators specializing in ICT or biotechnology. 

Parks and centres provide a wide range of different services designed for a variety of actors. 

The structure of Property-related Services and of Business Support and Innovation Services 

depend on the technology focus and broader strategy of the individual park/centre.  
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Most of the parks provide key services in the field of networking, as well as training courses, 

IPR, meeting rooms and conference rooms. Relatively few parks provide services in the field 

of assistance with other venture/seed capital funds; this is mainly due to insufficient deal flow. 

Slovak parks/centres provide the services provided in European parks, in all categories. 

However, these services are provided by fewer parks compared to the EU ones; the main reason 

is that they are still in start-up phase.  
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ABSTRACT 

Climate change has become one of the world’s greatest problems and is widely recognized as 

the world’s most important environmental issue. In this study, we try to understand the complex 

system of the renewable energy sector of entrepreneurial initiative. There is a radical threat to 

the energy sector and while renewable sources gain exponential momentum and become more 

and more incorporated into the energy mix, there is an increasing need for energy experts to 

manage change with both the technical understanding and the mentality of business innovation, 

and therefore take full advantage of an emerging world of possibilities. The article aims to 

examine what are an entrepreneur’s key motives in this field and what factors affect the process 

of creating a project for renewable energy. Moreover, the paper tries to present a conceptual 

model of sustainable entrepreneurship in the renewable energy sector while taking into account 

the power of innovation.  

Keywords: Renewable Energy, Entrepreneurship, Innovation, Climate Change 

 

1. INTRODUCTION 

The threat of climate change has led in recent decades to a growing drive for companies 

operating in the energy sector to find sustainable ways to meet energy demand. This move has 

led to a rapid rise in the deployment of variable renewable energy capacity, such as wind and 

solar, in the energy markets, resulting in an explosion of companies (and technology) seeking 

to compete in the historically slow-moving and highly vertically integrated energy distribution 

market (1, 2). Such new entrants bring with them new business models for how companies 

build, develop and capture value, trying to address somewhat the gap between business as usual 

in the energy sector and a fully renewable build energy sector. In addition, national strategic 

energy strategies for the adoption of renewables and the transition to a zero carbon free emission 

system (3, 4, 13–18, 5–12) do not usually discuss the potentially dramatic changes expected by 

energy utilities and suppliers to implement variable renewable energy and to reach government 

renewable goals, nor the effect this will have on the economic viability of their business models 

(19–24). Similarly, although many traditional energy utilities have built strategic company 

visions around increasing their use of renewable resources in the energy mix, few provide 

concrete steps to adjust their business models to the future-proof, let alone profitable, of their 

companies against a sustainable energy future (the European Union is though committed to 

become climate neutral by 2050 and it has proposed the Climate Law –  the legal expression of 

European Union’s political engagement, which sets us on the road towards a more sustainable 

future, the heart of the Green Deal, and it gives European industry and investors the 

predictability and transparency, as well as guidance to EU’s green growth strategy, ensuring a 

smooth and equitable transition for every Member State). In view of the emergence of new 

business models for energy utility and along with the incentives give to SMEs and entrepreneurs 

in the field, this paper seeks to examine the different business models currently employed by 

companies operating in the energy utility area, both conventional models and those emerging 

by companies trying to fulfil the role of energy utility. An important prerequisite for achieving 

sustainable socio-economic systems is the transition from fossil fuels to renewable energy 

sources (RES). In particular, the intertwined problems of climate change and depletion of fossil 

fuel require active action towards a rapid transition to RES (25–32).  
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This transition is very difficult for developed industrialized countries, where energy 

consumption has risen 10-15 times since the Industrial Revolution and is currently dominated 

by fossil fuel resources, as well as for so-called “developing” countries due to their lack of 

financial resources and expertise while facing rapid rises in energy demand and transition 

towards RES. For example, the latest data from the European Union regarding the share of 

energy from renewable sources in gross final energy consumption (33) reached 18% in 2018 

and it is more than double compared to 2004 when it was 8.5% (Figure 1). 

 

Figure 1: Share of energy from RES in the EU Member States 

Source: Eurostat, 2020 

 

2. ENTREPRENEURSHIP IN RENEWABLE ENERGY 

We used to hear in the past century that “business means business”. What that meant was that 

money for profit and shareholder trumped over employee health or environmental protection. 

To some, this laissez faire mentality may have built a foundation to prosperity, but for many 

significant social costs and for the planet enduring environmental costs. Corporate social 

responsibility has been all the rage for many years as it meant for a company to align its 

activities with social values. We’re in a different era now, where other things matter. Over the 

last fifty years, the role of entrepreneurship in society has changed dramatically. The value of 

entrepreneurship seemed to fad off during the immediate post-World War II era. A generation 

ago, the entrepreneurial firm did not seem to be influential in the approach of public policy to 

boost growth and create employment within the framework of regional clusters. It was 

presented to the public, for example Servan-Schreiber cautioned of the “American Challenge” 

in the context of the “dynamism, organisation, innovation and boldness that characterize the 

giant American corporations” (34) in proposing a new public policy strategy to foster growth 

and international competitiveness at European level.  Since giant companies were regarded as 

the engine of development and innovation, Servan-Schreiber supported the “creation of large 

industrial units which are able both in size and management to compete with the American 

giants”(34). In recent years, the condition has been completely reversed as entrepreneurship has 

become known throughout the world as an engine for economic and social development. 
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“Entrepreneurship is an economic phenomenon worthy of attention from those who worry 

about economic growth and particularly from those charged with sustaining that growth” (35). 

While the global population rises, finite-resource reality is creeping in. The energy needs will 

not forever be reliant on fossil fuels. Advances in technology have helped us to tap into reserves 

that were previously inaccessible but that only delayed the inevitable. Together with negative 

effects from fossil fuels, these concerns have generated an environmentally and socially 

conscious attitude between different groups of economic actors, including consumers, 

investors, companies and governments. Businesses and investors looking for gains have taken 

advantage of consumer interest in cleaner energy options and green business projects start to be 

encouraged by the government. Sustainability and sustainable growth are slowly gathering 

traction in public discourse, and in academic research, with more focus and respect. The need 

for “traditional” entrepreneurship is still needed and crucial to the ongoing growth of profound 

innovation and market change, but a new generation of entrepreneurs emerges. A permanent 

shift in the creation of communities is needed to guarantee an enduring potential. Sustainable 

development is crucial not only to the long-term well-being of the environments, but also to 

curving the inevitable slow decline of the human race. Environmentally and socially responsible 

economics is imperative. Sustainable development sets the foundations for an emerging new 

area of entrepreneurship-Sustainable Entrepreneurship which represents aspects of 

environmental, economic, and social sustainability in a holistic approach to a venture start-up.  

 

3. INNOVATIONS IN RENEWABLE ENERGY SOURCES 

Fossil fuels are distinguished, given their impact on the environment, by favourable physical-

chemical characteristics (e.g., high power density, storable, inert under normal environment 

conditions, etc.) enabling stable, high-quality energy flows that easily supply human societies. 

By comparison, RES are typically characterized by lower power density levels, their usage 

competes with other biosphere processes, while those with higher potential (i.e. wind, solar) are 

critically impacted by their intermittency and volatility (36, 37, 46–53, 38–45). However, 

because of their modularity and capacity to produce energy at a local level, RES offer a crucial 

transformative ability from a social point of view, allowing for the creation of local, democratic 

and participatory bottom-up initiatives from citizens. Thus, RES’ mutual ownership allows for 

the democratization of access to resources (or means of production), and therefore has the 

ability to contribute to the energy transition in a way that is far more meaningful than a mere 

technical fix (25, 54, 62–70, 54–61). Energy systems undergo quick changes to meet the rising 

volumes of integrated renewable energy, such as wind and solar. Recent years have seen 

massive development of RESs. Privatization, the unbundling of the energy sector and financial 

incentives and energy related policies have helped boost this progress. For example, in 2016, 

RES generated 24.6 per cent of United Kingdom’s gross electricity consumption, mainly from 

onshore and offshore wind farms and solar photovoltaic plants, representing 44.9 per cent and 

12.5 per cent of the total RES capacity installed at 35.7 GW, respectively (71). RES are variable, 

difficult to forecast and dependent on weather conditions, thus posing new challenges in the 

management and operation of electricity systems, as more flexibility measures are needed to 

ensure safe operation and stability. These measures include integration of fast-acting supply, 

demand response and energy storage facilities. In addition to the improvements that have been 

triggered by energy distribution and renewable resources, energy systems are at the edge of the 

digital age. The massive deployment of smart meters in numerous countries has shown that they 

are ready to commit for change in the digital technology transformation era, Industry 4.0 (72–

77). Energy systems will need significant investment in meeting ambitious targets for reducing 

emissions. The EU alone is expected to require €200 billion per year for generation, network 

and energy efficiency development (78) for the transition to a more sustainable and stable 

energy system. Upgrades to the power grid in the US will cost $2 trillion by 2030 (79).  
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Tasks that are increasingly daunting as energy systems evolve, to become more dynamic, 

decentralized, complex and ‘multiagent’ with a growing number of actors and possible actions, 

need to be adopted to mitigate needed investment. Enhanced communication and data sharing 

between different parts of the power network is increasingly necessary, making it more difficult 

for central and operation management. In order to accommodate these trends of decentralization 

and digitisation, local centralized control and management techniques are required. One of the 

most promising global innovations in recent history to tackle the problem of sustainable energy 

supply can be seen the transition to renewable energies (80, 81). Renewable energies deliver 

though two significant benefits: they are fairly clean, and they can be used in a decentralized 

manner (82). Although the first advantage is widely known, it seldom receives the attention it 

deserves. Decentralization has also played a crucial role in the energy transition, as private 

households and businesses have invested in self-consumption solar systems to reduce their 

energy bills. It leads though to a more competitive energy industry, and energy supply 

“democratization”. The democratization, in addition to conventional energy companies, brings 

new entrants to energy markets. The rise of Renewable Energy Cooperatives (RECs) can be 

considered as one of the most prominent current trends. Based on the well-known idea of 

cooperatives that originated in Europe in the 19th century (83), RECs offer incentives for 

individual citizens and businesses outside the energy industry to, on one hand, combine 

resources and become renewable power producers, and, on the other, engage in cooperative 

energy usage. RECs have gained ground in many countries thanks to the growing international 

recognition of renewable energy resources. For example, the European federation for renewable 

energy cooperatives (REScoop) currently has 1500 RECs as members within its federation, and 

a total of 1,000,000 European citizens (84). 

 

4. KEY RESOURCES FOR A SUSTAINABLE ENTREPRENEUR 

The development of a private profit-making company is not limited to entrepreneurship. In a 

variety of contexts, entrepreneurship and entrepreneurial innovation, including small or large 

corporations, non-profit organizations and government agencies, are commonly assumed to be 

individuals who establish new business enterprises and gain private benefit, while it can be 

concentrated on a local, regional or international marketplace. Entrepreneurship that focuses on 

value for society is often called a social entrepreneurship (85–90), while entrepreneurship 

focusing on value creation, both personally and privately, is simply called entrepreneurship. 

Addressing ecological and social concerns would create economic and social incentives. This 

is one of the core philosophies and a subject of this paper. Sustainable companies may help 

address the concerns of society, while providing business owners with profit-making 

opportunities. Therefore, the sustainable industry is primarily about improving business 

practices as the successful businesses concentrate on developing innovative products / services 

/ activities that resolve or alleviate current environmental and social concerns. Performance in 

adopting sustainable business practices depends on innovation and entrepreneurship, the core 

subjects of this paper (an apparently more and more debated in current times). Entrepreneurship 

and creativity / innovation, in many specific sustainable business contexts, are important. These 

are crucial to the success of start-ups that provide innovative solutions to the environmental or 

social challenges we face nowadays. Entrepreneurship and creativity are also of great interest 

for mature and notorious companies. Companies pursue sustainability entrepreneurship for a 

number of purposes like improving their brand identity and reputation, or simply financially 

gaining from becoming industry leaders in corporate practices that reduce environmental and 

social impacts in their operating sphere. Some also engage in corporate innovation which affects 

meaningful societal change (also there are individuals that engage in social entrepreneurship, 

pursuing to change the society we live in today and aiming for the grated good – such an 

example can be Bill Drayton who is regarded as one of our time’s most influential and 
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innovative social entrepreneurs, who in 1980 founded Ashoka which aims to find and support 

social entrepreneurs globally). If we are to talk about successful entrepreneurial initiatives, they 

require quickly and efficiently mobilizing a wide range of capital. All entrepreneurial projects 

must have resources such as capital, talent, and know-how (e.g., accounting, finance, 

operations, management, legal, and regulatory), equipment, and facilities (91). Successful 

entrepreneurial initiatives might even require quickly and efficiently mobilizing a wide range 

of capital. Although management teams need to be hired fairly quickly, usually one or two 

individuals are driving the entrepreneurial process initially through hard work and 

determination to succeed. The business team becomes the key factor as the business grows, as 

the expertise, knowledge, and capabilities of the entrepreneur must be improved and 

complemented by the talents of other team members. Before beginning every new 

entrepreneurial venture, it is important to have sufficient financial resources; this is no different 

for tackling a sustainable business operation. Funding may come from a range of sources while 

typically, when there are expectations for high growth in the industry, a new business may 

attract private investors. Of this reason, clean technology is a business field that could 

potentially draw investors. Above all the tools listed above, which are critical in the 

entrepreneurial phase, there is a single most important factor in the shoes of the individual 

entrepreneur – their ability to recognize a market opportunity and create an innovative solution 

to that opportunity with market potential, to get a product or service out, to sell to consumers, 

to assemble an organizational team, and to gain confidence, is the core of each new 

entrepreneurial endeavour, as they need to be passionate, inspiring, motivated, and willing to 

do what they do and engage to do in the future. There are various studies made on this subject 

and field, but the profile of an energy entrepreneur role model in terms of key demographics 

and competencies developed by EIT InnoEnergy can be found in Figure 2 (92), and it comprises 

the data collected from five different European regions – namely, Iberia (Spain and Portugal), 

Benelux (The Netherlands, Belgium and Luxemburg), Scandinavia (Sweden and Finland), 

France and Germany – from a total of more than 800 entrepreneurial profiles.  
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Figure 2: The profile of a sustainable energy entrepreneur 

Source: EIT InnoEnergy, 2020 

 

Being though a successful entrepreneur is not easy and success is not guaranteed, as it needs 

extensive experience across a number of functional areas – finance, accounting, policy, 

marketing, management and operations, and strong interpersonal competencies. There are also 

significant risks and the probability of failure is significant. Therefore, an important part of 

being an entrepreneur is risk assessment and management. An entrepreneur comes also with 

the skills of being competitive and persistent. As an entrepreneur, difficulties and difficult times 

will always occur and it is important for businesspeople to survive the difficult times and to 

work persistently to achieve success. Entrepreneurship as an attitude, or sort of behaviour, is 

well adapted for sustainable business practices. Entrepreneurship is continuously looking for 

creative ways to protect the environmental or improve social conditions in sustainable business 

practice by providing new goods, services or approaches that reduce hazardous activities and 

at the same time generate profits for the entrepreneur. 

 

5. CONCLUSION 

In recent years, a number of developments have come to the fore which could potentially 

revolutionize the energy technology worldwide. In addition, customer and investor interest in 

the renewable industry has grown, factors that make it a mature market for entrepreneurial 

success, provided one has a worthy concept and strategic execution plan. There’s also a variety 

of end users of renewable energy technology. They include private households, corporations, 

governmental agencies, and public utilities.  
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End users can use public incentives and can also affect public discourse and procurement 

strategies, regulations, mandates and policies. Above all, green companies and sustainable 

pioneers have an impact on their choices regarding new products and services. As end-users are 

becoming more aware of the impact of a product on the environment from manufacturing to 

discontinued use, customers might need cleaner production processes and recycling facilities 

for the end of the life of a product. And this provides a business / entrepreneurial opportunity. 

Moreover, innovation, as a further commitment towards it, will lower the barriers and costs of 

pollution and efficiency standards in public policy, and this can also be true for some policies 

to tackle social injustices (e.g. innovations that increase workers’ productivity and output and 

can lower the costs of increasing minimum wages). Entrepreneurship and innovation, the 

concepts that go hand in hand nowadays, also need success in sustainable entrepreneurial 

practices. This paper provided an overview of entrepreneurship and innovation in terms of 

sustainable development as the trend nowadays is on delivering new products and services as a 

response to societal issues for a sustainable and proactive way to answer to climate change and 

all other issues mankind is facing nowadays that threat the smooth existence of future 

generations. The value of entrepreneurship and innovation also extends to businesses that 

change the way products and services are created. Innovative practices and entrepreneurship 

can be used by the latter to build their brand identity and to be market leaders in doing things 

that generate mutual value for society and their companies and also contribute to improvements 

in practices in their industry and entire society in the long run. 
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ABSTRACT 

The internet has developed new ways of customer-firm interactions by changing the way 

services are delivered to the customers. For Pakistan, though, the reception of such patterns 

has been increasingly problematic. As admiration for online shopping cherished in Pakistan 

several online websites popped up. Different variables are accountable to make a customer to 

shop online, which is enormously helping the IT businesses in Pakistan to prosper. After the 

adoption of online shopping in Pakistan, the main concern is to create customers satisfaction.  

The aim of this paper is to present conceptual framework which identify and access the 

perception of online shopping customers through the identification of factors having impact on 

customer satisfaction. The motivation behind this study is to comprehend a model of web-based 

shopping just as to bring up the real determining elements towards consumer satisfaction. The 

customer satisfaction is the most important factor towards the development and expansion of 

online stores. 

Keywords: Information Quality, Website Design, Responsiveness, Privacy, Price, Delivery, 

Customer Perceived Value, Customer Satisfaction 

 

1. INTRODUCTION 

The entry of the web has completely changed the manner in which businesses are directed 

worldwide. Nowadays, users have a great network through which they can keep themselves in 

touch with various online businesses. One of the options accessible to them is that of electronic 

commerce, which can be characterized as an electronic atmosphere where purchasers and 

dealers meet to trade certain goods and services. Electronic commerce is forcefully altering the 

means for shopping. Nowadays, individuals are more enthusiastic to utilize technology in every 

single field of their life, hence integrating advancement in their purchasing procedure too. 

Fundamentally, the idea of online store was extended in 1990‟s Chen and Chang (2003). When 

contrasted with regular or conventional shopping there has been a move towards internet 

shopping because of simplicity, luxury, suitability, cost sparing and effectiveness. Web based 

shopping is turning into an appropriate method of buying, regardless of whether you're at home, 

in office, or in another nation. This is particularly valid for established nations, where each store 

has its site you can purchase from. This tendency to shop online is now emerging in the Asia 

also, particularly in Pakistan. Progression in technology has altered the way of delivering 

services to the customers and has also changed the way by which a firm and a customer 

interacts. Now the days are gone where one must go to the store for shopping. With the help of 

up-to-date technology now presence of customer is not necessary because services are provided 

over long distances without any physical presence. Online shopping is simplified by the 

availability of internet to the consumers (Rahi & Ghani, 2018a, 2018b). As admiration for 

online shopping cherished in Pakistan several online websites popped up.  
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It is astonishing but welcoming development and an appropriate means of spending due to its 

24-hour accessibility by the user as well as its worldwide range and well-ordered 

communication of consumer and retailer. Preceding few years there is a huge traditional shift 

of companies to online retailing (S. Rahi, 2017). This is due to the improved acceptance and 

obtainability of Internet to a large number of users that has directed several business units to 

have confidence in that now internet is irrefutable, an authentic and money-spinning network 

of sales. As indicated by Economic Survey of Pakistan  (2015-16), the number of internet users 

have arrived at 30.99 million as compared to 2.10 million in (2011-12). However, the internet 

entrance is 17.5% as per Internet Usage Stats, 2017. This development has generated the online 

retail industry and culture of web-based shopping like Daraz.pk, Kaymu, Shophive.com, 

Symbos.pk, Yayvo.com and some more. Numerous little online retailers have also made their 

entrance into digital markets. Statistics released by SBP sets the scope of e-commerce market 

at Rs99.3 billion in 2018 as compared to 51.8billion in 2017 with a yearly growth of 92 percent. 

The number of e-commerce payments have rushed 2.3-times while the figure of registered e-

commerce merchants has enlarged by 2.6 times. At the end of 2017, the number of total 

registered e-commerce merchants has enlarged to 905 as compared to 344 registered merchants 

in 2016 (Samar Rahi, 2018). Businesses in Pakistan have embraced e-commerce. Hundreds of 

retailers are now selling online goods to customers ranging from clothing to electronic 

equipment. Quick increase in trend to shop online in Pakistan has undervalued the significance 

of satisfaction of the customer which is an important factor to be kept in mind while scheming 

any online retail outlet. Customers will return if they must not be satisfied with their experience 

of online shopping (S. Kim & Stoel, 2004; S. Rahi, 2018a). For years, the satisfaction of 

customer has been so significant in this sector of online shopping. Generating customer 

satisfaction basically provides distinction and advantage over the competitors. A lot of factors 

can create satisfaction of customers by meeting customer’s perception concerning online 

services such as website design, information quality, price, delivery, response and 

confidentiality. Dissatisfaction among customers usually lead to loss of the customers and 

income. Dissatisfaction among customers arises if the quality of services being delivered 

doesn’t meet the perception of the customers. Therefore, to e- commerce the factors creating 

satisfaction of customers of online shopping in Pakistan is of prior significance. Perception of 

customer is basically customer’s perception regarding quality of online shopping services being 

delivered. Thus, customer’s satisfaction is created if perceived value of customers is positive. 

As, there is direct link between satisfaction of customer and performance of organization shown 

through research on satisfaction of customer and market orientation. So, if companies wanted 

to gain competitive advantage then there is a need to understand their customers completely, as 

a result they can provide services to their customers more competently and improve them 

uninterruptedly Garver and Gagnon (2002). Subsequently, to attain growth and share in the 

market, internet companies are required to know how to create customers satisfaction, in this 

choppy e-commerce environment McKinney, Yoon, and Zahedi (2002).To compute 

satisfaction of customers through online shopping, researchers have evolved and verified 

various factors, from various perspectives Szymanski and Hise (2000); Koivumäki (2001); 

Evanschitzky, Iyer, Hesse, and Ahlert (2004); S. Kim and Stoel (2004). Based on earlier 

researches, this research seeks to empirically evaluate the perception of customer playing the 

role of mediating variable in between online shopping services and customer satisfaction. This 

errand is cultivated by plotting a consumer satisfaction model in nature of internet business, 

perceiving key builds recommended by earlier examinations and building up a lot of theories.  

 

2. LITERATURE REVIEW 

Topic of satisfaction has been discussed extensively in the traditional retailing literature J. B. 

Mason and Bearden (1979);Oliver and Linda (1981);E. W. Anderson, Fornell, and Lehmann 
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(1994);Terblanche and Boshoff (2001);Ofir and Simonson (2007). Research on determining the 

constructs of customer satisfaction under the context of e-commerce is at an encouraging stage 

(Heiner, Gopalkrishnan, Josef, & Dieter, 2004; Rahi, Alnaser, & Ghani, 2019). The earlier 

studies have been providing extensive foundation to gain understanding regarding satisfaction 

of customer with respect to online shopping. From the viewpoint of purchasing process and 

retail expertise, few experimental studies have been conducted in context of online shopping to 

discover the fundamental determinants of customer satisfaction. Zhang, Prybutok, and Huang 

(2006); Yang and Fang (2004) have made several attempts to examine the satisfaction of 

customers when online services are provided to them. Various determinants have been 

examined in context of e-services to determine the impact of customer’s perception on its 

satisfaction (F. M. Alnaser, Ghani, & Rahi, 2019; Zhang et al., 2006).When online retailing 

sites are such ordered and directed that shopping is supposed to be very pleased for the 

customers then ultimately it will create customer satisfaction. Johnson, Nader, and Fornell 

(1996) suggested that services being provided to the customer’s on-line store, must be reliable, 

correct and based on up to standard data. Likewise, the information quality of a product has a 

positive impact on the satisfaction of customer, founded on the evidence provided by Johnson 

et al. (1996). Quality of information delivered by e-commerce markets is based on the 

wholeness, correctness, set-up and currency features Wixom and Todd (2005). Usually, it deals 

with trustworthiness, elasticity, incorporation, availability and appropriateness of an online 

system. Product quality, service quality, system’s design, product quality of software and 

quality of interaction between computer and human, are the various prospects through which 

information quality of online websites is monitored (F. M. Alnaser et al., 2018; Kuo & Chen, 

2011). In e-commerce retailing, the factor of privacy is also a critical concept Shergill and Chen 

(2005); Stead and Gilbert (2001). This is due to the expectation of customers who requires 

confidentiality of its financial and private data being shared with the retailer. Customer 

perceived value is an essential marketing and branding concept entrenched in equity theory. 

This concept is collaborating, relativistic preference and experience Holbrook (2005). To 

predict buying behavior of customer, the concept of perceived value is considered a firm 

paradigm R. E. Anderson and Srinivasan (2003). Therefore, the way customers perceive, 

increases their willingness to buy and decreases their search intentions for substitutes. Chia Chi 

Lin (2003) found that customer perceived value (saving money, convenience, time saving, 

prompt delivery, warranty and free home delivery) has a significant impact on satisfaction of 

customer. 

 

2.1. Customer Satisfaction 

Writing on satisfaction started in 1970’s Day and Hunt (1982). In this writing, to characterize 

the term, ‘satisfaction’ two words have been used. A Latin term of 'satis' signifying 'adequate' 

has been utilized to characterized initial segment of word satisfaction, though the subsequent 

part contains a Latin term of 'faction' which signifies 'furious to do'. In past investigations, the 

word itself has been utilized for level of solace and composure achieving from incorrect and 

immoral deeds Aigbavboa and Thwala (2013). The idea of satisfaction has been utilized in 

different disciplines in unexpected ways and associated to anybody of them: customers, sick 

persons, laborers and workers. Satisfaction has been significantly related to clients utilizing the 

items, in the field of marketing. A large portion of the work has been made regarding 

satisfaction. This topic has been pondered by merchant concerning its consumer values and 

assessments (Kim, 1997). Satisfaction is identical and equal for every user. This delineates that 

satisfaction is a subjective term rather than any typical term. It has been a mistaken belief that 

satisfaction is a feeling, rather it as an assessment of a feeling. Hoyer, Macinnis, and Pieters 

(2001) related satisfaction with acknowledgment, relief, enjoyment, contentment, and energy 

sensation.  
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Furthermore, it is suggested that satisfaction acts as a linkage in the purchasing procedure or 

occasionally it might function as a result of the purchasing procedure. Satisfaction has been 

determined by related factors when it is seen as an utilization action or a result, whereas 

satisfaction working as a procedure, indicate its precursors not simply the satisfaction Parker 

and Mathews (2001). Swan and Combs (1976) stepped up to relate the term performance with 

satisfaction. It has been suggested that either performance has a positive or a negative impact 

on satisfaction. Perceived value of performance can determine the positive or a negative effect 

on satisfaction when related with expectations. Satisfaction ends up being negative if perceived 

value of performance falls beneath expectations and similarly, satisfaction ends up being 

positive if the perceived value of performance falls above expectations. Oliver (1980) proposed 

expectancy disconfirmation theory which displays more relevant, proper and summed up 

meaning of this concept. As indicated by this concept, satisfaction of customer is related with 

the change in performance of the product. Distinction among expectation and perception of the 

performance of products leads to the satisfaction of customer. More prominent the expectations, 

more noteworthy the satisfaction of customer will be Aigbavboa and Thwala (2013). 

Satisfaction might be positive or negative disconfirmation. When perceived performance of the 

product or services ends up being better, as compared to expectations then it is said to be 

positive disconfirmation. Similarly, if the perceived performance of a product or services ends 

up being not as much as it what was expected then it is termed as negative disconfirmation. 

This concept basically, develops a link between satisfaction and the concept of expectations. In 

majority of the latest literature, this is the most broadly accepted explanation of satisfaction. 

Creation of satisfaction by the utilization of various rare assets of an organization turns out to 

be positive Bearden and Teel (1983). Satisfaction of customer is constructively connected with 

the retention of customer. Customer will perform various transactions, if he is satisfied with a 

specific vendor, which will lead the business towards development and progression Zeithaml 

(2000). 

 

2.2. Information Quality 

The actual D&M model was based on R. O. Mason (1978), modification of Shannon and 

Weaver (1949) numerical theory of communication, who determined three degrees of 

information: (1) accurateness and effectiveness of the framework producing information known 

as technical level, (2) capacity to move the expected message known as semantic level, and (3) 

its effect on the recipient known as effectiveness level (Shannon and Weaver, 1949). This 

theory was adapted by R. O. Mason (1978) for information system and therefore extended the 

level of effectiveness into three sub-classes: (1) receipt of data, (2) influence on the receiver, 

and (3) influence on the framework. Delone and McLean model for the achievement of 

information system is based on six variables: (1) quality of system, (2) quality of information, 

(3) use of system, (4) satisfaction of user, (5) individual’s impact, (6) organizational impact. 

This theory developed for information system postulates that the matchup between quality of 

data and information positively affects performance, in case the client experiences satisfaction 

and utilize the system (S. Rahi, 2018b). Quality of information involves the desired attributes 

(for example significance, exactness, appropriateness, fulfillment, comprehension, and 

availability) of the framework yields; that is basically web pages and reports of administration 

(Petter, DeLone, & McLean, 2013). For Akter, D’Ambra, and Ray (2013) quality of 

information performs an analytical part in building up an inspirational frame of mind toward 

the benefits of utilizing a particular IT. As a whole, quality of information incorporates the 

attributes of usefulness, appropriateness, completeness and accurateness Guo, Ling, and Liu 

(2012). Relationship between information quality of a product and online satisfaction of a 

customer has been analytically investigated by many researchers Szymanski and Hise (2000); 

Cho and Park (2001);X. Liu, He, Gao, and Xie (2008); Maditinos and Theodoridis (2010); Eid 
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(2011); Lin, Wu, and Chang (2011);Polites, Williams, Karahanna, and Seligman (2012);Guo et 

al. (2012);Dharmesti and Nugroho (2013); Khan et al., 2015). X. Liu et al. (2008) and Maditinos 

and Theodoridis (2010)have recognized that information quality of a product is a solid predictor 

of customer satisfaction.  During the search of information and valuation of substitutes clients 

extremely depend on the provided information. Quality information exhibited by the site helps 

clients in contrasting items, taking known decision regarding purchases and improving the 

security of transaction C. Liu and Arnett (2000);Park and Kim (2003); Lin, 2007). Positive 

relationship between information quality of product and online client satisfaction have also 

been recognized by (Khan et al., 2015). Eid (2011) determined that satisfaction and trust of 

customers is upgraded regarding online site, when the information provided through website is 

more precise and dependable. Moreover, X. Liu et al. (2008) research discovers that increased 

level of quality information will in turn increase customer satisfaction. This indicates that 

quality information has a positive effect on satisfaction of customer. Thus, we hypothesized 

information quality as: 

• H1a. Information quality has a positive influence on customer perceived value.  

• H1b. Information quality has a positive impact on customer satisfaction.   

 

2.3. Website Design  

Online customer satisfaction is associated with the characteristics of web design (Cho & Park, 

2001; Rahi, 2019). Lee and Lin (2005) experienced that the design of website had a positive 

impact on online customer satisfaction and perceived quality of services. Efficient design of 

website consists of capability of navigation as well as graphical attraction Cyr (2008). Spiller 

and Lohse (1997) indicate the impact of website design on online customer satisfaction. As 

stated by Szymanski and Hise (2000) the vibe related with the site and how it operates play an 

important role in determining the satisfaction of client regarding website. The current research 

work has additionally contended that another significant factor which guarantees the success of 

website is user friendly design Hsu, Chang, and Chen (2012). When website is quick, organized, 

systematic and simple to explore then shopping is supposed to be more satisfying and enjoyable 

Szymanski and Hise (2000). As per Dharmesti and Nugroho (2013) great web architecture 

requires perfect screen appearance, well-defined path of data and fast loading of data which 

will render web-based shopping increasingly pleasant to the clients and may influence 

satisfaction of customer. It was recognized further that, numerous attributes of website design 

have an impact on quality of services which as a result influences satisfaction of customers (D. 

J. Kim, 2012; Rahi, Abd.Ghani, & Hafaz Ngah, 2019; Rahi, Ghani, & Ngah, 2020). The impact 

of design of website on satisfaction of consumer has been considered broadly. Maditinos and 

Theodoridis (2010) determined that, an important determining factor of online satisfaction of 

consumer is the design of website. X. Liu et al. (2008) determined that website design has a 

positive relation with online consumer satisfaction and their results are compatible with the 

results of Szymanski and Hise (2000) and Eid (2011). The investigation of Szymanski and Hise 

(2000) further shows that ample struggle on design of website proves to be significant because 

clients' early reaction on website is determined through page structure, design and match of 

colours. Similarly, a well-made website catches the attention of client and enhance the 

opportunity of buying by increasing online customer satisfaction, Evanschitzky et al. (2014) 

have further examined this impact and determined that design of website is an effective 

indicator of online customer satisfaction. Thus, website design is proposed as: 

• H2a. Website design has a positive influence on customer perceived value. 

• H2b. Website design has a positive impact on customer satisfaction 
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2.4. Responsiveness 

In online atmosphere the rapidness of services providers responds properly to client is known 

as responsiveness (Hu, Wang, & Hung, 2012; Rahi & Abd. Ghani, 2018; Zeithaml, 

Parasuraman, & Malhotra, 2002). Sohn and Tadisina (2008) define responsiveness as readiness 

or eagerness of workers. In this research, responsiveness is described as quick reply to the 

request of clients and rapid processes. Responsiveness demonstrates how proficiently a firm 

tends to deal with queries of client and offer explanation for their issues. In this situation, it is 

necessary for firms to recognize the needs of client regarding their everyday tasks and make 

these processes secure and effective (Parasuraman, Zeithaml, & Berry, 1988; Rahi & Abd. 

Ghani, 2019b, 2019c). Researchers have discovered that responsiveness isn't just an essential 

factor of SERVQUAL model, yet it has an additional impact on satisfaction of customer (Al-

Azzam, 2015; R. Samar & Mazuri, 2019a, 2019b). Degree of consumer satisfaction is increased 

if workers respond actively to the queries of client Al-Azzam (2015). The level of 

responsiveness is greatly reliant on the attitude and conduct of representatives. Therefore, it is 

significant for firms to provide mandatory training to their representatives regarding consistent 

dealing of clients. Thus, it will bring about increased online customer satisfaction and better 

association with firms (Loke, Taiwo, Salim, Downe, & PETRONAS, 2011; Rahi & Abd. Ghani, 

2019a). Thus, we proposed following hypothesis: 

• H3a. Responsiveness has a positive influence on customer perceived value. 

• H3b. Responsiveness has a positive impact on customer satisfaction. 

 

2.5. Privacy 

Zeithaml et al. (2002) built up a seven-dimensional model known as e-SERVQUAL for 

determining quality of electronic services. The factors comprise of effectiveness, dependability, 

satisfaction, privacy, responsiveness, recompense and contact. The first four factors constitute 

the core of service quality model (F Alnaser, Ghani, & Rahi, 2018; S. Samar, Ghani, & Alnaser, 

2017). The dimension of privacy incorporates confirmation of secrecy of data of transaction, 

for instance, data of credit card (Zeithaml et al. (2002);Parasuraman, Zeithaml, and Malhotra 

(2005)). Securing people's recognizable data on the web is an important issue of privacy to be 

deal with. Selling and disclosing data of customer for the purpose of money-making were 

discovered to be the critical predictor of privacy and trust (FMI Alnaser, Ghani, & Rahi, 2017). 

As indicated by Schaupp and Bélanger (2005), in electronic commerce privacy can be termed 

as the readiness to share individual’s personal data over the web, which is necessary when a 

transaction is to be made concerning purchase. Numerous websites have set up policies 

regarding privacy in order to facilitate minds of people McGinity (2000). In context of online 

shopping, there are particular firms that confirm, audit and then declare policies regarding 

privacy (Rahi, Ghani, & Ngah, 2018; Ranganathan & Ganapathy, 2002). As per Pan and 

Zinkhan (2006), problem about privacy has a great impact on the trust of online customer with 

regards to the online retailer. Indeed, a few investigations state that the main problem in the 

extension of Internet shopping is the issue of privacy (Hoffman, Novak, & Peralta, 1999; Hou 

& Rego, 2002; Rahi, Ghani, Alnaser, & Ngah, 2018). It is understood that more the clients have 

a sense of security as well as assured of effective transactions or suitable reactions in the event 

of any trouble, the more positive is their approach towards the online framework and the more 

noteworthy is their level of satisfaction. Therefore, we proposed privacy as: 

H4a. Privacy has a positive influence on customer perceived value. 

H4b. Privacy has a positive impact on customer satisfaction. 

 

2.6. Price 

According to Zeithaml (1988), from the client’s point of view, “to obtain a product or a service 

the amount what is given up or sacrificed is termed as price". Bei and Chiao (2001) determined 
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that "the cost is characterized as what is forfeited or given up to obtain a certain product or 

service ", while Kotler and Armstrong (2012) proposed that "price is the sum of money being 

charged for the purpose of utilizing a certain product or a service ". Phillip and Keller (2012) 

and Kusdyah (2012) described price as a measurable factor which comprises of a number of 

indicators, for instance, reasonable cost, discounted cost, adequate cost, contender cost, and 

suitability of cost. As per Oliver (1997), depending upon the principle of equity the price is 

being judged by the customers in conformity to the quality of services being delivered to them 

which brings about satisfaction or dissatisfaction of customer. In a macroeconomic research 

based on seven industrial areas it was discovered that the perception of price impacts on client’s 

satisfaction (F. Alnaser, M. Ghani, S. Rahi, M. Mansour, & H. Abed, 2017; Fornell, Johnson, 

Anderson, Cha, & Bryant, 1996). In internet shopping, clients can't really observe or deal with 

the item: they are uncertain that what is displayed on the web is compatible with what is really 

gotten. In such an insecure environment, the perception of price plays a significant part in 

calculating the post purchase satisfaction of client as well as client’s intention to return (F. M. 

I. Alnaser, M. A. Ghani, S. Rahi, M. Mansour, & H. Abed, 2017; Crisp, Jarvenpaa, & Todd, 

1997; C. Liu & Arnett, 2000). As there is a positive impact of price on customer satisfaction 

so, firms should enhance their client’s satisfaction by meeting up their perception regarding 

prices and offering them affordable, economical, appealing and low prices (S Rahi, 2017; Rahi, 

Ghani, & Alnaser, 2017; R. Samar, Norjaya, & Feras, 2017). Thus, we advance the following 

hypothesis on price: 

• H5a. Price has a positive influence on customer perceived value. 

• H5b. Price has a positive impact on customer satisfaction. 

 

2.7. Delivery 

The delivery of services is linked with the aptitude and ability of the service provider to deliver 

certain products or services to the customer on time. It is essential as it will indicate towards 

the customer’s satisfaction and loyalty. Therefore, to deliver desired products and services on 

time proper planning as well as effective strategy is required [38]. In an investigation directed 

by (X. Liu et al., 2008), the problem of delivery is a very common observable fact prevailing 

in the atmosphere of online shopping and has a positive influence on shopping as well as 

satisfaction of customer. Delay in delivery of certain product or services leads to dissatisfaction 

of customer. Discoveries from various research work shows the positive impact of delivery on 

satisfaction of customer. Therefore, we proposed following hypothesis: 

• H6a. Delivery has a positive influence on customer perceived value. 

• H6b. Delivery has a positive impact on customer satisfaction. 

 

2.8. Customer Perceived Value 

Customer perceived value is a major marking idea established in theory of equity. This idea is 

collaborative, understanding and relativistic (Rahi, 2016b; S. Rahi & M. Ghani, 2016). The 

concept of customer perceived value is viewed as a firm standard to foresee purchasing conduct 

(R. E. Anderson & Srinivasan, 2003; Rahi, 2015). As a result, an increase in perceived value of 

customer reduces the intent of customer to look for another possibility, hence a long-term 

relationship is developed with dealers (Ghani, Rahi, Yasin, & Alnaser, 2017; S. Rahi & M. A. 

Ghani, 2016). Author like Chia C Lin (2003) discovered that perceived value of customer is a 

significant predictor of customer satisfaction. Customer perceived value and quality are the 

basic elements influencing the satisfaction of a customer, which further impacts the loyalty of 

customer (Rahi, 2016a; Rahi, Ghani, & Muhamad, 2017; Turel & Serenko, 2006). Thus, 

customer perceived value is hypothesized as: 

• H7. Customer perceived value has a positive impact on customer satisfaction 
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3. RESEARCH MODEL 

 

Figure 1: Research model 

 

4. CONCLUSION 

The main concern is to create customer satisfaction after the adoption of online shopping in 

Pakistan, so this research work basically adds value to the sparse literature by investigating 

online shopping customer satisfaction through a conceptual framework in e-commerce 

environment. This conceptual model identifies and accesses the perception of online customer 

all the way through identifying such factors having impact on customer’s satisfaction. 

Furthermore, this research model incorporates variables known as information quality, website 

design, responsiveness, price, delivery and customer perceived value as a mediator, having 

impact on the satisfaction of customers. Customers who buy online are more concerned 

regarding information quality, website design, responsiveness, price and delivery. All these 

variables positively impact on the satisfaction of customers. Other variables having impact on 

customer satisfaction such as customer trust, customer education, loyalty etc. needs to be 

examined. All this lays down the foundation for future research work. In order to make research 

work more representative and generalizable these parameters should be investigated at large 

scale. This study will help businessmen, retailers, merchants, customers and scholars. In order 

to get better understanding of customers in the context of online shopping, this research work 

can also be conducted in other countries. 
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ABSTRACT 

The idea represents a primary step towards entry into the entrepreneurial world; it is a core 

consideration which can result in future business ventures. However, in affirmation, there are 

numerous trials and corrections before the realisation of the idea itself, i.e. each idea does not 

necessarily result in a successful innovation. Mash-up represents an event of exceptional 

benefit for entrepreneurs, start-ups, educational institutions and creative people, i.e. target 

groups which have a common goal – evaluation of their own ideas as the basis for a successful 

entrepreneurial venture. The aim of this paper is to point to the significance of the Mash-up 

event as a creative and stimulating environment for development, evaluation and selection of 

successful entrepreneurial ideas in tourism. Apart from the actual testing of new ideas, this type 

of event represents a significant opportunity for development of creativity and innovativeness, 

potential participants’ skills and interconnection as a possibility for realising mutual business 

synergies in tourism. The potential is significant from the educational aspect and also due to 

the possibility of inclusion of educational institutions, linking with entrepreneurship, thus 

forming the basis for further research. For the purposes of identification and development of 

successful business ideas, three phases of evaluation of ideas in tourism were analysed in the 

paper (initial evaluation of the presented ideas, evaluation of development of ideas by mentors 

and evaluation of modified ideas through specific criteria), which is conducted by experts from 

the field of tourism, entrepreneurship, technology, economics and management, and which form 

a considerable basis for decision making on future successful business performance. The 

importance of mentorship and individual approach are tested in the paper and the event 

structure methodology is proposed, which contributes to innovations, development of 

individuals, tourism and entrepreneurship. The paper’s purpose and contribution follow from 

the afore-stated, i.e. presentation of an innovative model of development and evaluation of new 

ideas in tourism entrepreneurship, which contribute to the solution of challenges and to the 

development of micro and macro tourism environments. 

Keywords: business venture, creative thinking, entrepreneurship, idea development, 

innovations, Mash-up, start-up, tourism 

 

1. INTRODUCTION 

Modern business is characterised by prompt changes, intensive competition, fast transfer of 

information, globalisation and considerable spreading of new technologies. For the purposes of 

survival in the turbulent market and realisation of competitive advantage, each existing and 

potential entrepreneurial subject must direct and adapt its business and thinking towards the 

challenges which the “modern” market imposes before them. The adaptation to the “modern” 

market includes encouragement of innovations, which are the result of creativity, new ideas and 
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company networking. Creativity is a term which is usually used for the activity of formation of 

new ideas, approaches or activities, while innovation is a process of creation and 

implementation of the stated creative ideas in a specific context. Therefore, in this paper, we 

start from the theoretical definition of the very terms of creativity and innovativeness and the 

explanation of the process from creativity to innovation, i.e. development of entrepreneurship.  

Company development, as well as development of whole economies, is based on new products, 

on finding new markets and consumer groups and on implementation of new technologies. 

Creation of something new or implementation of something old in a new way is  creativity in 

itself, which is often mentioned as one of the important characteristics of entrepreneurs 

(Pupavac, 2015). Further to characteristics of entrepreneurship, i.e. entrepreneurs, the following 

F. Bahtijarević-Šiber’s (2008) notion is important: “The question of entrepreneurial talent, 

creation of conditions for their development, encouragement and implementation in the 

promotion of individual and social development becomes a key question of modern societies”. 

Creativity is wealth; there is no product or service in which an original idea could not generate 

value and create competitive advantage. Innovation and creativity are the main driving forces 

for any success (Srića, 2010). Development of entrepreneurship as a whole, as well as 

performance of the majority of companies, depends on creativity of the company management, 

creativity of staff and innovativeness of the overall organisation, i.e. the ability to generate 

innovative products and services in the market (Jakovljević, Radman Peša and Čovo, 2012). 

Each increase in the creativity competencies has a direct effect on the increase in efficiency and 

productivity and directly leads to greater profits. In every business it is of great importance to 

allow creative thinking which has a different approach to problem solving and, when such an 

approach is applied, the outcome can be both a useful and pleasant surprise. In the first place, 

it is a person who is creative, but a product or a process can also be creative, even the 

environment and the society as a whole. Creativity facilitates achievement of the difference 

between “mediocrity” and “excellence”, linking of seemingly unbondable phenomena and 

creation of new behaviour and work patterns. Creativity itself, therefore, consists of what we 

already know about business and on our openness and preparedness to combine and link already 

familiar phenomena to get a completely new, satisfactory solution (Matković, 2016). Creativity 

is everything that an individual does, what he thinks of and, if, through the process of 

evaluation, an original pioneering solution has been reached, we talk about innovation. 

Innovation is something new, something someone creative turned into a creation. Creativity is, 

therefore, discovery, while innovativeness is creation (Glasser, 1997). An idea represents a 

primary step in the process itself of development of innovation and can result in a future 

successful business venture. Each creative idea does not necessarily have to become innovation, 

but there is no innovation without creativity. Creativity is the basis for changes and is not 

sufficient as such if there are no inventive and entrepreneurial individuals (Matković, 2016) 

who will breathe a new life and soul into a creative idea, i.e. applicability and purposefulness 

in everyday life. However, there are numerous series of trials and corrections before realisation 

of the idea itself, i.e. every idea does not result in a successful innovation. By analysing 

experiences and evidence, as well as the history of great ideas, it can be concluded that some 

individuals brought ideas effortlessly, naturally and completely intuitively, while others came 

across ideas just by chance, owing to circumstances, “assisted” by luck. The largest number of 

important inventions were, however, born out of the combination of inspiration and hard work 

and perseverance to elaborate, defend and consistently build a path towards the final success – 

often despite strong opposition, unfavourable circumstances and even total rejection by the 

environment. There are two possibilities for each creative thought: to be accepted or rejected. 

Namely, it occurs that ideas do not manage to reach those for whom they are intended or, even 

better said, that they are not presented in such a way as to be accepted and, of course, later 

implemented.  
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Unfortunately, many good ideas are wasted or forgotten and rejected for different reasons, 

maybe even without any reason whatsoever (Matković, 2016). The idea becomes the main 

factor that leads some products to success. But in the multitude of ideas there are only a small 

number of those, which on their own or together with other ideas, can result in successful 

products, and only a few that are revolutionary and lead, through innovation, to exceptional 

results (Stevanović, Marjanović and Štorga, 2012: 1952). Starting from the above stated 

reflections and perceived problems, the main purpose of this paper is to propose a methodology 

for an innovative model of development and evaluation of new ideas in tourism 

entrepreneurship through a Mash-up event, which represents an important and central approach 

in the process itself from creativity to innovation, as illustrated in Figure 1. 

 

Figure 1: Process from creativity to innovation, i.e. process of entrepreneurship development 

 

Source: Authors 

 

Creativity represents a platform for consideration and development of ideas which can also be 

generated with different creative thinking methods. Once ideas have been generated, it is very 

important to make a selection of ideas which will be further elaborated and evaluated. One of 

the evaluation models is the Mash-up concept itself, which represents the core of this paper for 

realisation of successful innovation and entrepreneurship development. It is necessary to 

observe the development of entrepreneurs and entrepreneurial environment as a process which 

begins with creativity as a backbone of every creation. Endeavours of companies, start-ups, as 

well as of educational institutions, as institutions for the “creation of entrepreneurial profiles” 

should therefore be directed towards teamwork, creative thinking techniques, which, 

synergically, could result in new ideas and, ultimately, in innovations. A Mash-up event 

represents a crucial part of an integrated mechanism from creativity to innovation and 

development of entrepreneurship, i.e. a significant component in the phase of product 

development preparation, whose basis is networking and goal, evaluation and development of 

ideas as potential successful innovation. The term Mash-up can be interpreted as mess, mixture, 

i.e. fusion of different elements. Mash-ups are often defined by the type of content that they 

aggregate. A content Mash-up, for example, brings together various types of contents for 

presentation through an interface (Rouse, 2016). Analysing work on the topic of Mash-up leads 

us to the conclusion that the word itself primarily concerns a personal learning environment 

(Wild, Mödritscher and Sigurdarson, 2009), i.e. that it is more significantly associated with 

online learning platforms (Jarvis, Gauntlett and Collins, 2011), and that, from the aspect of 

digitalisation, can be defined as a Mash-up indicating a way to create new (Web) applications 

by combining existing data and services from several sources. In the past few years, Web 

Mashups have become a popular approach towards creating a new generation of customizable 

Web applications (Amine Chatti et al., 2009). However, in the context of this paper, we 

primarily focus on the combination of different elements, i.e. integration of different 

individuals, networked in the real environment which contributes to the development of 

individuals, groups, i.e. micro and macro environment. Creative environment is organised in 

the sense of events, where different subjects, from individuals, creative individuals, beginner 

entrepreneurs, i.e. start-ups, ICT experts, civil sector representatives, to developed 

INNOVATION 

  



51st International Scientific Conference on Economic and Social Development – Rabat, 26-27 March 2020 

 

145 

entrepreneurial subjects who, as their goal, have to improve their businesses by implementing 

innovative solutions and educational institutions, for the purposes of development and 

recognition of creative ideas, development of the skills of participants themselves and linking 

with entrepreneurship. The Event is directed towards different target groups, as an inspirational 

environment provides opportunities for transformation of innovative ideas into tangible results.  

Mash-up events are focused on activating the entrepreneurial talents and provide an opportunity 

to take raw ideas and turn them into successful innovations. With activation of entrepreneurial 

talent, the event also enables development of one’s own creativity to critical consideration of 

one’s own ideas, development of presentational and communication competencies, as well as 

innovation and teamwork skills. 

 

2. RESEARCH DESIGN AND METHODOLOGY 

In the phase of preparation for product development, i.e. the phase which represents the first 

part of the innovation process, participants do not have a sufficiently clear idea of what the end 

product will be like and not only in view of its appearance, but also in view of its functional 

and other characteristics. It is the large number of unknowns that present the biggest 

aggravating circumstances, but also the biggest creative opportunity. Classification, 

assessment, evaluation and selection of ideas are, therefore, carried out most often today based 

on the professional knowledge of reviewers, i.e. assessors (Soukhoroukova, Spann and Skiera, 

2010). Different approaches to idea assessment can be noted in researches. One part of 

researches addresses general idea assessment, i.e. idea assessment independently from a 

specific product. Such assessments are based on a small number of attributes, which is not 

enough for various cases of product development. The second part of researches deals with 

detailed and more precise assessments of attributes but is too strongly determined by the 

characteristics of specific products that it can hardly be considered as general. A considerably 

smaller number of papers deal with a general approach to idea description, assessment and 

comparison, as well as qualitative and quantitative evaluation of ideas for the purposes of 

product development. It can, therefore, be concluded that there is a certain gap in researches, 

especially in consideration of the problem of idea description and selection (Stevanović, 2012). 

As a consequence of the previous conclusion, in this paper, definition of idea assessment 

methodology using a creative Mash-up event is examined by means of the research key field, 

i.e. the selection and recognition of those ideas which can contribute to product development, 

improve the process of decision making during the preparation for product development and, 

ultimately, lead to development of entrepreneurs and entrepreneurship. The paper analyses the 

applicability of Mash-up methodology in evaluation and development of entrepreneurial ideas 

with the focus on tourism.  For the purposes of identification and development of successful 

business ideas, three phases of idea evaluation in tourism are analysed in this paper (initial 

evaluation of presented ideas, evaluation of idea development by mentors and evaluation of 

modified ideas through certain criteria), conducted by experts from the fields of tourism, 

entrepreneurship, technology, economics and management and represents an important ground 

for making decisions on future business performance. The significance of mentorship and 

individual approach are tested in the paper and the methodology of event structure is proposed, 

which contributes to innovations, development of individuals, tourism and entrepreneurship. 

The purpose and scientific contribution of the paper, presentation of the innovative 

development model and evaluation of new, i.e. modified ideas in tourism entrepreneurship, 

which contribute to the resolution of challenges and to development of the micro and macro 

tourism environment arise from the above stated. The research, as a part of applied researches, 

has a theoretical goal which is directed towards formulation and proposal of the methodology 

of evaluation and idea development, as a contribution to the product development theory, which 

can serve for improvement of the decision making process in the early phase of product 
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development and a practical goal, as development of the idea evaluation system based on the 

defined methodology through an innovative Mash-up event. The research methods used in this 

paper are the methods of analysis and synthesis, verification and discussion, abstraction and 

generalisation, as well as statistical methods, and the evaluation itself was carried out in 

Treviso, Italy, in March 2019, where the Mash-up event was organised as an international event 

with the purpose of development of entrepreneurship, development of “fresh” ideas, which 

represent a considerable potential for conversion into a higher dimension, i.e. a successful 

innovation. A total of 23 ideas were submitted at the Event, of which 20 entrepreneurial ideas 

in tourism were presented, structured according to 4 tourist areas.  

 

2.1. Methodology of innovative evaluation model and entrepreneurial idea development  

A Mash-up programme and event is designed to match people from the same or different 

communities with the knowledge, tools, and expert advice they need to figure out if there is a 

great business to be built around their great idea. The project meeting was held on 28th March, 

2019 in Treviso, at CISET International Centre of Studies on the Tourism Economy (which was 

set up in 1991, as a result of a partnership between Ca’ Foscari University Venice, the Veneto 

Region and the Italian Touring Club) on the initiative of ATLAS Adriatic Cultural Tourism 

Laboratories, a project approved under the first call for standard plus projects Interreg VA Italy 

- Croatia CBC Programme 2014-2020, (Juraj Dobrila University of Pula, Faculty of Economics 

and Tourism “Dr. Mijo Mirković”, Pula which is a partner on the project ATLAS, Adriatic 

Cultural Tourism Laboratories). The initiative offered to the participants the opportunity to 

develop important aspects for the realisation of their ideas, in a dynamic and stimulating 

environment, with experts coming from CISET - Ca' Foscari University of Venice, university 

professors and tourism and culture professionals. Participants had to present a sustainable 

innovative idea applicable to the culture and tourism sector, with particular reference to the 

development and enhancement of cultural and natural heritage. The ideas had to include and 

develop activities specifically related to one of the following topic areas: 

• Experiental tourism - Innovative proposals of experiential tourism linked to the traditions 

of the territory; 

• Digital tourism - Territorial and/or tourist valorisation of ideas through smart and ICT 

applications; 

• Accessible tourism - Territorial and/or tourist valorisation of ideas having as the main focus 

the accessibility of cultural heritage sites and/or addressing a wider spectrum of target 

groups less considered by the standardised tourism offer (people with disabilities, elderly 

people, families) in order to develop also a new and diversified audience; 

• Communication and Marketing - Communication and marketing activities for new travel 

modes, access to sites, integration of the overall chain of excellence (Unioncamere Veneto, 

2019). 

 

The Event was opened to operators of cultural tourism, representatives of civil society, creative 

people, ICT experts, project managers, video makers, start uppers, students, etc. from the 

eligible area of the Italy-Croatia programme1, working as a team to gradually contribute to the 

realisation of the most diverse ideas in order to redesign the cultural tourism offer and launch 

innovative promotional actions. All those who had an idea (product or service) and want to 

learn how to develop it in a short time in a multicultural and multidisciplinary environment.  

 
1Eligible areas of the Italy-Croatia programme are 25 Provinces in Italy: Udine, Gorizia, Trieste, Pordenone, Venice, Padua, 
Rovigo, Ferrara, Ravenna, Forlì-Cesena, Rimini, Pesaro and Urbino, Ancona, Macerata, Ascoli Piceno, Fermo, Teramo, 
Pescara, Chieti, Campobasso, Brindisi, Lecce, Foggia, Bari, Barletta-Andria-Trani; 8 counties in Croatia: Istarska, Primorsko-
goranska, Ličko-senjska, Zadarska, Šibensko-kninska, Splitsko-dalmatinska, Dubrovačko-neretvanska, Karlovačka. 
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Individuals or teams made up of at least two members and a maximum of five members were 

eligible to apply for the Event. After online registration, the Evaluation Commission, having 

verified the formal correctness of the applications and the presence of the eligibility 

requirements, examine and evaluate the proposal and define the ranking of the proponents at 

their own unquestionable judgement, maximum of 35 ideas. A Mash-up event is structured in 

three phrases which facilitate idea breakdown for the purposes of a higher quality idea 

evaluation and development. The first phase concerns the presentation of the "raw" idea and its 

features, the area in which it could be applied and the possibilities of developing other 

characteristics that may be important for the further improvement of ideas. Each idea in this 

phase can be subject to questions for the purposes of a more detailed explanation and 

recognition of a possibility for development. In this phase, one’s own presentational and 

communication skills are identified, i.e. the ability of an individual or a team to present the 

important characteristics of an idea within a specific time period. After the first presentation, 

the idea is evaluated by the jury made up of 6 experts in the field of tourism, entrepreneurship, 

technology, economics and tourism and management. The second phase relates to further 

development of the initially presented idea, with professional mentorship and students as 

facilitators for additional questions and clarification.  Mentors are specialists from the CISET 

International Centre of Studies on the Tourism Economy, university professors and tourism 

experts. Ideas are selected according to 4 defined topics and participants are grouped together 

in teams and have the opportunity to exploit the synergies between their different skills to 

develop a real innovative solution to redesign the cultural tourism offer. This phase is 

considered as important due to the revision itself of one’s own idea, which is presented again 

before the mentorship, facilitators and team which have ideas within the same topic area, 

additional questions are asked, and the idea is elaborated in line with each particular business 

plan element, with special attention to the approach of design thinking, brainstorming and 

learning by doing.  Based on an analysis of the listed components, proposals are given for 

further development or modification of the idea, i.e. further activities which represent a 

possibility to transform the idea into a successful innovation. Following the completion of the 

second phase, the idea can no longer be considered as “raw”, i.e. it now has an added value and 

we can call it “the idea of added value”. The third phase commences with a repeated 

presentation of modified ideas before the initial jury, with emphasis on imperfections of the 

initial idea and improved characteristics of the idea, which represents a potential for 

development of a successful innovation in a specific field. It is the moment when the idea is 

revised among your captured users in a multicultural and inspirational environment. The 

questions which contribute to the revision and further development of the idea can be posed, 

not only by jury members, but also by all event participants – direct, who are involved in the 

evaluation process through their own ideas and indirect, i.e. passive event participants. This is 

where a multidimensional significance of this phase emanates from, i.e.  revision of the idea 

from the aspect of different fields. After each of the stated phases, every idea is evaluated by 

the jury and mentor (in the second phase) according to the criteria for assessment of 

successfulness of the idea listed in Table 1.  

 

 

 

 

 

Table following on the next page 
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Table 1: Criteria for assessment of successfulness of the idea 

SCORE CRITERIA PITCH FACILITATION METHODOLOGY SCORE RANGE 

OBJECTIVES 

Satisfying a need/necessity detected by the business and/or 
destination environment. 

What is the idea? 
What are the key challenges faced by the idea? 
What are the objectives and expected results? 

0-5 

INNOVATION 
Innovation level/originality 

What is the innovative aspect of the idea? 
0-5 

SKILLS 

Quality and skills of the team. 
Who are the team members? 

What skills and competences are ensured by the team? 
What external skills are needed? 

0-5 

TARGET 

Social, environmental or cultural impact produced and/or 
expected with respect to the objectives defined. 

What are the targets? 
Which target needs are satisfied by the idea? 

0-5 

BUSINESS MODEL 

Technical feasibility and economic sustainability. 
What is the competitive advantage and value proposition of the 

idea? 
What economic sources are needed? 

0-5 

PROGRAMME AREA 

Scalability/replicability. 
What is the replicability of the idea in general and in the 

programme’s area? 
0-5 

Source: Innovative ideas competition on tourism “Mash-up ATLAS rewards innovative ideas 

for cultural tourism” Regulation, 2019, Unioncamere Veneto 

 

The importance of each Mash-up event phase is reflected in the process of idea evaluation 

which, in the composition of the evaluation structure, often represents a very complex 

procedure. Due to the nature of the idea itself, idea evaluation is most often conducted by means 

of determination of the value of the attributes with which the ideas are, more or less, 

successfully described, as well as by ranking of the ideas according to the overall attribute 

value. However, it is normally difficult to determine which attributes and when they need to be 

evaluated. Franke et al. (2009) propose evaluation of technological, strategic, market and 

consumer-oriented, organisational and product-oriented attributes. Miyashita et al. (2009) are 

fixed on evaluation through four attributes: feasibility, usefulness, innovation and efficiency. 

In Mounarath et al. (2011) we find a proposal for evaluation based on: innovations, creativities, 

user acceptance, market potential and technical feasibility, while in Kim et al. (2011) we come 

across evaluation of economic, ecological and experiential values. The process of idea 

evaluation for the purposes of product development represents an estimate of how good is the 

idea and how much it is within the domain of the overall set goal (innovation) or partial goals 

(development, production, marketing, finances, management, market, product) (Feyzioglu, 

Buyukozkan, 2005) according to certain criteria, both as a single idea and in relation to other 

ideas (Stevanović, 2012). According to Aagard (2012), ideas are examined, during which 

process the values of previously defined attributes for idea evaluation are assessed. From the 

idea evaluation process, it is expected that, in a maximally consistent way, provide idea ranking 

mechanisms, based on existing knowledge, experience and predictions of technological, market 

and social trends. The main goal of idea evaluation is rejection of low-potential ideas and 

creation of subgroups (clusters) from a certain group of ideas in which they are ranked 

(Stevanović, 2012). To make the evaluation process effective we should be aware of the context 

in which evaluations are taking place. By context we understand values, rules of the game, 

cultural impacts, social milieu etc. within which the process is taking place (Rebernik, Bradač, 

2013). As can be seen from Table 1, six criteria are determined for assessment of how successful 

an idea is: objectives, innovation, skills, target, business model and programme area, which are 

handed out to assessors with additional explanations in pitch facilitation methodology.  
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Each criterion of successfulness is assessed using points between 0, which denotes a potentially 

unsuccessful idea and 5, which denotes a potentially successful idea. The maximum number of 

points that an assessed idea could possibly realise is 30. In accordance with the stated criteria, 

each idea is evaluated through three Mash-up event phases and, in the end, grades are added up 

and the two most successful ideas are identified. Motivation to apply for a Mash-up event is not 

reflected only in elaboration of the idea which represents a potential for further improvement, 

but also in the event reward itself, which includes mentorship support service: 10 hours of 

consulting services and technical support, carried out on the basis of an agreed time schedule, 

by a professional specialised in cultural tourism, aiming at developing the rewarded idea and to 

favour the access to opportunities and external contributions. Among mentorship support 

service the winners will be invited to the Mash-up event organised in Croatia in September 

2019. All the subjects involved, in every phase of activity foreseen by Mash-up and also after 

its conclusion, will guarantee the confidentiality of the information related to the presented 

ideas. 

 

3. RESULTS OF EMPIRICAL RESEARCH MASH-UP – INNOVATIVE MODEL OF 

EVALUATION AND DEVELOPMENT OF ENTREPRENEURIAL IDEAS IN 

TOURISM 

The preparation for product development is a process which precedes the formal process of 

product development (Khurana, Rosenthal, 1998), i.e. in a wider sense, it is an integral part of 

the innovation process which is also made up of product development phases and product 

commercialisation. Creation, assessment and selection of ideas are the most important activities 

in the course of product development preparation. Following successfully conducted creation 

and collection of ideas, the question of quality and importance of collected ideas is posed. A 

large number of methods of evaluation of collected ideas are illustrated in literature (Rebernik, 

Bradač, 2012), where increased attention is paid to the application of methods of idea 

evaluation. Certain authors point to the possibilities of explicit determination of idea attributes 

and idea evaluation based on the values attached to attributes. Other authors determine idea 

values on the grounds of the estimated value of idea attributes and on idea ranking based on 

values which have been determined in this way. Different methods of ranking and multi-

attribute decision making (Stevanović, 2012) are used in a larger or smaller measure, as is the 

example in the described Mash-up event. However, in practice, structured methods are often 

not used, and the selection of ideas is carried out in informal meetings, based on previous 

personal experience and intuition (Ferioli et al., 2010) and often the estimation of the value of 

an idea is carried out ad-hoc, without pre-defined criteria. The fact is that companies reach new 

ideas not only from their own internal resources (staff, experience, knowledge). The ability of 

companies to, based on new ideas, develop new products points to their ability to interact with 

the surrounding environment: consumers, suppliers, developmental institutions and 

developmental centres, public organisations, etc. (Alves, Marques, 2005 and Howard, Culley, 

2008). From the aforesaid, the need emanates for an innovative approach to networking, i.e. a 

Mash-up event for the purposes of providing support to the processes of estimation and 

evaluation of entrepreneurial ideas. 23 ideas in total were submitted to the Mash-up event and 

20 entrepreneurial ideas in tourism were presented, structured according to 4 tourism topic 

areas: experience tourism, digital tourism, accessible tourism, communication and marketing. 

 

Table 2: Number of ideas according to defined topics 
 Experience 

tourism 

Accessible 

tourism 

Digital 

tourism 

Communication and 

Marketing 
Total 

Frequency -N 13 2 5 0 20 

% 65 10 25 0 100 

Source: Authors' contribution 
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As can be seen in Table 2, the topic of experience tourism represents the most attractive topic 

for the development of ideas, i.e. as much as 65% of the total ideas were submitted under this 

topic. Experience tourism and interpretation today represent the basis for tourism destination 

sustainable development, as memorable experiences are exactly what people bring back from 

their travel and the process of creation of that experience and emotion in tourism are two 

important components in story creation. Modern tourist experiences have increasingly been 

intended for tourists who are looking for possibilities to, as much as possible, participate in 

direct delivery of experiences. The evaluation of ideas contained three phases of evaluation of 

the presented ideas. The first and third evaluation phases were conducted by the same experts 

in the field of tourism, entrepreneurship, technology, economics and tourism and management 

according to the same evaluation criteria. Evaluation is thus subject to statistical processing. By 

analysing the dominant value, i.e. the value of the variable which appears most frequently in 

the first and third phases of idea evaluation, as can be seen in Table 3, we can conclude that, in 

the first evaluation phase, most ideas were given grade 17 (Mo=17.67) and, in the third phase, 

most ideas were given grade 21 (Mo=21.57) out of the maximum number of points, 30. 

 

Table 3: Comparison of grades in the first and third phases of evaluation 
SCORE 1st EVALUATION 3rd EVALUATION 

11 1 1 

12 0 0 

13 0 0 

14 0 0 

15 2 2 

16 1 2 

17 5 2 

18 3 3 

19 2 2 

20 1 0 

21 2 4 

22 2 1 

23 0 2 

24 1 1 

Source: Authors' contribution 

 

By comparing the dominant values, an increase in the idea grade was noted (dominant values) 

in the third phase of evaluation, as opposed to the first evaluation phase. It is presumed that the 

ideas in the second phase under the influence of mentors and facilitators were reviewed, 

elaborated and redesigned for the purposes of further development. We therefore believe that it 

was reasonable to test the connection between the first and third evaluation phases using the 

differentiation test for two small dependent samples, by setting the hypotheses: 

• H0: there is no difference in average grade in the first and third idea evaluation phases 

• H1: there is a difference in average grade in the first and third idea evaluation phases  

 

 

 

 

 

Table following on the next page 

 

 

 



51st International Scientific Conference on Economic and Social Development – Rabat, 26-27 March 2020 

 

151 

Table 4: Average grades for ideas in the first and third evaluation phases 
N 1st EVALUATION score 3rd EVALUATION score D 

1 22.2 24.4 -2.2 

2 24.4 22.6 1.8 

3 20.5 21.4 -0.9 

4 22.2 22.6 -0.4 

5 17.5 20.7 -3.2 

6 18.4 20.6 -2.2 

7 16.7 15.9 0.8 

8 20.4 18.3 2.1 

9 17.0 17.1 -0.1 

10 18.5 18.9 -0.4 

11 20.5 21.9 -1.4 

12 17.4 20.6 -3.2 

13 19.2 18.1 1.1 

14 18.4 15.4 3.0 

15 16.0 17.7 -1.7 

16 16.5 16.0 0.5 

17 16.8 17.3 -0.5 

18 15.2 14.9 0.3 

19 15.4 19.0 -3.6 

20 11.2 10.9 0.3 

AVERAGE 18.22 18.715 -0.495 

Sd   1.826551 

Source: Authors' contribution 

 

By inserting the data into the t-test equation the value of t=≈-1.2119 is obtained, which we 

compare with the critical value of Student's t-distribution, with α = 0.05. Given that t < t* we 

conclude that H0 is retained, while H1 is rejected, i.e. there is no statistically significant 

difference in the average grade for ideas in the first and third idea evaluation phases. The stated 

result does not necessarily mean that the second idea evaluation phase, i.e. work with mentors 

and facilitators, has not importantly contributed to the results of the third evaluation as, when 

making conclusions, certain effects also need to be taken into consideration, such as the 

behaviour of other participants in the same team of a specific topic, possibility of insufficient 

communication with mentors due to insufficiently professional proficiency in the English 

language, the time mentors dedicated to a specific idea and the presumption that each idea does 

not represent potential for a successful innovation. The second idea evaluation phase by means 

of mentorship certainly remains, subject to further research on idea structure and modelling. 

The Mash-up event was open to both individual and team submission of ideas. On the 

presumption that the teamwork concept increases productivity by creating synergy as an added 

value to teamwork, the intention was to explore whether there is a connection between 

teamwork and the average final idea evaluation grade, i.e. whether “team” ideas scored higher 

grades than “individual” ideas. 

  

 

 

 

 

Table following on the next page 
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Table 5: Team size and average final evaluation grades 

 TEAM MEMBER FINAL EVALUATION 

1 1 25.5 

2 3 23.3 

3 1 22.9 

4 1 22.6 

5 1 22.0 

6 1 20.3 

7 3 20.2 

8 4 19.9 

9 4 19.7 

10 1 19.1 

11 2 18.8 

12 1 18.3 

13 5 18.2 

14 2 18.2 

15 2 17.9 

16 2 17.1 

17 5 16.0 

18 4 14.2 

19 1 13.4 

20 1 13.0 

Source: Authors' contribution 

 

Using the correlation coefficient of the two variables, the negative and small correlation value 

of  r=-0.2198 was obtained and we can conclude that there is no connection between the 

variables. Following the calculation of importance of correlation coefficient (P=0.044) in 

relation to the set limit in importance of P˂0.05, we can state that the correlation coefficient is 

important and that it can be interpreted. We conclude, therefore, that there is no connection 

between the team size and the average final idea evaluation grade. Independently from the 

process of idea evaluation, a Mash-up event shows considerable qualitative advantages which 

are manifested in the networking of different business sectors, development of skills and 

competencies, multidisciplinary approach, larger qualified network, engaged online 

community, concrete results, new skills and new plans for the future. At the same time a Mash-

up event helps participants review the idea, think about it and estimate whether the idea 

represents potential for a successful future innovation. Apart from the already stated 

advantages, a Mash-up event also represents an important event for the development of 

creativity and innovativeness, potential participants’ skills and interlinking as a possibility to 

realise mutual business synergies in tourism. Business competency, as one of the key 

competencies of the European Competences Framework for Lifelong Education (European 

Commission, 2017), consists of specific and defined knowledge, skills and attitudes. 

Entrepreneurship is defined as the ability to transform ideas into action and thus emerges as the 

imperative of educational and economic systems. In the Republic of Croatia, Strategy for 

Entrepreneurial Learning 2010-2014 identifies non-correlation between educational 

programmes and labour market needs and proposes incorporation of entrepreneurial 

competency into all forms and all learning levels. Business simulations, as a form of active 

learning and training methods through teamwork can be used to develop entrepreneurial 

competencies. The Mash-up event potential is, therefore, important also from the educational 

aspect, due to the possibility of inclusion of educational institutions, linking with 

entrepreneurship and represents a basis for further research. 
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4. DISCUSSION AND CONCLUSION 

Innovativeness is the key element of individual development, but also of overall economic 

development, and it is necessary to facilitate and encourage the creation of an innovative 

climate and provide support to entrepreneurs. Contributions to the innovative climate and to the 

potential for development of innovations is manifested in networking, i.e. Mash-up events, as 

“an environment which is abundant with creative people is an excellent place for the 

development of entrepreneurial ideas” (Pupavac, 2015). Mash-up events represent the crucial 

part of the integrated mechanism from creativity to innovation and of the development of 

entrepreneurship, i.e. a relevant component in the phase of preparation for product 

development, whose basis is networking and their goal is idea evaluation and development as 

a potential successful innovation. The methodology of the proposed Mash-up event reflects in 

three idea evaluation phases; of which each represents an extremely important step towards the 

development of ideas. Although by testing the statistical importance of the difference in idea 

average grades in the first and third evaluation phases the result was reached of nonexistence 

of the said difference and the presumption that the second evaluation phase, i.e. mentorship, did 

not contribute significantly to the results generated in the third phase (while other effects should 

be also taken into consideration), qualitative advantages were noted of each of the mentioned 

phases. The second idea evaluation phase certainly remains subject to further research and idea 

structure and modelling and work with mentors in smaller groups is proposed for the purposes 

of considerably more time needed for idea testing and development. The Mash-up event 

qualitative advantages are evident in networking of participants from different and same sectors 

for potential future cooperation, multidisciplinary approach, idea revision and estimate as future 

successful innovation, development of participants’ skills and competencies, new plans for the 

future or reflection on creation of new ideas which, after the event itself, participants confirmed. 

Accordingly, it is proposed that the qualitative importance of a Mash-up event be confirmed 

using the survey method, i.e. to establish which out of the listed advantages contributes most to 

the qualitative importance of the event. Finding a good idea is merely the first step in the 

creation of a successful entrepreneurial story. It rarely happens that a successful business is 

born only as a result of an excellent idea. What actually happens much more frequently is a 

series of trials and errors before we reach a product on which we can build a successful business 

(Delić et al., 2014). This very fact points to the need to organise a stimulating and creative 

environment for revision, evaluation and development of entrepreneurial ideas in tourism and 

other fields. Mash-up events can be an incentive for development to different target groups, 

from creative individuals alone, beginner entrepreneurs, to micro, small to medium-sized and 

large entrepreneurships, as well as to the academic community for the purposes of linking of 

theory and practice and a platform for further research. The Mash-up event which is described 

in this paper was primarily directed towards the tourism sector and development of 

entrepreneurship in tourism; however, depending on the defined topic areas, it can also cover 

various other interesting fields. According to research, big differences between “winners” and 

“losers” in the markets most often occur due to the difference in the quality of conduct of 

analyses during the preparation for product development (Stevanović, 2012). This is where the 

need for networking emerges, i.e. the need for quality testing of development of an idea into 

innovation. Publishing of the results of this, as well as other research work on idea development, 

has as its goal dissemination of knowledge about this, extremely important, field and, 

ultimately, development of entrepreneurship and entrepreneurial competencies, which 

represents one of the key competencies of the European Competences Framework for Lifelong 

Education. 
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ABSTRACT 

Tourists, residents as well as the accommodation and catering facilities generate large amounts 

of waste and therefore have large impact on the environment. Given that high quality 

environment is very often main motive for tourists to visit certain destinations, waste handling 

in context of environment protection is of a major concern. In addition, it is in the interest of 

the destination management and particularly of the stakeholders providing tourism products 

and services to optimize the use of resources and to make their business as efficient and effective 

as possible. Therefore, concepts that seek to address current challenges of conserving 

resources and biodiversity, as well as preserving the quality of health and life in general, are 

increasingly in the focus of interest. In addition to analysing previous researches on this topic, 

pilot survey was conducted on the attitudes and habits of (potential) tourists related to waste 

management. Moreover, it was examined how well the respondents were familiar with the 

concepts of zero waste, sustainable development, waste management, recycling and the circular 

economy, and what is their perception on the possible impact of zero waste initiatives on the 

environment and personal tourism experience. Apart from the survey results, this paper 

provides insights on tourism businesses that are operating according to the zero waste concept 

and on how this concept impacts their business. 

Keywords: Circular economy, Sustainable development, Tourism, Waste management, Zero 

Waste  

 

1. INTRODUCTION   

With the increased pressure of human activities on environmental capacities, the awareness of 

environment protection has emerged as well as increased tendency to harmonize industrial 

development with environmental capacity. The common understanding of waste as a substance 

at the very end of the consumer cycle has been recently increasingly questioned, and ways are 

being sought for how resources can be reused or converted before being thrown into landfills. 

Industry is the major producer of waste, and tourism is no exception to it (Dileep, 2007). Given 

that waste management is one of major concerns of many destinations, there is increasing 

number of new measures focusing on the handling waste effectively as well as concepts aiming 

for its minimisation. Zero waste initiatives are one of the examples given that this concept 

promotes waste mitigation by avoiding unnecessary packaging, and sees the waste (that is 

nevertheless produced) as a potentially valuable reusable resource. Tourism generates large 

amounts of waste, especially in tourism destinations facing high seasonality which makes its 

management more complicated. In that cases tourism waste varies seasonally, very often is 

generated in sensitive areas and putting pressure on waste management facilities during peak 

season and damaging high nature value resources. (Styles et al., 2017). Although the generation 

of waste in tourism and hospitality is inevitable, there are ways to reduce its amount and to 

manage it in an adequate manner, thereby reducing the negative effects of waste disposal on 

the environment. Waste from accommodation has similar characteristics to mixed household 

waste (diverse mix of materials, including organic and hazardous materials) that can give rise 
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to significant environmental impacts upon disposal (Styles et al., 2017Zero waste initiatives 

encourage reusing (and repurposing) resources and thus contribute to a circular economy which 

is based on the circulation of resources, that is, their reuse and their utility maximization, as 

opposed to a linear process in which resources are quickly discarded. The positive effects of 

zero waste concept on hotel businesses have also been evident, since its implementation 

generate many positive results: less produced waste; more collected sorted waste; less water 

and energy consumption; higher hotel occupancy on an annual basis; higher business efficiency 

and higher guest satisfaction. Furthermore, in order to have a greater positive environmental 

impact, apart from the businesses, all the residents need to be involved and to participate in 

appropriate waste management. Hence, the environmental sustainability becomes a key 

consideration in policy-making, since more responsible consumption and utilization in daily 

life concern both health and quality of life (Oh and Lee, 2013). To ensure the successful waste 

management, not only the provision of infrastructures by local government is needed, but also 

understanding public concerns, knowledge and behaviour (Babaei et al., 2015). As Laor et al. 

(2018) underlined, the public participation on waste separation process strongly affects the 

success of household recycling programs. In that context it is necessary to investigate residents’ 

attitudes as well as habits when it comes to the waste management at home as well as while 

travelling. Therefore, aiming to understand residents' knowledge, awareness and concerns 

towards waste management, a pilot survey was conducted. It was examined how well the 

respondents were familiar with the concepts of zero waste, sustainable development, waste 

management, recycling and the circular economy, their tendency for waste separation, energy 

and water savings, as well as what is their perception on the possible impact of zero waste 

initiatives on the environment and personal tourism experience. 

 

2. LITERATURE BACKGROUND 

In recent decades, achieving greater efficiencies in waste management is in the focus of 

academic discussion on climate change (Ezeah et al., 2015). Solid waste management is a 

critical, complex and multi-dimensional challenge for the world in general and for the 

accommodation sector in particular (Skordilis, 2004; Denafas et al., 2014). Tourism, on the one 

hand is highly dependent on the environment quality, and on the other, activities related to 

tourism sometimes generate just the opposite output - decrease the quality of the environment 

and consequently reduce its attractiveness to tourists (Piipo et al., 2014). Veleva et al. (2017) 

explain that “zero waste” tends to eliminate or reduce waste and is in a correlation with circular 

economy. Furthermore, they associate circular economy with designing products and services 

so they can be repurposed or recycled into new products and fostering collaborations to ensure 

high rates of source separation. Greyson (2007) promotes precycling as actions taken now in 

order to prepare the current resources to become future resources, rather than wastes 

accumulating in the biosphere. Tourism is of undeniable importance for the economy, but it 

also generates some negative effects, i.e. escalating amounts of waste. Therefore, further 

research is needed to address these issues properly. Literature review of the scientific papers 

published in journals indexed in the Web of Science and Scopus on this topic indicate that there 

is increasing interest for researching the effects of circular economy, efficient waste 

management and zero waste concept in the last decade. However, a closer look to the literature 

reveals that the research of these topics in relation to tourism has been assessed only to a limited 

extent and there is a need for more systematic and theoretical analyses of this insufficiently 

explored issue. 

 

2.1. Circular economy 

Circular economy is characterized as a regenerative economy, which aims to keep products, 

components and materials at their highest level of utility and value (Pamfilie et al., 2018). 
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Corona et al. (2019) perceive circular economy as a sustainable economic system where the 

economic growth is decoupled from the resources exploitation, through the reduction and 

recirculation of natural resources. Ellen MacArthur Foundation (2015) describes circular 

economy as an economic system that is restorative and which aims to maintain the utility of 

products, components and materials and therefore retain their value. The concept is based on 

the idea that human systems can mirror natural processes to restore natural capital to the 

biosphere and utilize materials in closed loops (Veleva et al., 2017). Hence, it includes, but is 

not limited to sustainable eco-design, energy and materials efficiency measures as well as 

strategies defined within so called 3R’s waste hierarchy: reduce, reuse, recycle (European 

Environment Agency, 2016). When it comes to tourism context, Manniche et al. (2017) 

highlighted that there is lack of researches of the importance and role of circular economy in 

hospitality although its application to the hotel sector can bring the environmental and financial 

benefits (Florido et al., 2019). Elia et al. (2017) emphasize the need for standardized indicators 

for moving from linear to circular practices. Radwan et al. (2010) came to the conclusion that 

it is necessary for hoteliers to educate and train staff on how to reduce and recycle waste and 

also to involve customers in the hotel's waste recycling programme. Waste minimization 

through products’ redesign as well as changing societal patterns through education and training, 

and purchasing with eco-intelligence is widely considered environmentally and economically 

efficient, as well as cost effective long term approach to manage waste during the life cycle of 

a product (Remolador, 2011).  

 

2.2. Zero Waste 

For the Zero Waste International Alliance (2018) term zero waste represents all resources 

conservation by implementing responsible production, consumption, reuse, and recovery of 

products, packaging, and materials without burning and with no discharges to land, water, or 

air that threaten the environment or human health. The findings of Ezeah et al. (2015) research 

indicate that a variety of locally-based measures need to be implemented to enhance sustainable 

development. Otherwise, improper management of waste can lead to undesired environmental, 

economic and social impacts, i.e. increases in greenhouse gas emission, land degradation, 

resource deprivation, surface and groundwater pollution, loss of biodiversity and the loss of 

aesthetic value of tourism locations (Ezeah et al. 2015). The management of solid waste tends 

to be particularly problematic when it comes to island tourism destinations due to their specific 

climatic conditions, land mass and topography, financial restraints, changing consumption 

patterns, transient population, (in some cases even poor planning) and seasonal variations in 

solid waste quantity and composition (Willmott and Graci, 2012). Krausz (2012) argues that 

strict “zero waste to landfill” policy with diversion from landfill as a primary goal, does not 

consider the total waste generated and does not address the issue of over-consumption so as a 

result, companies rely predominantly on recycling and waste-to-energy methods of disposal. 

Song et al. (2014) also found that waste reduction efforts have been focused mostly on 

recycling. Ghisellini et al. (2016) note that despite its numerous business benefits, developing 

a “zero waste” strategy is challenging, because it requires an engagement of different 

stakeholders across the supply chain. Moreover, tourism stakeholders are often facing barriers 

to reducing waste, mainly due to the lack of information and guidelines, time and space 

constraints and finance issues (United Nations Environment Programme, 2003). Pubule et al. 

(2015) sought for the best options for bio-waste management in the Baltic States and concluded 

that the optimal solution should be based on specific environmental, economic, technical, and 

social criteria identified for local conditions. Piippo at al. (2014) concluded that zero waste 

proposal might improve the image of Lapland as a sustainable destination. Rico et al. (2019) 

demonstrate that the average carbon footprint of a tourist in Barcelona is much higher than the 

value for a citizen of Barcelona.  
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Moreover, Pablo-Romero et al. (2017) confirmed an increasing positive relationship between 

the hospitality sector electricity consumption and overnight stays in Spanish provinces. Veleva 

et al. (2017) noticed that waste does not only endanger human health and the environment, but 

it also represents a double penalty for businesses – it demonstrates inefficient production 

processes and increases the costs for disposal. Florido et al. (2019) stated that tourism acts as a 

living laboratory, where tourists and company staff experience new habits and more sustainable 

forms of organization, which will have not only a great social impact but also impact in terms 

of greater profitability and competitiveness. 

 

3. ZERO WASTE HOTEL – GOOD PRACTICE EXAMPLE 

In order to find out the main effects of the zero waste concept implementation in tourism an in-

depth interview was conducted with the representative of the Hotel Rifiuti Zero® (Eng. Zero 

Waste Hotel). The Hotel Rifiuti Zero® project started in 2012. Antonino Esposito, hotel 

consultant, reflecting on the large amount of waste produced by the tourism, decided to apply 

the Zero Waste strategy. He started with the Hotel Rifiuti Zero® protocol development. The 

idea behind the project Hotel Rifiuti Zero® is to combine hospitality and sustainability, respect 

and conservation. Majority of the Zero Waste Hotels network members are located in Italy. The 

strategy is geared towards facilities such as hotels, farmhouses, restaurants and bars in tourist 

resorts that are keen to ensure sustainability and, at the same time, increase the business volume 

thanks to the steady rise of so called "green travellers". Through staff training, adequate supplier 

selection and customer communication, these facilities are able to achieve an optimum 

management system minimizing the environmental impact through a 40% reduction in waste 

produced and an annual decrease of 15-20% of electricity and water consumption. Joining the 

Hotel Rifiuti Zero® project is funded by the participating institutions, which typically achieve 

return on investment after the first year of membership. Membership fee depends on the facility 

type (hotel, restaurant...), the size, average number of visitors, and the level of investments 

made (steam cleaning machines, ecological detergents, sanitized water dispensers, dispensers 

for elimination of single-dose, etc.). However, the annual average membership fee is between 

2.000 and 5.000 euros. Hotel Rifiuti Zero is able to reduce waste production by implementing 

different activities: 

• Installations of Zero Waste Dumpsters  

• Reduction of residual waste 

• Reduction in the production of plastic  

• Elimination of unit-dose packaging (sugar, soap...) and disposable products 

• Setting up a dry garden (an arid garden populated by cactus and other species with the 

minimum water requirement)  

• Using water dispensers in the areas reserved for staff  

• Preparation of a "Zero waste" menu with local products and ingredients (in accordance with 

the 0 miles policy) 

• Implementation of the "Chef's Garden" 

• Composting 

• Collection of corks 

• Purchase of cleaning products with low environmental impact 

• A steam engine usage for final cleaning (less usage of the polluting detergents) 

• Arrangements with suppliers resulting with packaging reduction 

• Using the "returnable" boxes for fruits and vegetables 

• Informing and enhancing guests’ awareness and involvement. 
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The application of the Hotel Rifiuti Zero® strategy involves numerous advantages in terms of 

reduction of costs and waste and emissions production, reduction of the electricity, water fuels 

consumption, reduction of annual waste tax expense, increase separate waste collection, etc.). 

Namely, the key results achieved by the hotel that adopted Hotel Rifiuti Zero® strategy are: 

• 90% of waste separated  

• 40% decrease in generated waste 

• 20% decrease in water consumption 

• 15% decrease in electrical consumption 

• 288 less of the waste transport to the waste collection centre (per year)  

• 15% increase in the number of arrivals/visitors 

 

The economic philosophy around which gravitates the basic idea of this concept is that of a 

circular economy that suggests that creating waste should be avoided and that all biological and 

technical components of a product can be redesigned and reused. Sustainability becomes an 

added value in the marketing process and thus an important factor in creating profit for these 

facilities. The implementation of the zero waste concept also allows cost savings to the 

participating institutions, increase in sales thanks to an influx of more tourists and local 

economic growth through the practice of the 0 miles. It is possible to drastically reduce the 

environmental impact and to reduce the costs while offering added value to the customer. The 

sustainability of a Zero Waste Hotel could be considered a luxury that has no additional 

financial costs, nor for the businesses, nor for customers. It requires dedication but provides a 

unique experience that generates a chain of advantages for everyone (facilities, guests, 

institutions and the community in general) providing an evidence of a good circular economy 

practice. 

 

4. METHODOLOGY AND SURVEY RESULTS 

In order to find out what are the habits and attitudes regarding waste management of residents 

who are, in certain periods, tourists as well, pilot on-line survey was conducted in Croatia from 

May to July 2019. In total, 125 respondents accessed the questionnaire, 72 of them fully 

completed it and therefore, only their answers were taken into account when analysing the 

results. Online questionnaire collected data on respondents’ sociodemographic profile and their 

attitudes regarding waste management, recycling and zero waste initiatives in everyday life as 

well as while travelling. The collected data were analysed using the statistical package SPSS 

for Windows 25.0. Apart from descriptive statistics, data analysis includes paired sample t-tests 

and independent t-tests. The specific objectives of the survey were to investigate: 

• how well the respondents are familiar with the concepts of sustainable development, 

recycling, waste management, zero waste and the circular economy; 

• are there differences in respondents’ tendency to rational energy and water consumption, as 

well as to waste separation at home and while travelling. 

 

Table 1: Respondents’ profile (N=72) 
Characteristic  % Characteristic  % 

Gender  
Female  66.7 

Living 

standard 

below average 7.9 

Male  33.3 average 81.0 

Occupation  

student 39.7 above average 11.1 

employed 50.8 

Age 

generation 

Baby boomer generation (born 1946 to 1964) 11.0 

unemployed 6.3 Generation X (born 1965 - 1976) 16.0 

retired 3.2 
Generation Y / "Millennials" (born 1977-1995) 41.0 

Generation Z (born from 1996 onwards) 32.0 

Source: Authors 
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As can be seen in the Table 1, females account for 66.7% of the sample, the majority of the 

respondents are employed (50.8%) and 81.0% of respondents stated that their living standard 

is average. The respondents are on average 33.7 years old. The first part of the questionnaire 

collected data regarding how familiar respondents are with the terms: sustainable development, 

waste management, recycling, zero waste and circular economy. Results showed that, on 

average, respondents are familiar with the sustainable development term (all of them heard 

about the term and 40.3% stated that the term is completely clear to them) (Table 2). Similar, 

the term waste management is also very well known among the respondents, for most of them 

(45.7%) the term is completely clear. Among all presented terms, respondents recognised term 

recycling the most, given that 78.6% stated that this term is completely clear to them (Table 2).  

 

Table 2: Respondents’ familiarity with selected terms 

Term  
Sustainable 

development 

Waste 

management 
Recycling 

Zero 

waste 

Circular 

economy 

 % 

I never heard of it 0.0 0.0 0.0 16.2 14.5 

I heard about it but I don't know how 

to explain 
13.9 4.3 1.4 11.8 20.3 

I know something about it 15.3 11.4 0.0 13.2 27.5 

I'm familiar with it, but the term isn't 

completely clear to me 
30.6 38.6 20.0 23.5 17.4 

The concept is completely clear to me 40.3 45.7 78.6 35.3 20.3 

Source: Authors 

 

When zero waste term is considered, 16.2% of the respondents never heard of it and 23.5% of 

the respondents are familiar with the term, while for 35.3% of them, the term is completely 

clear. Among those respondents who have heard about the zero waste concept, the most 

common source of information about the concept are social networks (50.9%) and other internet 

sources (56.1%). Additionally, as they had possibility of multiple answers, 38% of respondents 

indicated friends as a source of information, 17% of them gained information on it in daily 

newspapers, 16% form family members, 16% from television, 12% from teachers, and 10% of 

them read about the zero waste concept in journals. Finally, 14.5% of the respondents never 

heard about the circular economy concept and only 20.3% of them stated that this term is 

completely clear to them (Table 2). After answering how familiar they are with these concepts, 

short descriptions and definitions regarding all the mentioned concepts were provided to the 

respondents. 

 

Table 3: Respondents’ attitudes on waste management 
Statement Mean SD 

I'm well-informed about waste management. 3.78 0.975 

I look for information about waste management on my own. 3.26 1.265 

I use single-use plastic on a regular basis. 3.15 1.209 

It is important to avoid unnecessary packaging. 4.65 0.664 

Recycling is the best way to deal with the waste problem. 3.87 1.158 

Educational system should pay more attention to waste management. 4.63 0.516 

The citizens’ education is necessary for the waste management system improvement. 4.52 0.682 

I am willing to pay extra fee for the waste management improvement. 3.37 1.265 

Source: Authors 

 

Previously presented results indicate that the respondents are the most familiar with the 

recycling term and the least with circular economy and zero waste concepts indicating the 

necessity of organising educational and internal marketing activities for all residents no matter 
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their age, occupation status or living standard. This was confirmed with the residents’ attitudes 

presented in Table 3, where a five-point Likert scale was used to determine the degree of 

agreement of the respondents with offered statements (1 = strongly disagree; 5 = strongly 

agree). Respondents agreed the most that educational system should pay more attention to waste 

management (M=4.63) and that the citizens’ education is necessary for the improvement of the 

waste management system (M=4.52). Results also showed that, on average, respondents 

recognise the importance of avoiding the unnecessary packaging (M=4.5) and they agree to a 

certain degree that recycling is the best way to deal with the waste problem (M=3.87). However, 

respondents (52.3%) are less willing to pay extra fee for the waste management improvement. 

61.8% of the respondents consider themselves well-informed regarding waste management, 

47.0% are looking for information on their own and 41.8% of them uses single-use plastic on a 

regular basis (Table 3). 

 

Table 4: Respondents’ attitudes on zero waste concept 
Statement Mean SD 

As a tourist (when travelling) I make more waste than usual. 2.87 1.315 

If the accommodation facility offers soaps in bulk dispensers (not in single-use packages), 

my satisfaction with the quality of the service decreases. 
2.01 1.228 

If honey and spreads are not served in single-use packages, my satisfaction with the quality 

of the service decreases. 
2.00 1.197 

I’m willing to pay more for the same quality of the service in the accommodation facility if 

it gets energy from the renewable resources. 
3.16 1.180 

I am willing to pay more for the same quality of the service in a hotel, restaurant or other, 

if their business is in accordance with the zero waste principles. 
3.21 1.238 

Zero waste initiatives are cost-effective. 3.78 1.005 

Zero waste approach implies using healthy and high-quality ingredients and products. 4.13 0.815 

Zero waste initiatives have positive impact on the environment. 4.47 0.801 

Zero waste initiatives have positive impact on those who implement them. 4.41 0.744 

Source: Authors 

 

Table 4 summarises the residents’ attitudes regarding zero waste concept. Results show that 

respondents’ satisfaction level with service quality doesn’t decrease if the accommodation 

facility offers soaps in bulk dispensers as well as if honey and other spreads are not served in 

single-use packages which is in the line with their previous statements regarding the necessity 

of avoiding unnecessary packaging. Moreover, 36.8% of the respondents are willing to pay 

more for the same quality of the service in the accommodation facility if the facility gets energy 

from the renewable resources while 41.8% are willing to pay more for the same quality of the 

service in a hotel, restaurant or in other facilities, if their business is in accordance with the zero 

waste principles (Table 4). Respondents’ on average disagree that they are making more waste 

when travelling (M=2.87), however it is necessary to point that 45.6% agrees with this 

statement. 53.0% of the respondents agree that zero waste initiatives are cost-effective, while 

much higher proportion (91.2%) agrees that they have positive impact on the environment and 

on those who implement them (92.4%). Additionally, 79.1% of them agree that zero waste 

approach implies using healthy and high-quality ingredients and products (Table 4). These 

findings are confirming that the respondents now recognize the positive impacts of zero waste 

concepts and that they are supporting their implementation. Further, paired sample t-tests were 

performed in order to find out whether there are any significant differences between the 

respondents’ level of rational energy and water savings at home and while travelling (Table 5) 

and the T-test results proved the existence of statistically significant differences. Results 

analysis reveal that respondents tend to pay more attention to energy (t=4.317, p=0.000) and 

water (=4.168, p=0.000) consumption at home than while travelling (Table 5).  
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Table 5: Respondents’ tendency for energy and water consumption savings 

Tendency for 

At home While travelling Gap 

score 
t 

Sig. (2-

tailed) Mean SD Mean SD 

Energy savings 3.76 0.813 3.34 0.845 0.42 4.317 0.000 

Water consumption savings 3.71 1.080 3.29 1.008 0.42 4.168 0.000 

Note: 1 = I'm not paying attention to rational energy/water consumption at all; 5 = I am very 

careful about rational energy/water consumption; Gap score= mean score at home - 

respective mean score while travelling 

Source: Authors 

 

Additionally, the results of performed paired sample t-tests show significant differences 

between the respondents’ tendency to separate waste at home and while travelling and staying 

in tourism destination. It was found that when it comes to all waste categories, respondents tend 

to separate them more at home in comparison to the situation when they are travelling and 

staying in tourism destinations (Table 6).  

 

Table 6: Respondents’ tendency to separate waste 

Tendency to separate 

At home While travelling Gap 

score 
t 

Sig. (2-

tailed) Mean SD Mean SD 

PET plastic (bottles...) 4.17 1.086 3.44 1.412 0.73 4.059 0.000 

other plastic 3.68 1.216 2.95 1.337 0.73 4.266 0.000 

hazardous waste 4.19 1.171 3.40 1.582 0.75 4.774 0.000 

paper 3.94 1.076 2.94 1.424 1.00 5.069 0.000 

metal 3.46 1.330 2.68 1.401 0.78 4.888 0.000 

glass 3.98 1.184 3.13 1.486 0.85 5.024 0.000 

compost / organic waste 3.32 1.468 2.63 1.311 0.69 3.200 0.002 

Note: 1 = I never separate waste; 5= I always separate waste; Gap score= mean score at 

home - respective mean score while travelling 

Source: Authors 

 

As seen in the Table 6, respondents at home and while travelling tend to separate the most PET 

plastic, while they separate the least organic (food) waste. 52% of respondents always separate 

PET plastic at home and only 3% never does it. In comparison, while staying in a destination 

and travelling, 29% of respondents always separate PET packaging and 16% never. Large 

number of the respondents (58.3%) stated that the main reason for not separating the waste lies 

in the fact that there are no appropriate containers available nearby. Research findings also 

indicated that none of the respondents visited or stayed at a zero waste hotel or other zero waste 

facility. Despite this, 54% of them heard about zero waste facilities/stores, out of which 21% 

sometimes make purchases at zero waste store in their city. Additionally, 49.2% of the 

respondents had participated on a project/seminar or a workshop related to sustainable 

development and for 88% of them that experience encouraged them for eco-friendlier choices 

in everyday life. On the other side, only 4.8% of the respondents participated in zero waste 

project or event. This is mostly due to the fact that majority of respondents never heard about 

this kind of project or event (63.3%), didn’t have time (20.0%) and/or project/event was too far 

away (23.3%). More than 80% of the respondents expressed their willingness to participate in 

projects, seminars or workshops regarding sustainable development and/or zero waste 

initiatives if they get the opportunity. These findings indicate that respondents are aware of the 

importance of getting knowledge and being involved in all activities aiming to mitigate effects 

of everyday living (including travelling) on the environment. Given the fact that this was a pilot 

research, authors are aware of its limitations in terms of generalization of the results. This study 

has considered only the attitudes of a small number of Croatian residents hence, to validate the 
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findings, more research needs to be conducted across a greater range of cities worldwide. 

Additionally, it is recommended to extend the number of the questionnaire items in order to 

cover wider range of the residents’ habits regarding waste management and perceptions of 

possible zero waste initiative impacts on the environment, businesses and personal tourism 

experiences. 

 

5. CONCLUSION   

This paper analyses the zero waste concept in relation to sustainable tourism development and 

the circular economy. In that context, in addition to analysing previous researches on this topic, 

pilot survey was conducted on the attitudes and habits of (potential) tourists related to waste 

management. The research results showed that the respondents are very familiar with the 

concepts of recycling, waste management and sustainable development, and to a lesser extent 

with the concepts of zero waste and circular economy. This might be explained by the fact that 

these latter are new concepts and need to be promoted more actively through different activities, 

i.e. educational system, workshops, seminars etc. The survey findings also showed that the 

respondents are more likely to separate waste in their home in comparison to the times they are 

travelling and staying in tourism destinations. In both cases, they usually separate hazardous 

waste and PET plastic, while they rarely separate the organic, biodegradable waste or food 

waste. Additionally, respondents are stating that they are caring less about water and energy 

consumption savings while travelling. Nevertheless, a high proportion of respondents believe 

that it is important to avoid unnecessary packaging and does not consider waste reduction 

initiatives to diminish satisfaction with the service quality. The respondents are supportive of 

zero waste concepts and environmentally responsible businesses, given the fact that they are 

willing to pay more for their services. However, still, they aren’t conducting accordingly, 

particularly while travelling. This is an issue that needs to be addressed in order to make all 

participants in tourism activities to be more aware of consequences of their behaviour. This 

study results indicates that zero waste initiatives in tourism and hospitality can indeed 

contribute to the sustainable development. Tourism and hospitality are facing major challenges 

in terms of the need to reduce costs; ensure energy security; meet market and guest expectations, 

increase competitiveness, comply with changing regulations and legislation, seize financing 

opportunities, reduce environmental impact, meet the sustainability criteria, etc. As seen from 

the Hotel Rifiuti Zero® example, zero waste initiatives as well as implementation of the circular 

economy principles have proven to be a good way to mitigate the negative effects, as well as to 

achieve economic and social benefits in the context of sustainable tourism development. 
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ABSTRACT 

Forecasting business failure is a worldwide known term, in a global notion, and there is a lot 

of prediction models constructed to compute financial health of a company and, by that, state 

whether a company inclines to financial boom or bankruptcy. A healthy financial management 

of a business entity is very important for the proper operation of the business, and it is therefore 

very important to know how to assess financial health and to anticipate possible problems that 

will be easier to eliminate in advance. Globalized prediction models compute financial health 

of companies, but the vast majority of models predicting business failure are constructed solely 

for the conditions of a particular country or even just for a specific sector of a national 

economy. Predictive models can indicate whether an entity tends to prosper or bankruptcy, and 

so we can assess the financial health of the business. This paper provides a description of the 

index IN05, discusses its application to a sample of 266 Slovak subjects and points to its 

prediction in the given field. The verification of the ability to forecast bankruptcy or financial 

stability has been evaluated through ROC analysis.  

Keywords: Specificity, Financial prediction, ROC curve 

 

1. INTRODUCTION 

The term "enterprise financial health forecasting" is widely known in the world, but the 

intensity of how different countries are addressing this issue is uneven. Business entities in our 

country forecast their financial stability only in a minimalist way, mainly because the conditions 

for the Slovak market have so far not designed a general model of prediction that is fully 

applicable to any entity, regardless of the sector in which it operates. In view of this, it is 

necessary at least to verify which models are suitable for use in a particular sector, and that fact 

was the main reason for us to write this study. Since the Slovak and Czech economies are very 

similar to each other, we have chosen to use the IN05 model from Ivan and Inka Neumaier. 

Evaluation of efficiency is an integral part of rational behavior of units that aims to survive in 

a competitive environment in a long-term (Balcerzak et al, 2018; Zapletalova, 2017). Every 

corporation has an economic and moral responsibility to its stockholders to perform well 

financially (Janoskova and Krizanova, 2017). However, the number of bankruptcies in Slovakia 

has been growing for several years without an apparent macroeconomic cause. To prevent a 

rapid denigration and to prevent the outflow of foreign capital, various efforts are being 
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zealously implemented. Robust analysis using conventional bankruptcy predictive tools has 

shown that existing models are adaptable to local conditions, particularly local legislation 

(Kliestik et al, 2018; Ljungholm, 2017). Financial hardship is the financial state of an enterprise 

when an enterprise has serious payment problems that cannot be resolved otherwise than by 

radically changing its operating or financial activity (Vagner, 2016; Rowlands and Kabongi, 

2017). Bankruptcy is a situation where an enterprise is unable to pay its debts and ultimately 

fails to meet its obligations. Bankruptcy is a condition that ends all business and economic 

activities, so it is also referred to as economic death (Moharrampour, Esfandiyari and 

Asgarzadeh, 2014). This study shows how IN05 indexes sample entities to bankrupt and 

prosperous businesses, and through the ROC analysis we verify the ability to properly 

redistribute these businesses. 

 

2. LITERATURE REVIEW 

In order to ensure the best financial health of an enterprise, we can predict it, i.e. to predict how 

the funds and the total assets of an enterprise should be treated in the short or long term for their 

most efficient use. In order to identify the level of financial health of the company, prediction 

models, also called early warning systems, are used. It assesses the health of the company on 

the basis of complex characteristics, both in terms of past and current developments, as well as 

in terms of the future development of the entity. Paul Joseph Fitzpatrick, in 1932, first published 

a study comparing the development of indicators in solvent and insolvent businesses. He 

pointed out that the development of selected business indicators - indicators long before the 

serious economic difficulties that usually result in insolvency - begin to differ in the endangered 

enterprises. Later, Merwin, Beaver  and  Altman dealt with this issue. These are considered to 

be the founders of forecasts and predictions of the financial health of business entities 

(Valaskova, Kliestik and Kovacova, 2018; Evans, 2018). In a more recent study, the 

interdependence of sovereign default risk and banking fragility in Russia was investigated, 

using credit default swaps as a proxy for default risk (Cygler and Sroka, 2017; Biker and 

Sedliacikova, 2018). Predictive models are constructed around the world by authors from 

different countries. In Slovakia, Chrastinova and Hurtosova are the most known authors (Kral 

and Janoskova, 2015; Kliestikova, Misankova and Kliestik, 2017). Also in Slovakia very 

important author in the area of predictions is Gundova (2014). In the neighboring Czech 

Republic, there are also several representatives of the area of financial crisis predictions. 

Absolutely best known are the spouses Inka and Ivan Neumaiers or Kislingerova (Durica, 

Podhorska and Durana, 2019; Vagner, 2017). In the Czech Republic, there is also significant 

author, doing research and working in the prediction of bankruptcy area, Ruckova (2008). 

 

3. METHODOLOGY 

ROC analysis was developed as a standard methodology to quantify the ability of the signal 

receiver to correctly distinguish objects of interest from the background noise in the system. In 

the area of financial risk forecasting, ROC analyzes the correct distribution of subjects and 

compares two categorization algorithms, one of which is considered to be a comparative 

element. (Fawcett, 2006; Machek, 2014). The base reallocation we used is based on the 

Commercial Code and evaluates financial health under the following conditions: Equity / 

Liabilities <0.04; Current assets / short-term liabilities <1; Negative EAT. Business entities that 

met all three conditions simultaneously were included in the class of non-prosperous subjects 

and others were designated as prosperous businesses. The sample of entities we have selected 

consists of 266 businesses in the IT area. Data analysis reported 236 prosperous and 30 non-

prosperous companies, and this was considered a standard benchmark in verifying prediction 

models. 
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Model index IN05 from Ivan and Inky Neumaiers is the last among their indexes and was 

created as an update of the IN01 index in 2004. The shape of this index is as follows [21]: 

 

IN05 = 0,13X1 + 0.04X2 + 3,97X3 + 0,21X4 + 0,09X5 (1) 

 

Where: 

X1 = total assets / external capital, X2 = EBIT / interest expense, X3 = EBIT / total assets,  

X4 = revenues / total assets, X5 = current assets / short-term external resources 

 

The classification of the resulting values: IN05> 1.6 symbolizes a healthy financial situation of 

the company; 0,9 <IN05 ≤ 1,6 neutral zone of unallocated results and if IN05 ≤ 0,9 unhealthy 

financial situation of the company. Since ROC analysis compares two sorting algorithms of 

subjects into two categories, we have modified the distribution of IN05 index as follows: if 

IN05> 1,25 symbolizes a healthy financial situation of the company; and if IN05 ≤ 1,25 

unhealthy financial situation of the company. The class of enterprises, which according to IN05 

should be labeled as average, has been redistributed exactly in half, which means that we have 

put its middle value in the scoring interval for businesses in the gray zone, and it has been used 

as the threshold for determining the prosperity of entities. 

 

4. RESULTS 

For the purpose of the paper we calculated the financial standing of each company through the 

selected model. The results were compared to the definition of the company in crisis according 

to the Slovak legislation and by the confusion matrix of the prediction model we got the 

parameters evaluating the predictability of the selected model. These data are presented in the 

following Table 1. 

 

Table 1: Ranking success rate ratings for IN05 

Type I error 0,00% 

Type II error 30,51% 

Sensitivity 69,49% 

Specificity 100,00% 

Accuracy 72,93% 

AUC 84,7% 

Source: processed by the authors 

 

In Table 1 we can see that error of II. type, consisting of the false denomination of 72 enterprises 

for non-prospering, amounts to 30.51%. This is due to the fact that the 72 subjects that were 

mistakenly identified were in the section of 236 healthy business entities and therefore the 

number of incorrectly marked enterprises ultimately did not cause such a large percentage of 

error of second kind. The overall accuracy of the model has been reduced and evaluated to 

72.93%, but despite the overall accuracy of the model, the standard element evaluating its 

classification capability is the AUC area. 

 

 

 

 

Figure following on the next page 

 

 

 



51st International Scientific Conference on Economic and Social Development – Rabat, 26-27 March 2020 

 

171 

Figure 1: Representation of the area under the ROC curve for IN05 

Source: processed by the authors 

 

The AUC parameter reaches out 84,7% for the IN05 application, and thus it can be 

demonstrated that the selected prediction model has a good classification ability if we reflect to 

the classification rule resulting from the theoretical knowledge obtained from Klepac and 

Hampel (Klepac and Hampel, 2016). 

 

5. CONCLUSION 

In all companies, the importance of enterprise evaluation keeps growing within today's ever 

changing economic environment. Enterprise evaluation is the basic element for understanding 

the sources of company competition and, at the same time, it is a source for company strategy 

implementation support (Vochozka, 2010). Forecasting the financial health of business entities 

is very important. On the one hand, this is important for the businesses themselves because it 

makes it possible to recognize the adverse effects on development and also provides 

opportunities for their removal. On the other hand, it is important for investors, creditors and 

other entities in contact with the business that they want to know about their future development 

in order to protect their deposited resources. For this contribution, 266 entities from selected 

sector were redistributed to bankrupt and prosperous businesses under the terms of the 

Commercial Code. We then processed financial analysis and enterprise prediction through 

IN05. We compared the results of the classification of these two algorithmic methodologies and 

based on that comparison we worked with the first and second type error parameters, sensitivity 

and specificity. Subsequently, using the results of these variables, we processed the ROC curve 

analysis, from which the resulting AUC value under the curve, was a clear indication, and 

according to that, the chosen predictive model was able to clearly predict the financial health 

of the enterprise in the selected sector Slovakia. Verification analysis showed that the model 

has a good classification capability in the area, achieving 84.7% success. 
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ABSTRACT 

The main goal of this paper is to understand better the earnings management phenomenon, in 

particular, to perceive the process, it means, the concept, motivations and used techniques. For 

this purpose, it makes the issue's theoretical analysis. The results show that the concept is 

comprehensive. Several definitions lead to common conclusions, and it seeks to distort the 

company's accounts truth; it means, a deceptive practice. It happens due to the current 

accounting system' characteristics, in particular, to the standards' flexibility and discretionary 

that allows to financial information's preparers the selection between several criteria to record 

the companies' economic transactions. This arbitrariness leads to manipulations in the 

financial standards elements as in the incomes, expenses, assets and liabilities. 

Keywords: Earnings Management, Creative Accounting, Financial Information, Financial 

Fraude 

 

1. INTRODUCTION  

Earnings management continues to be a topic with international relevance, due to the impact of 

it in the financials’ information quality and as a consequence in the economic decisions of the 

users (Carp and Georgescu, 2019). The literature designates this phenomenon by various 

names, between them: "earnings management", "income smoothing", "accounting hocus-

popus", "the numbers game", "aggressive accounting", "creative accounting", between others1. 

The proof of this is the number of studies that continue to be published to study this 

phenomenon in the most varied aspects (Otomasa et al., 2020, Cai et al., 2020, Choi et al., 2019, 

Bo and Zhang, 2019, Mangala and Isha, 2019, Levine and Smith, 2019, Seunghan, 2019, Carp 

and Georgescu, 2019, Beyer et al., 2019). Over time, the public has become familiar with the 

various international financial scandals, such as Enron, Adelphia Communications, Global 

Crossing, WorldCom, Parmalat and other more recent cases. These successive cases cause 

incalculable damage to the credibility of the accounting profession, as well as undermine the 

confidence that must be present in the financial markets (Vallejo, 2008). In response to these 

accounting scandals and the 2008 financial scandal, the United States Congress passed the 

Sarbanes-Oxley Act and the Dodd-Frank Act. Those Acts require companies to introduce 

policies designed by clawbacks, to prevent this type of practice (Levine and Smith, 2019). 

 

2. THE EARNINGS MANAGEMENT’S FRAMEWORK 

2.1. Framework 

The literature sees the earnings management phenomenon as a traditionally Anglo-Saxon 

phenomenon due to the standards' flexibility. Nevertheless, in the last decades, it presents a 

world dimension. Authors consider that if different accounting professionals prepare the 

financial statements of the same company, for the same period, each accountant will obtain 

different results, according to its accounting standards' interpretation (Larraz, 1997). In 

literature, it is possible to find many definitions of earnings management. They present 

differences as for its range, but all agree that it shows a distorted picture of company accounts.  

 
1 https://eds.a.ebscohost.com/eds/detail/detail?vid=6&sid=995140d1-1b3a-4447-b29f-1235dd93a4e6%40sdc-v-
sessmgr03&bdata=JkF1dGhUeXBlPWlwLGNvb2tpZSxzaGliLHVpZCZsYW5nPXB0LXB0JnNpdGU9ZWRzLWxpdmUmc
2NvcGU9c2l0ZQ%3d%3d#AN=119214054&db=ers 
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The different points of view provide different perceptions about the theme, allowing to conclude 

it is possible to study this issue in the most different optics. It also is possible to research in the 

different analysis approaches, such as academic, accounting, economic, financial, legally. The 

authors that study it agree that it shows a different image of the real, due to different interests. 

Because of it, it is possible to conclude it is a kind of fraud because it changes reality. It is a 

phenomenon generalized, it there is in all kind of company and country, and it is prevalent. On 

the other hand, it constitutes a misleading practice. It tends to induce the users to decisions 

based on false accounting information, it changes the accounting values, making a makeup that 

allows obtaining the desired and planned image of the entity's financial position and different 

of the right and real image. It can be understood as the intention to occult information, in all the 

times it is not given to users additional information. Some authors use the concept to describe 

the process whereby the experts use its knowledge about the accounting rules to manipulate the 

figures reflected in the company's accounts (Salas et al., 1996). The Spanish doctrine uses the 

term "contabilidad creativa" when talks about earnings management. To the (Dimitris Chorafas, 

2007) this expression is inappropriate in a sense gives by Fra Luca Pacioli. The practice of 

exchanging values in the corporate records to hide losses or any other practice to make up the 

financial position is corrupt, and it can make to show abysmal results. 

 

2.2. Motivations and techniques 

According to Lequericaonandia (2001), the motivations to commit fraud or irregularities are 

varied, and it depends on the three factors: who deceives, of the means and techniques used to 

amend the annual accounts; and, who is deceiving with the accounting changes. The agency 

theory explains this behaviour, considering there is a set of factors derived from contractual 

relationships within the company and the economic regulation process. Those factors give 

motivation to the agent to adopt a certain attitude. There is an extensive empirical literature that 

highlights the factors that determine the agent's choice between different accounting 

alternatives. The agent tries to maximize its utility, and this search reflects the accounting 

criterion selection to apply. Researchers conclude that contracts existing and potential, explicit 

and implicit, between creditors and company, create incentives for management to change 

results. Morón (2009) considers the companies' main goals to resort to the earnings 

management: the desire to improve the corporate image; and on the other hand, the interest into 

evidence the company accounts' stability over the time, or instead, the show a financial position 

degraded image. Since the late seventies that the research relates to the motivations to realize 

practices, discretionary focuses primarily on the incentives created by management 

compensation contracts, debt contracts and the economic regulation's process. Nevertheless, 

recent literature invokes other motivations to this phenomenon, between them: negotiations 

with unions, to influence the shareholders' perceptions relative to the company's management, 

the necessity to obtains external financing, and the costs of preparing financial information. In 

the management compensation contracts, the determination of the managers' salary dependent 

on an incentive plan that increases when increase the results presented. Because of this, it is 

most probable that the administration with incentive plans chose accounting criteria that include 

in the published profit the future periods' benefits. The positive accounting theory defends the 

companies that have a direction to make economic decisions, have schemes of the retribution 

sustained in the disclosed result and, because of this direction use accounting methods which 

give rise to more significant benefit or anticipation thereof of the same. They need to establish 

a mechanism to motivate the acting who manages and not ignore the companies' interests 

(Blasco, 2002). Nevertheless, there are other forms of executive retribution, such as stock 

options, and that it increased, significantly, in the ninety decades. Those incentives generate 

plus stimulus to companies administrations to turn over more value to the stakeholders; 

consequently, it increases the accounting manipulation risk (Vallejo, 2008).  
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Another motivation to manipulate the financial statements is related to the use of the debt 

contracts, as an object to limit wealth transfers from the bondholders to shareholders. How more 

significant is the ratio of the companies' net debt, there is more probability that the 

administration select the accounting procedures that allows to input incomes of the future 

periods to the actual one (Blasco, 2002). Another motivation to manipulate the financial 

statements is related to the use of the debt contracts, as an object to limit wealth transfers from 

the bondholders to shareholders. How more significant is the ratio of the companies' net debt, 

there is more probability that the administration select the accounting procedures that allows to 

input incomes of the future periods to the actual one (Blasco, 2002). The debt contracts based 

on accounting often restrict the possibility of the company to pay dividends or to emit additional 

debt. The pacts that restrict the company to emit additional debt, frequently, require the 

sustainability of the minimum ratio of the asset or maximum debt. Thus, the actions on the 

accounting that increase the profit will increase/decrease those ratios, respectively. The debit 

contracts impose restrictions on investment decisions, financing, and dividends because they 

limit the agent's capacity to make decisions that can to increase the possibilities of the 

insolvency of the company (Lequericaonandia, 2001). Relatively to the cost derived from the 

politic process or the economic regulation, the research in this area assumes that the biggest 

companies are politically more sensitive than the smaller ones; and that they support the highest 

wealth transfers than the smaller companies (Blasco, 2002). On the economic regulation 

process, the governmental organisms regulate the economic activity of a lot of companies and 

activity sectors, transferring or pulling out resources, by setting tariffs, monitoring monopolistic 

conduct. Regulated companies are interested in presenting lower results, with the goal of to can 

obtain higher transfers of wealth in its favour, fewer taxes, higher subventions, and others 

(Lequericaonandia, 2001). The selection between the different accounting standards can be 

conditioned by the costs to obtain and prepare the information, in particular, the case the 

appliance of criteria with higher application costs. To Lequericaonandia (2001), this 

phenomenon occurs due to two reasons. First, there is a strong asymmetry of information 

between the company's internal and external; it makes difficult the detection, from abroad, the 

manipulation practices. Second, the accounting legal framework favours the appearance of 

those practices when it gives different possibilities to record the economic operations, and the 

financial information preparer will choose the one that best satisfies each moment its interests. 

The existence of accounting principles that allow the introduction of subjective criteria 

propitiates financial information manipulation. The discussion about earnings management has 

a particular focus on the impact that may have overstock investor decisions. Those procedures 

make relevant changes in the financial statements, may mislead decision-making. According to 

Salas et al. (1997), the most used techniques to make up financial data are the increase or 

decrease of the income and expenses, the variation on the assets and liabilities, and finally the 

reclassification of these accounting items. Those changes promote several financial 

consequences: a) variation on financial statements, it means the higher/lower profit or financial 

position; b) the manipulation of the financial information additional, the auditing report and 

management report, with the consequences of the changing of the financial ratios, between them 

liquidity, indebtedness, financial independence or profitability; c) and finally, as the 

consequence of the last the company's value variation (Salas et al., 1997). Salas et al. (1996) 

consider technics can adopt different forms: 1) the choice between different accounting 

methods; 2) some accounting movements implies a relevant estimations content; 3) it can be 

recorded artificial transactions to manipulate the financial position's values and to occult, the 

benefits between accounting periods and allowing the obtaining the desired corporate image; 

4) in some cases, it can occur the change of accounting criteria from one period to the next.  
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2.3. Some solutions 

A long time ago that the financial world questions the veracity and impartiality of the financial 

statements, and because of this regulatory authorities discuss alternatives in order to avoid the 

earnings management phenomenon (Naser, 1993). Madueño and Sánchez (2000) consider that 

the economic reality is unique, and the information's user does not change the reality's 

representation, the fact that accounting regulation allows multiple alternative criteria represents 

an imperfect state of legislation. Therefore, the same authors demand a precise definition of 

concepts and a consistent attitude of the legislator in the face of this uncertainty (Madueño and 

Sánchez, 2000). Morón (2009) defends that the conceptual framework should avoid such 

situations. Regulators of accounting standards and the accounting profession itself can combat 

earnings management effectively. Therefore Salas and Sobrevias (2004) and Blasco (2002) 

present mechanisms that they consider pertinent to combat this phenomenon. 

 

Table 1: Mechanism to combat earnings management 

Source: Salas and Sobrevias (2004) and Blasco (2002) 

 

3. CONCLUSION 

This research seeks to understand better the earnings management process, in particular, to 

know the concept, motivations and used technics. This phenomenon is characterized as present 

a distorted picture of the company's financial situation, taking into account the different 

interests of the managers. As it changes the accounts' reality and can induce the financial 

information users wrongly, it is a fraud at the financial dimension. There are several reasons to 

directors decide to manipulate financial statements, between them, the desire of the 

improvement the corporate image showing stability over time, incentives created by the 

administration compensation contract, negotiations with unions, to give a misleading 

perception to shareholders in order to influence its economic decisions, to limit the wealth's 

transfer to holders of debt contracts.  

1
When selecting accounting criteria, regulation should reduce the number of options, the accounting flexibility

leave margin to directors to manipulate the business' accounts;

2
The good governance' codes must reinforce the auditing committee's role to watch over of truth of financial

statements and avoid the manipulation attempt;

3

Auditors must adopt a clear and firm posture when there are signs of creativity. This attitude increases

credibility of the financial statements and reduce the possibility to change the record information in the

accounting;

4
The governance structure and the entity's internal control system have an important role to avoid a

discretionary accounting actuation;

5
Publicize situations of abuse by entities, companies represented in the capital markets will consider the effects 

in its public image, and because of it will not be incentives to make aggressive accounting operations;

6
As consequence of the unreal transactions, the accounting regulation should favor the interpretation of the

faithful image as substance in the form;

7
Regulatory bodies should not allow certain specific treatment by some companies outside the accounting

standard;

8
Listed companies should be required to present their accounts corrected for auditors' non-conformities, as is

the case in many countries;

9
Strengthening the ethics' codes of company directors and of accounting professionals, so as not to accept

earnings management in the accounts.
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The mechanism used to manipulate the financial information boils down to, essentially, the 

increase or the decrease of incomes/expenses and assets/liabilities. The accounting regulation 

flexibility allows the financial accounts' preparers to choose between available accounting 

criteria, according to its interest. 
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ABSTRACT 

Under present conditions, a well-built motivation policy of the organization becomes an 

important element of the personnel management system. The article describes the main stages 

of motivation policy formulation in the education institution using marketing technologies. 

Based on their priority interests, the segmentation of teaching staff was carried out. The 

motivation profile of teachers was build, and the degree of involvement and satisfaction was 

assessed. The level of general education teachers’ motivation is identified. It is concluded that 

personnel marketing technologies help improve the motivation policy that contributes to the 

retention of qualified personnel and increase of their efficiency. 

Keywords: motivation policy, personnel marketing, job satisfaction, employee engagement, 

motivation 

 

1. INTRODUCTION 

The system of market relations ensures that all services, including educational, must be 

provided to consumers taking into account their quality requirements. Considering the client's 

wishes becomes a key element of the marketing approach in management. Personnel 

management in educational organizations is no exception. In this kind of organizations an 

entrepreneurial marketing approach prevails in working with teaching staff, when working 

conditions, work itself, and jobs are regarded as products sold on the market. However, it is 

necessary to consider specific features of the educational institution that distinguish it from a 

commercial organization, and fundamentally affect the motivational work with the teaching 

staff. In our opinion, personnel marketing technologies based on market thinking in the 

formulation of motivation policy of a general education institution meets the requirements of 

the time, and will significantly increase its effectiveness.  

 

2. THE ESSENCE OF MOTIVATION POLICY 

Conducting scientific research primarily involves studying and understanding the theoretical 

and methodological foundations of the object of this research. In this regard, we considered the 

views of various scientists on work motivation, analyzed the concept of "policy", which has a 

very wide meaning and encompasses all the activities, a comparison of the definitions of HR 

policy, as, in the opinion of some researchers, the motivation policy is part of personnel policy. 

We studied different interpretations of the concept of motivation policy, which gave us the 

opportunity to formulate our own definition of motivation policy. Motivation policy on the one 

hand, is an objective activity of coordinating the interests of all parties of the motivation 

process, on the other, it is a purposeful process of formation and management of labour 

motivation, including a system of principles, norms and rules that define the main directions, 
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forms and methods of work, documented as to set the goals, objectives and action programme 

to increase the labour motivation of staff. Foreign research in the field of personnel marketing 

was conducted by G. Armstrong, I. Ansoff, P. Ahmed, L. Berry, B. M. Berman, S. L. Brue, C. 

Grönroos, G. Grunwald, Ph. Kotler, K. Crosier, I. Kruger, R. Marr, M. Mall, J. Newstrom, A. 

Parasuraman, M. Rafiq, H. Simon, J. Hentze, G. Schmidt, J. Evans, L. Iacocca. In these works, 

approaches to the organization of in-house marketing as a philosophy of particular employee's 

treatment were considered. In its turn, the application of personnel marketing in the process of 

formation and implementation of motivation policies not only contributes to long-term retention 

of qualified personnel, creation of more favourable working conditions for each employee, 

influencing the improvement of work efficiency, development of partnership relations to the 

organization [1, p. 115-118], and also contributes to the development of sustainable employee 

engagement as one of the effects of marketing activities [10]. The formulation of a motivation 

policy takes place in several stages. 

 

3. STAGES OF FORMULATION OF MOTIVATION POLICY 

3.1. Stage one 

The first stage includes an assessment of the real situation with regard to teaching staff 

motivation. Taking into account the fact that the most important element of personnel marketing 

is its research and analytical capacity. Marketing research at the initial stage of forming the 

motivation policy will help to obtain complete information about the state of teaching staff job 

motivation, as well as information required for further adjustment of the motivation policy.  

 

3.1.1. Market segmentation 

One of the tools of marketing research is market segmentation, a method of developing a target 

market, in our case, segmentation of internal customers (employees already employed by the 

organization), by behavioural criteria, in order to identify motivational attitudes. It should be 

noted that the teaching staff of an educational institution is objectively divided into certain 

groups, each of which has its own range of interests, goals, and in addition, professional needs 

and, accordingly, its own motivation. At present, when the requirements for the professional 

level of the teacher have been increased, the range of professional duties is expanded, which go 

beyond only a good knowledge of their subject and the ability to convey this knowledge to 

students. To identify the content of the professional activity of general education teachers we 

studied effective contracts and Federal Higher Education Standards of Higher Education 

44.03.01, and in addition to the main pedagogical activity, we singled out the areas of extra 

work: design, research, and cultural and educational [11]. Applying the typology of teaching 

staff depending on the priority interests in the work [4], and adjusting it to general education 

institutions, as a result of the survey, we identified four main groups of teaching staff: oriented 

only to the main types of pedagogical activity, such as education and training; oriented, in 

addition to pedagogical, to design and research activities; oriented to pedagogical and cultural 

and educational activities; having a balanced orientation to all types of activities (figure 1). In 

practice, combining all types of professional activities is definitely possible, but such teachers 

with an equilibrium orientation in general education institutions are extremely rare. In case of 

effective contracts, we suggest developing criteria for evaluating the quality of the work 

performed, taking into account the teacher's belonging to a certain group. And in the future, 

motivation work aimed at increasing the level of teacher's professional motivation, providing a 

balanced orientation to all types of professional activities should be planned. 

 

 

Figure following on the next page 
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Figure 1: Typology of teaching staff in general education institutions depending on priority 

interests in the work 

 

3.1.2. Motivation research 

To identify the level of satisfaction, work involvement and the level of motivation and to 

identify motivation profile of the teacher, a study was conducted through interviewing teachers 

of two Novosibirsk secondary schools and online survey using Google forms software, in the 

period from February 2016 to March 2019, the survey was anonymous employing random 

sampling. The survey involved 231 teachers of schools, lyceums and gymnasiums in the 

Novosibirsk region, representing both urban and rural educational institutions, which made up 

85% confidence level of the sample. To build the motivation profile of the teacher S. Ritchie 

and P. Martin test was used [8, p. 14]. The test is built around the comparison of the significance 

of 12 motivation factors, based on the needs that can be satisfied at work. It allowed to 

determine the individual combination of the most and least relevant (significant) for a particular 

person. In different people, these factors exist at different levels. The average value of the 

quantitative assessment of the importance of general education teachers needs in the 

Novosibirsk region is shown in figure 2. 

 

Figure 2: Motivation profile of general education teachers in the Novosibirsk region, % 
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Thus, teachers are predominately motivated by the factors of demand for interesting community 

service, high salary with a good set of perks and benefits, and recognition of merits, successes 

and achievements. Influence, power, leadership, and long-term stable relationships are the least 

significant factors of incentives. The important information that is to be obtained when 

formulating a motivation policy is the degree of employees satisfaction with their work, since 

satisfaction is what retains an employee, both in the organization [9, p. 10], and in the profession 

in general. The  level of teacher's satisfaction was identified through the method of components 

of job satisfaction, using the working model of the structure of job satisfaction, Ivanova T. Yu 

[2, p. 2-15], and taking into account the peculiarities of pedagogical work in general education 

institutions. The questionnaire of job satisfaction components, containing 18 questions, allows 

to assess the degree of job satisfaction with regard to 6 components: satisfaction with the 

teaching profession, salary, working conditions and organization, team, management, work 

content and achievements. When analyzing the answers of respondents it may be noted that 

most pedagogical workers are dissatisfied with a relatively low prestige of the profession, size 

of reward, level of workload at work and a reward system, thus this factors can be defined as 

major issues. At the same time, the information about staff satisfaction is not sufficient for a 

complete analysis of the existing motivation policy of a general education organization. Since 

satisfaction shows only the strength of the staff attachment to the organization, while 

engagement is the desire to make personal efforts, to make a contribution as a member of the 

organization to achieve its goals [9, p. 11]. It should be emphasized that the degree to which 

employee's values (satisfaction structure) coincide with the organization's values is a measure 

of their involvement.  According to L. I. Sokolova, a high level of involvement is characterized 

by the person's unconditional motivation to fully devote themselves to work or actions in the 

interests of the organization. To obtain the information on the prevailing level of pedagogical 

staff involvement, the method of sociological survey was used, applying L. Sokolova's 

involvement assessment method. The questionnaire developed by the author is basic and can 

be adjusted to certain conditions and groups of employees of a particular organization. Having 

previously corrected the questions proposed by the author, revised and supplemented them in 

accordance with the object of the study, taking into account the specific features of the general 

education organization, a questionnaire for teachers of general education organizations, 

containing twenty-five questions, was compiled. One part of the questions is aimed at 

calculating the indicator of staff general satisfaction, the other aimed at their involvement. The 

obtained data were processed using the method of statistical processing of the results of 

observations [9, p. 51]. A study conducted in March 2019 revealed a specific correlation 

between the ratio of satisfaction and engagement indicators. Thus, the data obtained indicate 

that the average teacher engagement rate of 74% is higher than the average teacher satisfaction 

rate of 72%. It is necessary to note the fact, stated in numerous studies, that most teachers work 

for the love of their work. Summing up the aforesaid, it can be argued that the teacher's 

awareness of the meaning and public utility of their activities, commitment to the teaching 

profession has a great influence on their involvement. Based on the data obtained, it is possible 

to conduct a quantitative and qualitative analysis (the result of which showed the zone of 

involvement (60-79%) – the zone of development [3]) and determine the guidelines for further 

work. Further, taking into account the fact that motivation is one of the tools for managing 

satisfaction and engagement, we will track the achieved level of motivation of general education 

teachers using the methodological tools for analyzing job motivation of L. G. Milyaeva [7, pp. 

443-449]. We will estimate the individual levels in the context of the analyzed work motives 

using the formula: 

 

                                                                                            (1) 
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where 
JM

IL  is a level of labour motivation; 

 perception

iR - data on perception ratings; 

 - data on expectation ratings. 

 

Analysis of the survey results revealed that the achieved level of job motivation of teachers is 

equal to 0.75 and is acceptable. Given that motivation is one of the important components of 

pedagogical activity, the acceptable level of labour motivation, which is below the average 

value, indicates certain motivation issues in general education. As a result of the study, it was 

concluded that the lowest levels of job motivation were revealed by the following parameters: 

decent financial reward meeting the basic needs of the teacher and their family members (0,63); 

fair level of financial reward corresponding to the teacher individual performance (0,62); the 

ability to obtain higher financial reward depending on the results of work (0,60); bonuses for 

teachers performance (0,66). This suggests that the decrease in the overall level of job 

motivation of teachers is influenced by labour motives related to teachers’ remuneration issues. 

Thus, identifying and considering the individual characteristics of teachers, their professional 

preferences, level of satisfaction, involvement and motivation, when building motivational 

work, will affect the success of motivation policy in general. 

 

3.2. Stage two 

At the second stage of motivation policy formulation, the key directions, goals and tasks of 

motivational work are determined. First of all, taking into account the results of the study of 

motivation, teachers job satisfaction and marketing research of the team, we determine the goal 

of motivation policy, since the goal reveals its main directions. At this stage, the content of 

internal marketing is determined, which is designed to build the loyalty of internal customers, 

and which will help determine whom we are going to retain, what to expect from the personnel 

involvement and satisfaction. Let's assume that the goal is to retain highly qualified talented 

employees, therefore, a retention policy will be outlined, or the goal is to attract young 

professionals, employing a recruitment policy, or the goal is to increase the labour activity of 

older employees. In each case, different approaches, tools and methods of motivational 

influence will be applied. At the same time, it should be noted that different types of motivation 

policy can be applied together, since there may be several subgoals. In addition, each 

educational institution has its own priorities. An educational institution may specialise in the 

development of children's creativity (school drama studio, drawing, dancing classes, school 

newspaper, TV, etc.), another may specialise in scientific activities for both students and 

teachers (publication of articles, teaching materials and manuals, active participation in 

scientific conferences, development of innovative educational programmes, etc.), in the third, 

special attention is paid to physical development (different sports activities, school sport 

competitions, participation in city, regional competitions, etc.), etc. But in any case, the main 

purpose of motivation policy of the educational institution is to increase the level of teachers 

professional motivation. Thus, to achieve the fulfillment of both the main and additional goals 

of the motivation policy it is necessary to check for their compliance with the goals, needs and 

expectations of employees, considering the results of marketing research. 

 

3.3. Stage three 

Then, at the third stage of motivation policy formation, the main principles of motivation policy 

are determined. To achieve the greatest effect, we suggest sticking to the following principles: 

• the principle of compliance implies the correlation of goals and objectives of the motivation 

policy with the organization strategic goals; 
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• the principle of targeting reveals the need for an individual approach that takes into account 

the personal characteristics of employees, their professional needs and preferences; 

• the principle of flexibility and dynamism involves adjusting the motivation policy to the 

situation both outside and inside the organization, reacting and adapting to the changes; 

• the principle of consistency shows the need for motivation management at all functional 

levels of the management system; 

• the principle of openness is the availability of information about the organization's 

motivation policy; 

• the principle of transparency implies the presence of feedback provided by the operational 

interaction of management with employees. 

 

It should be emphasized that the use of marketing tools provides customer orientation, which 

means that an organization defines each employee as a customer. This allows an organization 

to take into account the individual needs of each employee, balancing them with the needs of 

the organization itself. In this case, the principle of targeting is applied. With orientation to the 

"internal consumer" – the staff – an organization not only increases the professional motivation 

of the teacher, but also can use it as a tool for managing the quality of professional activity. 

 

3.4. Stage four 

The fourth stage involves the development of plans and measures to increase the job motivation 

level. At this stage, the concept of partnership marketing is used, focused on building long-term 

customer loyalty (i.e. a benevolent attitude to the employer organization, maintaining long-term 

employment) [5, pp. 76-82], based on close interaction, while obtaining mutual benefits. This 

approach represents an employment relationship from the point of view of mutual satisfaction 

of the expectations of employees and the employer, where both parties participate in activities 

that include a constant desire to benefit each other. In other words, the programme of motivation 

policy is aimed at mutual beneficial satisfaction of the needs of all participants of the motivation 

process, using an individual approach in order to increase the strengths depending on the 

preferences of each. It should be noted that the teaching staff have a high level of loyalty, but 

this does not mean that the teacher will be involved. However, when the goals of an educational 

institution coincide with the goals of an employee, the teacher develops a sustainable 

involvement, expressed in a certain interest and attitude to the implementation of the goals of 

education as a whole. In this regard, it is necessary to study the values, needs, expectations and 

motivations of the teaching staff, because for each individual employee, even within the same 

profession, there is an individual set of motivating factors, with their own priorities and power. 

To identify the balance between the needs of an educational organization and professional needs 

of the teaching staff, namely, to determine the degree of consideration of individual needs of 

teachers in accruals of incentive payments, it is necessary to calculate a special rate of 

implementation of the motivational function of wages – the professional needs satisfaction 

quotient  (S.Q.) according to the formula: 

 

                                                     S.Q. = PN / (T – Tincompl.),                                            (2) 

 

where S.Q. is a professional needs satisfaction quotient; 

PN stands for the number of professional needs (in our case, defined by S. Ritchie and P. Martin 

[8, p. 14]); 

T is the number of tasks specified in a contract, the performance of which contributes to the 

satisfaction of professional needs; 

Tincompl. is the number of tasks that are not performed by teachers for any reason. 
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In the course of processing the results of the survey and performing calculations, the 

professional needs satisfaction quotient of general education organizations teachers who 

participated in the study was calculated, which equals 2, this indicator corresponds to the 

average level. It should be emphasized that 25% of respondents have a satisfaction quotient of 

6, which is the lowest level. Note that the high level corresponds to a quotient of one, and the 

low level (in this study) is equal to six. 

 

3.5. Stage five 

So, the development of the motivation policy of the educational institution is followed by the 

fifth stage of approval. We emphasize that one of the technological errors of the management 

process is that in most cases a motivation policy has been developed, but not been 

communicated to the staff. Meanwhile, interaction between the management of the educational 

institution and the personnel should promote mutual understanding and perception of the 

importance and significance of the work [6, pp. 44-52]. Establishing internal communications 

as a marketing tool will allow to identify the opinion of the teaching staff and, finally, to adjust 

the developed motivation policy with subsequent control of its implementation. 

 

3.6. Stage six 

Finally, at the sixth stage, employees are familiarized with the document that defines the 

motivation policy of the institution. However, this should not be a one-time event, but a 

systematic ‘advertising’ of the educational organization's motivation policy. In this case a 

marketing tool called ‘Internet marketing’ is implemented, when ‘Motivation policy’ is 

published on the organization's website; motivation policy branding (positioning), involves the 

creation, development and maintaining constant communication with internal customers 

(personnel), using high-quality motivational work and the level of satisfaction and involvement 

of teachers, enhancing professional motivation. 

 

4. CONCLUSION 

Against the background of educational reforms aimed at solving the strategic task of ensuring 

the quality of education at all levels of the educational system, it is possible to achieve high 

efficiency of an educational institution through the purposeful development of a motivation 

policy. Thus, the result of the use of methodical recommendations on development of secondary 

general education organization motivation policy using marketing technologies, will increase 

the involvement and commitment of a teacher, increase the productivity of the working process 

in general, and as a result improve the quality of professional activity. 
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ABSTRACT 

This paper seeks to understand the framework of the loans from partners to the company in a 

multidisciplinary overview. In particular, it studies the accounting and taxation treatment of 

the loans from members to societies. For this purpose, it researches several data sources of 

Portugal: Portuguese Accounting Standards (Sistema de Normalização Contabilística - SNC), 

Value Added Tax (Imposto sobre o Valor Acrescentado - IVA), Corporate Income Tax (Imposto 

sobre o Rendimento das Pessoas Coletivas - IRC). The results show that, in the accounting 

domain, loans from business owners to entity meet the requirements to be considered financial 

liabilities. The financial position's statement presents it in the second element. Under the 

lending contract, the lender can receive interest or not. In the case of income receipt, it is 

subject to taxation in the beneficiary's sphere, and it constitutes a financial expense the 

borrower's realm. This operation is VAT exempt, according to article 9º.  In the CIT, the 

interests are tax expense under some circumstances predicted in the tax law. The paper presents 

some limitations because it is restricted to Portugal jurisdiction; it could be interesting to 

analyse it in other countries.  

Keywords: Partner Loans, VAT, Corporate Income Tax, Accounting  

 

1. INTRODUCTION  

According to Canas (2011), the "suprimento" is a mechanism that allows exceeding the lack of 

capital and the economic insufficiency of the companies, replacing capital entries (Pereira, 

2018). This figure appears with the approval of Decree-Law no. 262/86 of 2 September, 

therefore, this is not a new mechanism and tends to have more relevance in times of financial 

difficulties. The Portuguese lawmaker, recently, introduces an essential option for commercial 

entities using this type of contracts. The Decree-law 79/2017, of 30 June allows Portuguese 

companies to increase the entities' social capital using this figure, in moments of financial 

distress to companies it can represent a good option for both sides. On the one hand, for the 

business that has to challenge to obtain the traditional credit; thus, it can be a solution for 

treasury problems. On the other hand, for a partner, it can be an opportunity to obtain financial 

income, the interest, if it is stipulated. 

 

2. THE PARTNER LOANS’ ON PORTUGUESE JURISDICTION 

2.1. In Commercial Law 

The Portuguese Commercial Law predicts the possibility of the business partners to loan money 

to the company. This prediction is present in article 243 until 245 of the Commercial Companies 

Code – Código das Sociedades Comerciais (CSC). In article 243, the Portuguese legislator 

calls this juridical figure as "Contrato de Suprimento” and defines as the contract that allows to 

partners lend money or other fungible things to the entity. The company have the requirement 

to return the same quantity of the same kind and quality. Pereira (2018) evidences the second 

modality as the one by which the partner agrees with the company the deferral of its credits on 

it. Cordeiro (2007) considers that this contract has the characteristics of the loan contract, 

according to article 1142 of Civil Law, although the differences in the contract's form.  
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According to typicality principle, the societies that have as the primary goal the trade acts must 

adopt one of the company's kinds foreseen in the Commercial Law1, depending on the kind of 

partners liabilities responsibility (Carvalho and Moreira, 2013). The private and public limited 

companies are the most popular kind of commercial entities in Portugal. Concerning the private 

limited entities, the law predicts the partner's loans contract in Title III of Chapter IV of the 

Commercial Law. Nevertheless, the legal framework of public limited companies does not 

foresee those kinds of agreement between companies and partners, so, Portuguese doctrine 

discusses its admission (Abreu, 2003, Pinto, 2016, Ventura, 1989, Furtado, 2001, Domingues, 

1998, Pereira, 2001, Meira, 2005). Legal dispositions predict two instruments to obligate the 

partners to make borrowing, and they are the social contract and members' deliberation. 

According to article 244.1, society's contract can obligate the partner to make the advance of 

the money2 (Pita, 2018). This legal disposition remits to the article 209.1, due to this 

remission, legislator equates supplementary instalments to loans of partners; additionally, the 

social pact can impose that obligation for all or some associates. In the case of members' 

decision, the resolution binds the shareholder that signs the deliberation's minutes, according to 

the article 244.2 of the same law; it means that only the associates that voted the decision have 

the requirement to make loans for the company (Ramos, 2018, Meira, 2005). Thus, according 

to CSC's article 244.3, this situation can result directly, of the agreement between the society 

and the business associate, not depending on the members' deliberation. 

 

Table 2: Legal obligation to lend to society by shareholders 

Source: Author 

 

The partner that celebrates a contract of this nature with the company became entity’s creditor 

on the amount borrowed and, eventually, over the correspondent interest. The law does not 

prohibit the payment of interest to the lenders due to the loan; nevertheless, in the absence of a 

compensation agreement, Abreu (2015) considers that no interest is due.  According to the 

Pereira (2018),  this mechanism presents two essential characteristics that define it, and they 

are the quality of parties involved and the permanence character. In the first, it is necessary two 

crucial pieces that they are not substitutable, the company and the company's owners (Pereira, 

2018). On the other hand, legislator decides to impose to this legal figure consistency and 

stability in order to assure the entity' interest and the general creditors that are not owners, Thus, 

the lawmaker determined a temporal limit of one year that allows the qualification of that 

instrument. Being the credit classified as "suprimento" is subject to the dispositions of the 

article 245 of the CSC, it means that, in case of insolvency, shareholders cannot collect the 

loaned money from the company, before general creditors receive all their company's credits.  

 

 
1 CSC’s article 1.2. 
2 Article 244.1 of the CSC. 

Obligation to lend to society by shareholders

Society's contract Members' deliberation
Agreement between shareholders 

without deliberation

Article 209.1, 244.1, 287.1 of the 

CSC
Article 244.2 of the CSC Article 244.3 of the CSC
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2.2. In Accounting Law 

According to the Conceptual Framework of the Portuguese Accounting Law - Sistema de 

Normalização Contabilística (SNC) - financial statements represent financial effects of 

company's transactions, wherefore, the accounting rules aggregate these operations in classes, 

in accordance with its characteristics. The elements of financial statements represent these 

classes. The asset, liability and equity typify the financial position's elements; on the other hand, 

the incomes and expenses represent the income statement's elements. Paragraph 49 of the 

Conceptual Framework exhibit the legal concept of the balance sheet's elements, between them, 

the liability's definition. This concept has underlying the definition of IASB Conceptual 

Framework; thus, liability is a present obligation of the entity arising from a past event, the 

settlement of which is expected to result in an outflow from the entity of resources embodying 

economic benefits. The partner's loan respects classification of liability, the society has a 

present engagement with the shareholder due to a past occurrence, that will imply a resource's 

exit. As it was, already explained, this kind of contract assumes different perspectives, taking 

into account its particularities, its specificities imply particular attention in accounting 

recognition. If the lending has a term less them one year, it is not a contract of "suprimento", so 

it will be a current liability on the financial statement, the company should pay it in the next 

twelve months. In the case of the term of payment occur in more than one year, it obeys the 

legal concept of "suprimento", so in the financial accounts, it assumes the non-current position. 

This mechanism predicts the possibility of pay interest to the lender. In the company's sphere, 

the partner's right can configure an expense or an asset. According to the Conceptual 

Framework, the expense is the decrease in future economic benefits during the accounting 

period. It occurs over the form of outflows, or assets depreciation, or occurrence of liabilities, 

that result in a decrease of equity and not being related with results distribution to capital 

owners. So, the payment of loan compensation most of the times congregates the characteristics 

of the expense, so, the income statement presents information about it. Nevertheless, the 

Portuguese Accounting and Financial Reporting Standard 10 - Norma Contabilística e de Relato 

Financeiro (NCRF), predicts that the entity must capitalize the borrowing costs when directly 

imputed to acquisition or construction of an asset that needs time to conclude for the use or 

selling. It means that, if the equity's owners loan money to a company to help the company to 

acquire or construct a thing that will be classified as an asset in the future, the interest paid will 

be recognized as an asset, also. In this case, this amount of interest, when capitalized, will be 

subject to the depreciation according to the imposed accounting rules to the main asset. Taking 

into consideration the Ordinance 218/2015 of July 23 that institutes the Portuguese Accounts 

Code - Código de Contas (CC) -   the mechanism's occurrence implies an accounting record in 

the account 253 - Equity Participants. In the same time that the interest payment implies a 

registration on the class of financial expenses, in particular, 691 - Supported Interest. In the 

case that the borrow supports de acquisition or construction of assets that qualify in the future, 

it needs to transfer the amount, the value paid of interest will not be represented in the spending's 

account (691) but in the investments account. The ordinance 220/2015, of July 24 imposes a 

mandatory application of financial statements models to entities subjects to the Portuguese 

Accounting Law. The detail level of financial information required depends on the corporation's 

dimension. So, this legal disposition presents several models according to the company's kind. 

So, if equity owner loans money to the company, and it is expected to receive in the operational 

period or in a term less one year, the borrow's information will be held in the current liability - 

Passivo Corrente, in particular in obtained financing - Financiamentos Obtidos. By the other 

hand, if it is expected receive the money in more than one year, it means it is qualified as 

"suprimento", the lending's information will be held in the non-current liability - Passivo Não 

Corrente, in particular, in the item obtained financing - Financiamentos Obtidos. 
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Image 1: Statement's part of financial position 

Source: Attachment 1 of the Ordinance 220/2015, July 24 

 

2.3. In Tax Law 

In Value Add Tax sphere, the financial operations’ benefits of an exemption predict on article 

9 of the VAT Code. The Directive 2006/112/EC of the 28 November 2006 approved by the 

Council of the European Union (2006), imposes this exemption and legislator transposes to 

Portuguese Jurisdiction (Roriz et al., 2015). According to article 1.1.a) of Portuguese IVA 

Code, the onerous goods' transfer and the provision of the services are subject to tax when these 

operations happen in national territory and make by a IVA taxpayer. Article 4º of the same law 

clarifies that the one operation is services provision if it is not a transfer of goods, an intra-

community acquisition or the importation of a good, it means that it has a residual framework. 

Despite the general principle about which the tax is settled over all onerous services’ operations, 

the VAT Code's article 9.27 foresees the operations related to the banking activity are tax-free, 

it means that they are subject to tax but exempt (Palma, 2011b). Thus, the loan made by the 

partner to the company is VAT exempt due to this legal disposition (OCC, 2016). On the other 

hand, the payment of interest constitutes an inherent and resultant consequence of the main 

operation, the loan, so, it must be considered that the interest payment enjoys of the same 

exemption of the principal transaction (Palma, 2011a). In the Corporate Income Tax domain, 

the payment of interest represents a tax expense relevant for the determination of the corporate 

income tax's base. Nevertheless, it needs to have a document to support the transaction and the 

accounting record (APECA, 2018). Although in the accounting dimensions, there is no limit of 

the rate interest to pay to shareholders, in the tax domain is not happens the same. According 

to the article 23-A.1.m) of the CIT, is not accepted as fiscal expenses the amount of interest that 

exceed the limits imposed by law, in particular, the Ordinance 274/2014 (Ministério das 

Finanças, 2014). This legal document imposes two limits, one for large companies and another 

for small and medium-sized. In the first case, is subject to an interest rate of 2% added the 

Euribor rate, this means that if the company pay more than this limit, the difference that exceeds 

will not be accepted as tax expenditures. In the second case, the limit rate is 6% added to the 

Euribor rate. In the domain of Income Tax Natural Persons, the loans devolution at the nominal 

value not represents an operation with gain, so it is not subject to taxation.  
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However, the article 10.1.h) of the IRS Code forecasts the onerous cession of the partners' loans 

as a tax transaction in the part of the gain. The article 49 of the same law determines the 

acquisition value, for tax purposes, it means that it is the loan's nominal value. The positive 

difference between the nominal value of the loan and the cession value is subject to taxation 

according to the article 72.1.C) of the IRS Code, it means that it is taxed by an autonomous tax 

rate of 28%, although the beneficiary can opt for the inclusion with the other tax incomes. The 

law imposes withholding under the receipt of interest, and it means that entity when pays this 

kind of income needs to withhold an autonomous rate of 28%, second article 71.1.a) of the IRS 

Code. 

 

3. CONCLUSION   

According the Portuguese commercial law shareholders can lend money to the company, this 

operation can have the status of "suprimento" if the loan has a return term higher than one year. 

This mechanism renders the partner creditor of the company with particular specificity, 

because, if it collects the condition to be qualified as "suprimento" represents that in case of 

insolvency the members can not receive the money without the other creditors receive all theirs 

debts. In accounting domain, the loan is recognized as a liability, that according to the return 

term will be presented in the financial position statement as current or non-current liability, if 

it is less or more than one year, respectively. On the other hand, most of the times, the interest 

regarding the concept of expenditure; however, it can be considered as an asset if it observes 

the conditions of the NCRF 10. In the taxation realm, legislator determines some particularities 

about it. First, the VAT Code exempts the partner's loan, taking into consideration the European 

Union's Council Directive, second, the IRS Code does not determine any taxation to the return 

of the borrowing, if the return value is the same that the nominal amount. In the company's area, 

the interest paid is also a tax expense, when recorded in the accounting area as a spending. 
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ABSTRACT 

The notion of FAIR TRADE is a concept that has been widely debated and criticized, not only 

for the many failed experiments but also for the very inconsistency of its ethical claims. If FAIR 

TRADE is the process by which the social and economic disparency between the rich and the 

extremely poor is readjusted via the process of introducing ethical standards in the trading 

between the two, then this very process has been proven to not only place a substantial financial 

stress on the poor farmers with the cost and time consuming process of earning the FAIR 

TRADE brand, it has also been shown that the revenue expected from this process doesn’t 

necessarily end up in these farmers hands, while at the same time placing the normal farmers 

in a competitive disadvantage, all in the name of providing a false sense of moral relief for 

consumers. The ethical concern deepens as political agendas are often enforced on these 

farmers in the name of sustainable development policies that falls short in most cases by 

focusing on a bigger picture objective while neglecting the day to day lives and sacrifices of 

these farmers. The most apparent result of these problems is the money trail which seems to 

completely disappear after the initial trade, the fact is studies has shown that the farmers 

affiliated with the FAIR TRADE movement have not shown an increase of wealth or betterment 

of lifestyle, rather the associations in charge of the farmers are constantly seen a nest of 

corruption and financial scandals, as the mission of inspecting and auditing the trade and it's 

results  is rarely seen to its end. 

Keywords: Ethical, FAIR TRADE, Farmers 

 

1. INTRODUCTION   

This study analyses the claim that Fairtrade is ethical trading. It starts with a brief outline of 

Fairtrade and sets out the basic ethical criteria to be used. These are then expanded and extended 

as fuller details of the operation of Fairtrade are presented. Fairtrade is a commercial brand. Its 

owners, the Fairtrade Foundation, have been very successful in persuading customers of their 

genuine ‘ethical trading’, and that by buying Fairtrade goods they are giving producers a fair 

price, dealing fairly with them, and giving money to poor producers in the Third World. It has 

had considerable support, and has received gifts of time, money, marketing and preferential 

trading opportunities from private individuals, firms and public bodies. The retail turnover in 

the UK alone was close to 800 million pound in 2009. For a fee, the Fairtrade Foundation gives 

companies in the developed world – coffee processors and packers or supermarket chains for 

instance – a license to use the brand, 85% of the income of the UK Fairtrade Foundation can be 

traced to this single licensing operation, with the remaining 14% coming from donations and 

government grants (Fairtrade UK, 2009). At least 70% of this license income is spent in the 

UK, mainly on promoting the brand. The accounts are not clear on how or where the rest is 

spent, but it appears to be spent by the Fairtrade organization, some of it for administration and 

control of standards by The Fairtrade Labelling Organizations International, rather than being 

given to farmers in the Third World. The money intended for the Third World is an entirely 

separate income stream, which does not pass through the Fairtrade organization. The product 

must be produced by Fairtrade-certified suppliers in the Third World, nearly always members 

of a cooperative. These suppliers must meet a range of political standards to be certified. For 

coffee, the star product, there are typically several levels involved: the farmers themselves, the 
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primary cooperatives which do the assembly and processing, and the secondary or tertiary 

cooperatives which export on behalf of the primary cooperatives. The exporting cooperative is 

paid a price 10% higher than the world price for any coffee that, first, meets the Fairtrade 

standards and, second, is sold with the Fairtrade brand. The higher price is termed the ‘social 

premium’ and may be spent by the exporting cooperative on business expenses including the 

costs of meeting Fairtrade standards, or on social projects like health, education. Some 

cooperatives pass on cash to farmers, giving them a higher price. A significant aspect is the 

minimum price, which gives the exporting cooperatives a price above the world price when the 

world price collapses, as it does from time to time. These price commitments apply to the 

exporting cooperatives only, not to the primary cooperatives or to farmers, and they cover only 

goods sold under the Fairtrade brand, which may be a small part of the product meeting the 

standards, and a small part of the cooperative’s turnover. This analysis covers the Fairtrade 

system as a whole, from farmer to consumer, including cooperatives, importers, packers, 

wholesalers, supermarkets and cafes. It covers the Fairtrade Foundation UK and the umbrella 

organization, the Fairtrade Labelling Organizations International. It also covers those advocates 

of Fairtrade who do not have any financial interest in it, but give money, time, effort, and 

preferential trading opportunities to it and who publicize it. These include firms, politicians, 

public servants. 

 

2. ETHICAL CRITERIAS   

The ethical approach used to analyses FAIRTRADE is the Utilitarian one of the greatest good 

for the greatest number, as is normal in dealing with public money. This uses the hedonic 

calculus, applying resources where they produce the greatest marginal utility. Two sets of 

ethical criteria are derived from the Utilitarian principles which will be used throughout the 

analysis. The first set derives from the concept of personalized impact, the same amount of 

money no matter how small will have a different impact on different socio-economic classes. 

The lower class as referred to by many, can be made 5 euro worse off as they may not be able 

to buy a mosquito net or buy enough food to keep the children alive in the season before the 

harvest. The middle class may suffer only a minor inconvenience for the same amount of 5 

euros. And the rich and the high class, a loss of 5 euro would not be noticed at all more or less. 

This is standard economics. These criteria mean that it is not sufficient to prove that some 

farmers benefit from Fairtrade: any meaningful analysis must also cover other Fairtrade 

farmers, and non-Fairtrade farmers. These criteria are applied at two levels: it is asked whether 

the money should be given to Fairtrade at all, and it is asked whether, once the money has been 

given to Fairtrade, is it spent in such a way as to maximize its impact. The criteria may be 

applied by comparing the impact of Fairtrade with the impact of alternative ways of delivering 

aid or charity to the Third World, using as a standard either giving money directly to a Third 

World government or giving it to one of those charities which guarantees that all donations are 

spent in the Third World. The second set of criteria, Unfair Trading, includes two relevant 

principles that both centers around the truth: It is unethical to lie to a customer about a product 

and it is unethical to withhold or fail to give consumers important information about a product, 

information that is likely to cause the average consumer to make a different purchasing 

decision. Under the Utilitarian approach lying on the product may cause the allocation of money 

in a way that increases death and destitution, as in the first criterion – a derived wrong. 

Secondly, there is a cost when donors realize that their money has been used for purposes that 

they had not intended. Thirdly, the use of lies and suppression of evidence damages the 

efficiency of markets, and can collapse these markets entirely, causing widespread public harm. 

To the extent that this happens in the charitable sector, there is a risk that the public may stop 

giving money to all charities. And risk is an economic cost.  
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This is recognized by legislators: both lying and failing to give relevant information to 

customers would constitute the criminal offence of Unfair Trading throughout the EU under 

Directive 2005/29/EC on Unfair Commercial Practices (European Commission, 2005). 

 

3. THE FINANCIAL TRAIL 

With Fairtrade, customers pay a higher price in the belief that nearly all the extra will go to the 

intended beneficiaries. The Fairtrade Foundation’s basic guarantee is, ‘A fair and stable price 

to farmers for their products’ (Fairtrade Foundation, 2011). A reasonable consumer might 

assume from this that 80% of the extra amount paid went in higher prices to the farmers, in 

such a way as to get the greatest good for the greatest number. This section examines what 

actually happens to the money. First it asks how much reaches the exporting cooperative, half 

way up the marketing chain. Then it asks what happens to this money: how much goes in added 

costs to the Fairtrade cooperatives; how much is spent on social projects; how much goes in 

extra money to Fairtrade farmers; and what harm is caused to non-Fairtrade farmers. 

 

3.1. The exporting cooperatives 

In practice, retailers, wholesalers and manufacturers are free to charge whatever they wish for 

Fairtrade products. Fairtrade does not monitor or control how much extra they charge. It is 

almost never possible for a customer to determine how much extra is charged, because retailers 

almost never sell identical Fairtrade and non-Fairtrade products side by side. There are 

differences in brand, quality, origin, etc. which make price comparisons impossible. Very 

occasionally it is possible to calculate how much extra is paid. For example, Valkila, 

Haaparanta and Niemi (2010, p. 266) were able to get information not normally available on 

coffee sales, and found that consumers in Finland paid considerably more for Fairtrade certified 

coffee than for alternatives, but that only 11.5% of the extra paid went to the exporting country. 

The amount reaching the farmer is not calculated. Kilian, Jones, Pratt and Villalobos (2006) 

talk of US Fairtrade coffee getting 5 dollars per pound extra at retail, of which the exporting 

cooperative would have received 10c, or 2%. Mendoza and Bastiaensen (2003, p. 38) calculated 

that in the UK only 1.6% to 18% of the extra charged for Fairtrade reached the producers for 

one product line. It appears that the cost of operating the Fairtrade organizations in the rich 

countries is of the order of 75% to 100% of the gross amount of extra money reaching the Third 

World. There are also some unavoidable costs to processors, wholesalers and retailers in 

handling Fairtrade. That is to say, the absolute maximum proportion of the donations reaching 

the Third World would be 50% to 60%, in an ideal world where nobody charged higher mark-

ups. This is consistent with the fact that Fairtrade charges wholesalers a fee of 3%, and 1.53% 

of the retail price reaches exporters as extra payment. These proportions would be considered 

unacceptably low by many donors. That is to say much of the extra price paid, the donation, 

goes as extra profit in rich countries, which is unethical under the Death and Destitution criteria, 

and there is a failure to disclose this, which is unethical under the Unfair Trading criteria. The 

Fairtrade system requires importers to: 

• Pay the minimum price set by Fairtrade, 

• Pay a premium price  

• Provide credit for pre-financing so that Fairtrade cooperatives can pay cash on delivery, 

• Enter into long-term contracts. 

 

However, Companies are in a position to say, ‘We will buy your Fairtrade coffee but we will 

pay you less than the proper price. If you refuse, we will buy from another Fairtrade 

cooperative, and you will have to sell at an even lower price, the world commodity price. As 

you know, there is three times as much Fairtrade certified coffee available as the market will 

take.’ It is difficult for the cooperative to refuse.  
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There is evidence that companies do this, sometimes paying the full Fairtrade price, but 

demanding a higher quality (Raynolds, 2009, p. 1089; Valkila, Haaparanta, & Niemi, 2010, p. 

264; Valkila, 2009). There is also a failure to provide the credit. Importers may pay cash on 

delivery, or pay late, or just not honor their contracts if world prices move against them. (Utting, 

2009, p. 139; Valkila, 2009, pp. 3022-3; Raynolds, 2009, p. 1089). The mainstream traders 

sometimes provide better credit to farmers at significantly lower interest rates (Valkila, 2009, 

pp. 3022-3). The Fairtrade requirements on long term contracts are not strictly enforced (Reed, 

2009, pp. 12, 21). These evasions are mentioned by some of the most enthusiastic supporters 

of Fairtrade, but they do not give details or discuss them, and appear not to have investigated 

them to find out how common they are. This is surprising as the evasions could make the whole 

system unusable. The ethical problems raised are, first, the failure to control these problems 

effectively, second, the failure to admit to the problems, and, third, adopting a system where 

these problems arise – they do not arise with normal charity to the Third World. 

 

3.2. Ethical implications 

It has been shown that a small amount of the extra amount that consumers pay for Fairtrade 

gets even as far as the exporter. In a few cases it may be as much as half; in many cases it is 

much less. Much of the extra price paid, the donation, goes either in higher profit in rich 

countries, or in the Fairtrade organizations’ administration costs and their cost of collecting 

donations. This is unethical under the Death and Destitution criteria. It is likely that Fairtrade 

sales would be much lower if this were known by consumers. However, the extra amount 

consumers pay for Fairtrade products is almost universally concealed by retailers and the costs 

of the Fairtrade organizations and the amount reaching the Third World has not been disclosed. 

This is Unfair Trading and unethical. The criterion that relevant information should not be 

concealed requires that a pack of Fairtrade coffee, should have the label ‘This pack costs 5 euros 

more than an equivalent pack of non-Fairtrade coffee. A maximum of .34 of this reaches the 

Third World. Even those retailers who feel that they, and their supply chain, are beyond 

reproach, and that it is acceptable that only half the extra money paid reaches the Third World 

in their particular operation, are under an ethical obligation to give this information. If they 

were to disclose their figures, they would put pressure on others to do the same, so there would 

no longer be firms pocketing 90% to 99% of the extra price charged. Similarly, all charities 

have to publish their accounts. Many reputable ones publish them in great detail: they hope to 

drive out those charities that spend nearly all their revenue on collecting more revenue, that 

spend almost nothing on the intended beneficiaries, that are incompetent and dishonest. That is 

to say they are acting according to the Ethical Trading criteria. Fairtrade, on the other hand, has 

been set up in such a way that most of the money donated does not even enter their accounting 

system, and it is not possible to find out what it is spent on. 

 

3.3. The farmer 

Fairtrade monitors the price paid to exporters. It does not control what happens to the money, 

nor does it monitor how much reaches the farmer. There can be no evidence for the claim, 

‘Fairtrade guarantees a fair price for the producer’. Some of the extra money is spent on meeting 

the Fairtrade criteria for certification, sometimes a large proportion (Utting, 2009, p. 139; 

Valkila and Nygren, 2009; Valkila, 2009, pp. 3022-3; Berndt, 2007). The exporting 

cooperatives, the primary cooperatives and the farmers all have to reach these criteria. They 

have to meet the criteria for all they produce, whatever proportion they manage to sell as 

Fairtrade branded. Obviously, they would prefer to sell all they produce at the higher Fairtrade 

price, but the world market for the brand is about a third of the quantity produced, so two thirds 

is sold, unbranded, at the commodity price (Kilian, Jones, Pratt, & Villalobos, 2006). Some 

cooperatives struggle to sell 10% to 15% of their total production as Fairtrade, so their added 
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costs are higher than their added income. Nothing is left for social projects or for the farmers. 

Presumably they hope to sell more in future and make a profit. Others manage to sell most of 

their output as Fairtrade so the social premium is higher than the extra costs, but even here the 

cooperative management may say, ‘It’s not worth the trouble, Fairtrade’’ (Berndt, 2007, p. 27). 

Fairtrade Labelling Organizations International figures do not show that any money goes to 

farmers. Workers on Fairtrade plantations may do no better: tea workers in Kenya and India 

may get a thermos flask every few years as their payoff from Fairtrade (Bahra, 2009a) (Bahra, 

2009b). However, researchers suggest that some farmers have demanded to receive cash, rather 

than have the money put into underperforming social projects. Some Fairtrade employees claim 

that Fairtrade Labelling Organizations International is wrong. Martin Hill, Director of 

Commercial Relations, Fairtrade Foundation UK, spoke at the European Coffee Symposium 

(2009), and said that all the Fairtrade Premium was passed on to farmers at farm gate - not just 

to the cooperative exporter, nor spent on business and production expenses, or on social 

projects. Any extra money not spent on achieving certification and business expenses may be 

spent on social projects. Some of the social projects are building local schools, clinics, or 

baseball fields. Some of the projects are community (44% of expenditure on social projects), 

education (14%), environment (1%), health (10%), women’s programs (5%) and others (25%) 

(Fairtrade Labelling Organizations International, 2010). It is acceptable within the Fairtrade 

ethos that all the extra money is spent in this way and that none is passed on to farmers. Fairtrade 

does not control what the cooperatives do with the money or measure its impact. There is almost 

no published information by researchers on what extra money individual cooperatives get, and 

how much money they spend on each activity. There have been very few attempts at measuring 

the impact but, even if one ignores the methodological problems with these, it is not possible 

to take a small number of case studies of selected successful cooperatives, nearly all producing 

coffee, and to generalize the results to 3000 producers supplying thousands of products. There 

is no reason to assume that projects organized by cooperatives will have a greater impact than 

ones delivered by those aid organizations or governments which have a strong professional skill 

base, backup, resources and experience. Most aid projects also have economies of scale as they 

aim to help all farmers in a district, province, or country, not just the few hundred Fairtrade 

farmers. Agricultural economics and marketing interventions at sector level, industry level or 

crop level, for instance, typically help millions of people, and can be low-cost: high-impact. 

The Fairtrade projects are not low-cost: high-impact. There is a worry that the benefits of social 

projects may accrue mainly to the families of committee members and managers of the 

exporting cooperative, less to the families of committee members and managers of primary 

cooperatives, and least to the farmers. 

 

4. POLITICAL OBJECTIVES  

The failures of Fairtrade arise from the fact that the headline objective advertised to customers, 

‘A fair and stable price to farmers for their products’ (Fairtrade Foundation, 2011), is not the 

main objective of many of its founders and managers. The main objective was political and 

could not be achieved using tried and tested methods of getting charity from the donor to 

farmers. The adoption of market-based delivery of charity has meant that businesses in rich 

countries and cooperatives in poor countries could take most of the money donated. It has also 

made it impossible to monitor and control what happened to the donations. Because farmers are 

coerced into selling through cooperatives, they are tied to possibly inefficient buyers, and 

cannot sell to the buyers offering the best price package. This marketing system has also 

increased opportunities for corruption. Theft and corruption can make markets inefficient, so 

that less and less of the retail price reaches the farmer and price signals are obscured. Markets 

sometimes collapse as a result. For this reason, both governments and financial organizations 

try to set up marketing systems which minimize the opportunity and temptation to steal: they 
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nurse them into existence and then tend them carefully. Reducing the temptation and 

opportunity is more important than detecting and punishing theft, which both governments and 

financial organizations find difficult. The ethical aim is not just to protect individuals from theft, 

but to protect everyone using the market, directly or indirectly. The Fairtrade system provides 

more opportunities for theft than normal marketing systems. It uses the same retailers, 

wholesalers, packers, importers and commodity markets as the normal system. The big increase 

in the possibility of corruption arises because payments are not linked to observable product 

quality, but are a subsidy. If there is a subsidy of, say, 10% of the total price, then market 

intermediaries can steal anything up to 10% and still leave the intended recipients slightly better 

off and afraid to complain in case they lose the rest as well. For example, subsidized credit 

schemes often mean that farmers have to bribe the credit officer, bringing the true cost in line 

with the moneylenders’ interest rate. 

 

5. CONCLUSION 

This paper set out several Utilitarian ethical criteria: that it is unethical to increase Death and 

Destitution, and that it is unethical to use Unfair Trading practices, both because it permits the 

increase of Death and Destitution, and because it could damage the credibility of charities. An 

alternative use of the donations would be to send it to the Third World, to help the very poor, 

those on the verge of starvation, in which case it would cut Death and Destitution. Instead, a 

minimum of 50% of the donation stays in rich countries and in some cases more than 99% does. 

Much of the money that does reach the Third World goes on the costs of Fairtrade conformity 

and certification. Most of the rest goes on social projects. There is no evidence from studies 

that these benefit the Third World. There is no evidence that Fairtrade gives what they promise, 

‘A fair and stable price to farmers for their products’. Fairtrade concentrates on the relatively 

rich, and there is reason to believe that it harms other farmers. It can be argued that this system 

is only possible because the Fairtrade industry makes false claims and suppresses significant 

information, which constitutes Unfair Trading. This has created the very effective marketing 

situation where consumers, supporters and volunteers are given the freedom to fantasize about 

what Fairtrade achieves. 
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ABSTRACT 

One of the main parts of the health sector is university hospitals, as providers of highly 

professional tertiary health care services as well as knowledge transfer system for any level of 

health service providers. Creation of a fair and effective system of financing of in-patient care 

is a significant part of health financing policy reform and the payment model has a direct impact 

on health services delivery. Starting in 2014 Latvia introduced equalized payments by 

diagnosis-related groups (DRGs) to pay a flat rate for average costs. This created cost shifting 

and other negative provider behaviours included misclassification of treatment without clinical 

justification. This leads to the necessity for the government to monitor and evaluate activity 

against baselines and regulate compliance to achieve the policy intent of the payment system. 

In terms of managing risk, there is a need to define national-level financing policy, to establish 

an effective overall cost-control mechanism. The purpose of this article is to identify the main 

determinants of the university hospital behaviour and based on international experience 

propose payment system model taking into consideration Latvian university ‘tertiary’ hospital 

needs. As the empirical basis for research statistical data of National Health Service and 

interviews. In the paper comparative analysis, empirical analysis, statistical data processing 

including the deductive and synthesis methods are used. Main challenges identified include 

insufficient data in health care institutions, interference from interest groups, the need to adjust 

payments to separate capital costs and depreciation and teaching tasks in university hospitals. 

Lessons for health care financing policy reforms include the continuation of specific financing 

model to facilitate access to knowledge and provider decision autonomy in university hospitals 

in Latvia. 

Keywords: Health financing reform, Health policy, Hospital financing, Latvian health care 

services 

 

1. INTRODUCTION 

The main challenge of modern times for the Latvian health care system is the need to solve 

large-scale problems of reducing mortality and raising the salaries of medical staff as well as 

immediate investment in tertiary hospitals and regional hospitals. The cessation of economic 

growth and the prospect of slow economic development pose an imperative for health care to 

search for more efficient ways of organizing medical care and using available resource 

potential. Achievement of targets for increasing wages without increasing government funding 

for health means the need to raise funds to solve this problem by undertaking measures to save 

resources and develop different sources to pay for medical services. Hospital sector (in-patient 

health care provision) financing is one of the important issues for any health care financing 
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reform. In general, we can summarise that there are three main directions of the reform. First – 

strategic purchasing as health service purchaser reform, including assurance of public interest 

in population health and efficiency optimizing the cost-effective provision of healthcare 

services. In the scientific literature, outcomes of such reform are analysed by Klasa et al. (2018) 

and previously by Hurst (1991), Schieber (1995), Busse et al. (2017). Strategic purchasing can 

be defined as the process of allocating pooled funds to health care providers, whether within an 

NHS system with a purchaser-provider split (i.e. England), through contracts with insurance 

funds as in social insurance (i.e. Germany), and in more market-based systems (i.e. 

Netherlands) (Greer et al., 2016). Contracting of health service providers (a process that 

specifies what is purchased) is synonymous with purchasing and exclude situations in which 

individual patients do the purchasing of their own care (Figueras et al., 2005). Strategic 

purchasing, often called commissioning in the United Kingdom (UK), goes beyond mere 

purchasing, contracting on price and quantity, or reimbursement of providers (Klasa et al., 

2018). Contracting in the Baltic States also was introduced and strategic purchasing 

implementation provides an opportunity to revise the selective contracting criteria so that they 

would better respond to changes in the health care delivery system and population needs, but 

also to further prioritize providers with a higher quality of care (Habicht et al., 2018). The 

second direction is – improvement of quality of care and establishing health pathways in a 

public health service (Holla et al., 2016). This also includes encouraging higher standards of 

quality of care by adopting pay-for-performance schemes for all levels of care. And the third 

direction is the implementation of the system of payments for in-patient care in combination 

with an increase of accountability and management organization. One of the management 

organization directions during the last two decades New Public Management (NPM) has been 

seen as one ‘solution’ to the many vicissitudes facing public hospitals in order to promote 

economic effectiveness. According to Mattei et al. (2013) New Public Management revolves 

around the creation of competition through privatization, quasi-markets and service contracts 

for achieving greater efficiency. One of the key elements in the NPM reform movement has 

been a call for decentralization of decision-making towards political and non-political 

institutions and actors. However decision making does not guarantee any direct effects for 

economic efficiency. Thus Pirozek et al. (2015) characterized corporate governance after the 

hospital reform, but demonstrated that the fact that the hospital's legal form had no influence 

on economic results. Successful management in the form of adjusted economic results is only 

associated with the private type of facility ownership, but the size of the hospital, the size of the 

supervisory board and the medical qualifications of the senior manager had no statistically 

verifiable influence on the efficiency of the hospital management, though we did record certain 

developments as a result of the transformation process. The economic results that were reported 

were significantly distorted by the operating subsidies from the founder. As for Latvian health 

care provision smaller hospitals and some bigger regional hospitals are usually owned by 

municipalities, while larger tertiary hospitals (university hospitals) and specialized (mono-

profile) hospitals (e.g. psychiatric hospitals) are owned by the state. Hospitals became either 

non-profit-making state or municipal limited liability companies but were never fully 

privatized. Almost all dental practices, pharmacies and several sanatoria (spas) were privatized. 

In addition, there has been a small increase in the number of private hospitals since 1993, 

however, they usually have very few beds and provide mostly non-contracted care. Scientific 

literature accepts the general assumption that teaching hospitals (university clinical hospitals) 

tend to reveal a different structure of services providing less of basic and more of highly 

specialized care, management and organization of resources and therefore, the presence of 

teaching status has been acknowledged as a very important determinant of efficiency 

(Votápková et al., 2013). Since 1990s (Wiley, 1992) reforms in the financing of hospital 

services in European countries and other OECD countries reveals a commitment to a common 
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objective of relating resource use to hospital workload by means of a standardized case-mix 

framework in the pursuit of greater efficiency. The majority of countries reviewed favour a 

global budgeting approach to financing hospital services to the patient-based alternative. Over 

the past 20 years, most European countries have introduced DRGs or similar grouping systems 

as instruments for hospital reimbursement. There are different approaches used to determine 

prices for inpatient care within DRGs or similar grouping systems employed in EU member 

states (i.e. Denmark, France, Germany, Hungary, Italy, the Netherlands, Poland, Spain and 

England). In the scientific literature (Schreyögg et al, 2006) also the three steps necessary to set 

prices: definition of a data sample, use of trimming methods and definition of prices. Different 

studies It concludes with a discussion on the typical development path of DRG systems and the 

role of additional reimbursement components in this context. The Diagnosis Related Group 

(DRG) system constitutes an approach to measuring hospital case mix that entails the separation 

of hospitalized patients into unique groups based on their diagnoses and procedures. Since 

originally developed in the United States in the 1980s, a number of versions of DRGs have 

developed to reflect the evolution in potential applications, in addition to developments in 

expertise, information technology, and data systems (Wiley, 2014). Based on the literature 

analysis we can summarise main factors of the reform – organizational issues and trend in the 

available facilities and technologies; efficiency and quality in in-patient health care; payment 

and contracting system. 

 

2. THE HOSPITAL FINANCING REFORM POLICY BACKGROUND 

Latvia reorganized in-patient care sector various times during the last three decades. Since the 

reorganization of the hospital sector in 2008 - 2010 (European Observatory on Health Systems 

and Policies, 2019), hospitals are classified into three categories: (1) “care hospitals”, which 

provide long-term (medical) care after discharge from an acute hospital; (2) multi-specialty 

hospitals at local, regional and national level; and (3) specialized hospitals for psychiatry, 

trauma, maternity and narcology. “Care hospitals”, as well as local and regional multi-speciality 

hospitals, are generally owned by municipalities. National multi-specialty hospitals, i.e. the 

university hospitals in Riga, as well as all specialized hospitals are owned by the state (national 

government). Rehabilitation care is provided by dedicated rehabilitation institutions. Only a 

very small portion of the hospital sector is privately owned. Emergency care is provided by the 

State Emergency Medical Service (SEMS) with emergency medical assistance (EMA) teams, 

and by emergency departments of hospitals. As shown in scientific literature (Walczak et al., 

2018), the share of hospital expenditures in Latvia decreased substantially since 2009, while 

the share of expenditures for ambulatory providers and medical goods increased in 2009 as the 

government substantially reduced spending on inpatient services, while prioritizing primary 

care and pharmaceuticals (Mitenbergs et al., 2012). As indicated in Table 1 recent figures on 

total public expenditures continuing this trend of public spending on hospitals. 

 

Table 1: Expenditure for selected health care functions by health care financing schemes 

(Eurostat Database, 2019) 
  2013 2014 2015 2016 

Inpatient curative and rehabilitative care 23.81 21.48 21.02 19.23 

Day curative and rehabilitative care 6.91 6.22 6.54 8.01 

Outpatient curative and rehabilitative care 18.53 21.62 21.49 21.75 

Home-based curative and rehabilitative care 0.28 0.26 0.21 0.54 

Long-term care (health) 5.38 5.49 5.24 4.73 

Ancillary services (non-specified by function) 12.08 11.27 10.94 9.49 

Pharmaceuticals and other medical non-durable goods 26.28 26.97 27.65 28.29 

Therapeutic appliances and other medical durable goods 3.6 3.14 2.89 3.62 

Preventive care 0.73 1.98 2.03 2.4 

Governance and health system and financing administration 2.39 1.58 2 1.95 
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However linked to financing structure reforms, the number of hospitals and hospital beds in 

Latvia declined from 88 hospitals in 2008 to 67 hospitals in 2010 and continued to decline, and 

the number of per 100000 population also decreased, below the EU average (See Table 2). 

Despite an increasing number of long-term care beds, the relative number of such beds in Latvia 

still clearly lags behind that of western European countries and also behind the other Baltic 

countries (European Observatory on Health Systems and Policies, 2019). 

 

Table 2: Hospital beds by type of care per hundred thousand inhabitants (Eurostat Database, 

2019)  
Available 

beds in 

hospitals 

Curative 

care beds 

in 

hospitals 

(HP.1) 

Rehabilitative 

care beds in 

hospitals 

(HP.1) 

Long-term 

care beds 

in 

hospitals 

(HP.1) 

Other 

beds in 

hospitals 

(HP.1) 

2008 746,09 507,00 38,44 45,94 154,72 

2009 640,14 427,53 32,20 46,12 134,29 

2010 551,47 343,88 21,37 62,46 123,76 

2011 588,43 358,03 34,25 67,05 129,09 

2012 588,50 355,99 37,51 66,46 128,54 

2013 579,98 350,43 40,10 64,05 125,41 

2014 565,71 338,45 40,58 60,64 126,04 

2015 569,45 338,81 40,10 64,32 126,22 

2016 571,97 340,95 39,70 63,74 127,58 

 

Hospital networks have become a popular organizational form promoted in public health 

systems (Dubas-Jakóbczyk et al., 2019; Bravi et al., 2013). Creation of hospital coordination 

network as a group of hospitals that cooperate with each other in order to coordinate and deliver 

health care services for a given population is recommended to improve accessibility and quality 

of care (Petersone et.al., 2019). In Europe, hospital care is financed from public sources and in 

2016, the share of hospitals in the total current health expenditures ranged from 29% in 

Germany to 47% in Estonia (for Latvia it was 31.55%) (Eurostat Database, 2019). Tertiary 

health care in Latvia is financed on the same way as secondary health care - through 

“earmarked” health care programs, reimbursement for diagnosis-related groups (DRG), 

payments for emergency medical care and assistance, and bed-day charges. For inpatient care 

and secondary outpatient care since 2012 the regulations of Cabinet of Ministers listed hospitals 

and priority secondary outpatient providers (hospitals) that are to be contracted by the NHS. 

Hence, competition between inpatient and secondary outpatient providers for contracts is rather 

limited. Different ownership structures characterize health care provision in Latvia. Smaller 

hospitals and some bigger regional hospitals are usually owned by municipalities, while larger 

tertiary hospitals (university hospitals) and specialized (mono-profile) hospitals (e.g. 

psychiatric hospitals) are owned by the state. Mainly owned by public sector (state and 

municipalities) have limited competition with privately owned hospitals (Table 3). 

 

Table 3: Hospital beds by hospital ownership (Eurostat Database, 2019) 
  2008 2009 2010 2011 2012 2013 2014 2015 2016 

Public ownership 15853 13572 11154 11061 10912 10597 10170 10141 10089 

For-profit private ownership 1054 862 766 1050 1060 1076 1109 1120 1119 

 

Since 2005 almost all hospitals are paid by the NHS on the basis of contractual agreements. 

Contracts between the NHS and hospitals outline the types of services to be provided within a 
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year and specify the annual budget. The size of hospital budgets depends on the estimated unit 

cost of the service (including both running costs and depreciation of capital) and the estimated 

volume of services. The budgets are hard budgets that shift the entire risk for exceeding the 

budget onto the provider side. If the provider exceeds the estimated volume, the NHS does not 

reimburse the provider for the additional activity. In practice, university hospitals running into 

financial deficits, which have to be compensated for by the owners - the state, local 

governments. 

 

Table 4: Main financial indicators for university hospitals (Cross-Sectoral Coordination 

Centre, 2019) 
Hospital Return on equity, 

(ROE), % 

Return on assets 

(ROA), % 

EBITDA, % Share of own 

funds on balance 

sheet 

Children's Clinical 

University Hospital 

-0.03 0 6.06 0.13 

Paul Stradins Clinical 

University Hospital 

0.05 0.01 4.31 0.18 

Riga East Clinical 

University Hospital 

- -2.66 4.7 -0.13 

Riga psychiatry and 

Narcology Centre 

0.08 0.03 3.95 0.39 

Average 0.03 -0.66 4.76 0.14 

 

Until 2010 Latvia used a mix of case-based payments and per diem payments (European 

Observatory on Health Systems and Policies, 2019). Case-based payments covered about 50% 

of inpatient admissions, for which hospitals received a flat rate tariff per case, depending on the 

primary diagnosis of patients and/or the medical interventions performed, with adjustments for 

the actual length of stay and the number and type of interventions performed. For the remaining 

50% of patients, hospitals were reimbursed on a per diem basis, sometimes at a reduced rate if 

patients exceeded the average length of stay of similar patients in other hospitals. However, in 

order to improve budget control, a global budget system was introduced in 2010. Since then, 

the size of the annual global budget per hospital is calculated by multiplying the forecast 

number of patients (the number of patients treated in the previous year with certain adjustments) 

within each “health care programme” with a corresponding patient tariff and summing up the 

results. As it was mentioned above the hospitals bear the financial risk of running over budget 

if they have higher costs, even if they treat more patients or provide more services. The owners 

of hospitals, i.e. the state or municipalities, generally jump in to save hospitals when debts have 

reached a certain level. In practice, hospitals often provide more services that are covered by 

their budget. Emergency hospitals receive an additional budget for emergency room and 

admission services. The size of this budget depends on the number of available specialists on 

duty. One of the detected problems also is a between-hospital acute inpatient transfer is a patient 

who is admitted to one hospital for acute inpatient care and is then transferred to another 

hospital for the continuation of the same episode of care. There are risks of inappropriate 

transfers, especially when using per case payments. One type of inappropriate transfer would 

be when it is not necessary but is rather due to a clinical error. A second type is a transfer for 

financial reasons (the hospital might refer to a complicated and expensive patient in order to 

avoid financial pressure). At the initial stage it could be recommended to set neutral payment 

rates, defining transfer guidelines, defining referral rules and guidelines, and sample auditing 

on the basis of pattern analysis of routine inpatient data. Abovementioned raise necessity for 

reform of the hospital payment system is high up on the policy agenda. 
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3. PAYMENT SYSTEM REFORMATION DIRECTIONS 

Across Europe there are a limited number of the provider payment methods in use: salary, per 

capita payment (capitation), the fee for service (FFS), per diem, line-item budget, global budget, 

case-based (DRG), pay for performance (P4P). The mode of payment creates powerful 

incentives affecting provider behaviour and the efficiency, equity and quality outcomes of 

health finance reforms. Cabinet Regulation No. 555 of 28 August 2018, Procedures for the 

Organising and Payment of Health Services (Latvijas Vestnesis, 2018), prescribe health 

services, which are paid from State budget resources. At the same time, the National Health 

Service's home page also publishes a list of state chargeable manipulation, which details the 

content and service tariffs of the State-paid service basket. As regards the methodology for 

calculating tariffs, it is explained that the process of calculating national chargeable health 

services tariffs is continually improving. Health services tariffs are designed to cover the actual 

costs of service providers, including each element (pay, mandatory national social insurance 

contributions, medical products, expenses related to patient catering (hospital), overheads and 

indirect production costs (expenses related to patient maintenance for payment of services, risk 

payments, for the purchase of materials, energy resources, water and inventory), administrative 

expenditure and depreciation costs. The Service shall carry out an analysis annually, assessing 

whether the payments made to service providers cover the actual costs of service providers, 

including an element cut. DRG introduction allows agreeing with the hospital on the number 

of patients and the amounts of interventions and manipulations, as well as on the structure of 

diseases and medical technologies. The DRG system makes the hospital an active participant 

in the decision-making process, allows to plan targets and includes mechanisms for delegation 

of power to the institutional level and responsibility for determining the composition of medical 

assistance to a particular patient with a specific disease. Currently, medical treatment 

institutions are not bound to direct the payment received for depreciation for the purchase of 

new equipment, so in most cases, the medical treatment institution uses it to cover other items 

(including the provision of higher remuneration for medical practitioners). Based on interviews 

with policymakers and representatives of health care institutions it can be recommended to 

include in the per case payment includes all the hospital’s costs – clinicians’ salaries, 

equipment, drugs, building maintenance, insurance, but to exclude one important type of cost 

is excluded – the cost of capital. There could be separate budgets for capital assets (such as the 

hospital site, buildings, and large items of equipment. In parallel, work is being done to improve 

the accounting of services of DRG, so that the value of the group is closer to actual costs. As 

detected through the study, the NHS, in cooperation with clinical university hospitals, shall 

continue to work to make payments for DRG services at their cost in the future. At the same 

time, solutions will be sought, as will be examined and certified in advance by the cost accounts 

of the medical treatment institution, in order to assess whether the division of indirect costs is 

provided by the methodology developed by the NHS. Authors also recommends to continue 

improvement of financing of tertiary care taking into consideration the special status of 

university hospitals in relation to the complexity of the services to be provided and the special 

conditions for payment is specified in Section 54.1, Paragraph two of the Medical Treatment 

Law (Latvijas Vēstnesis, 1997): “The increased coefficient specified in the regulatory 

enactments shall be applied to the University Hospital from State budget funds for the paid 

health services”. It has already provided additional funding of €2.8 million from the information 

report “On the implementation of the health reform measures for 2019” to the measure “To 

compensate the costs of Level V medical facilities by revising the daily bed rate” by gradually 

offsetting from 2019 the payments for hospital health services as part of the calculation of 

groups associated with diagnosis (DRG services). services) in order to be determined according 

to the costs of these hospitals, taking into account that the most complex and cost-intensive 

medical treatment in university hospitals are concentrated.  
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Under the current approach in Latvia, payment rates are partially based on estimated actual 

costs of care in a previous period, as reported by service providers. Improved methods of cost 

estimation should be introduced. Use of standard costs rather than actual average costs could 

be recommended for high-volume case types for which the best method of care has been 

specified using a care pathway model. 

 

4. CONCLUSION 

Main factors of the hospital reform in Latvia are organizational issues and trend in the available 

facilities and technologies; efficiency and quality in in-patient health care; payment and 

contracting system. Tertiary health care in Latvia is financed on the same way as secondary 

health care - through “earmarked” health care programs, reimbursement for diagnosis-related 

groups (DRG), payments for emergency medical care and assistance, and bed-day charges. 

Main challenges identified include insufficient data in health care institutions, interference from 

interest groups, the need to adjust payments to reflect capital costs and depreciation and 

teaching tasks in hospitals. After the development of clinical guidelines and pathways, the main 

priority would be more complete implementation of the DRG system of hospital payments. 

Authors also recommend continuing improvement of financing of tertiary care taking into 

consideration the special status of university hospitals in relation to the complexity of the 

services to be provided and the special conditions for payment. Through the coefficient system 

also the transfer of knowledge to young practitioners and medical students should be 

considered. It can be recommended to include in the per case payment includes all the hospital’s 

costs – clinicians’ salaries, equipment, drugs, building maintenance, insurance, but to exclude 

one important type of cost is excluded – the cost of capital. There could be separate budgets for 

capital assets (such as the hospital site, buildings, and large items of equipment. The main 

feature of initial payment system reform could be changing the financing principles for a pre-

defined scope of services. However, it will be important to closely monitor its effects, adjust 

the payment model when needed and to embed it into a more comprehensive strategy for the 

future development of the hospital sector in Latvia. 
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ABSTRACT 

In the modern world there are continuous processes of globalization, technological 

development, the political situation is changing; international economic relations are in 

constant modification and development. The activities of the strong transnational corporations 

(TNCs), whose economic power exceeds the potential of many states, are qualitatively changing 

the very system of the world economy managing. By the beginning of the 21st century, a kind 

of “trio rule” turned out: in addition to national governments, TNC super firms and 

international economic organizations, which determine the rules of the game on the world 

stage, influence world economic relations. At the same time, TNCs, having a large number of 

diverse resources and capabilities, are successfully implementing innovative strategies, thereby 

enhancing their impact on the social and economic development of the countries of the world 

and not only on the host country, but also on the recipient countries. This kind of influence is 

based on the successful implementation of innovative technologies and the degree of presence 

in international value chains; as a result, an increasing number of goods and services are 

becoming international. In such a situation, it is TNCs that need to maximize the use of scientific 

and technological achievements to ensure their competitiveness in the world market, which in 

the future will have an impact on the future of the global economy. As a result of the study, the 

innovative activity of Russian multinational companies was analyzed using the example of 

Gazprom, Lukoil, Rosneft companies. And a qualitative and quantitative assessment of the large 

business innovative component was given. 

Keywords: transnational company, innovative activity, technological development 

 

1. INTRODUCTION 

Currently, a large number of business entities are located in the Russian Federation, among 

which transnational companies occupy an important place. They, with their integrated structure 

and high concentration of capital, play an important role in the development of the country's 

economy: budget revenues increase, additional jobs are organized, new technologies and 

management styles are introduced. Multinational corporations (TNCs) possessing a large 

number of resources (material, human, financial, informational) and opportunities successfully 

implement innovative strategies, thereby enhancing their impact on the social and economic 

development of the countries of the world, not only on the home country, but also on the 

countries recipients. This kind of influence is based on innovation and the degree of presence 

in international value chains, so an increasing number of goods and services are becoming 

international. In the modern world there are continuous processes of globalization, 

technological development, the political situation is changing, the world economy itself is in 

constant motion and development, which in turn directly affects the development and prospects 

of transnational companies. 
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2. APPROACHES TO TNE NATURE OT MODERN TNCS AND THEIR ROLE IN THE 

SYSTEM OF ESTABLISHMENT INNOVATIONS IN THE GLOBAL ECONOMY 

In the current trends of business internationalization, transnationalization of production and 

capital, the leading position in the economy is held by multinational companies, international 

not only in scope, but also in the composition of capital, the so-called transnational corporations 

(TNCs). In scientific communities, there is no single approach to the definition of a 

transnational corporation, however, all authors highlight the international character of their 

activities as the main feature. 

 

Table 1: the Essence of approaches to the determination of TNCs 

Scientists Approach to the determination of TNCs 

G. M. Velyaminov TNCs - a set of independent organizations with a common 

economic goal, based in different countries, but managed from 

a single center. 

M. M. Boguslavsky TNC takes legal plurality, which serves the interests of their 

owners. 

V. G. Ermolaeva A multinational corporation is a combination of centralized 

leadership with a certain degree of independence of legal 

entities and structural divisions (branches, representative 

offices, subsidiaries) located in it and located in different 

countries 

E. V. Lensky and V. A. 

Tsvetkov 

TNCs are enterprises (financial and industrial associations) 

that own or control production or service complexes located 

outside the country in which these corporations are based, 

having an extensive network of branches and departments and 

occupying a leading position in the production and sale of a 

particular product [8]. 

 

J. Galbraith The main purpose of opening branches abroad is to service 

products, increase sales through related services and active 

promotion of products. 

S. Khymer, C. Kindleberger In the conditions of monopolization of product markets, the 

company seeks to use a new form of competition, highlighting 

the manufactured product in a special group (due to its special 

positioning). Due to this, the general laws of competition will 

not apply to this product. 

 

 

It is worth noting that, firstly, the studied approaches pay attention to various features of TNCs, 

which is caused by the complexity and multi-aspect of the studied concept. Secondly, 

representatives of various areas are united by the idea of the monopolistic nature of the activities 

of such companies, as well as the competitive advantages obtained by virtue of 

transnationalization. Thirdly, TNCs, being subjects of the world economy, have a significant 

impact on the organization of the world economy. It is they who largely shape the structure and 

dynamics of the global economy, control most of the research and development, influence labor 

migration and facilitate the exchange of experience between different countries. Thus, 

transnational corporations are characterized, on the one hand, by establishing an international 

production system based on the spraying of production units across many countries, and on the 

other hand, their penetration into advanced manufacturing sectors, the rapid development of 

which requires large investments and the attraction of highly qualified personnel.  
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TNCs are the locomotive for the implementation of innovative processes in the national 

economy of the home country and the world economic system. They, as a form of large-scale 

business organization, most adequately correspond to the modern nature of the international 

division of labor, making it possible to ensure high economic efficiency of the integrated 

corporation, on the one hand, on the other hand, to constantly use the huge potential of 

adaptability to new conditions and susceptibility to innovation. The share of TNCs in the global 

market innovations in the early 2 000s approached to 50%.[11] Today TNCs control more than 

4/5 of all the patents, licenses and know-how existing in the world. [13] In recent decades they 

are in the Top 100 companies applying for patents. It is noticed, that members of this rating are 

TNCs who mainly represent the electrical equipment and transport industries, information and 

computer technologies. Despite significant volumes investments in research and development 

in the Top 100 companies applying for patents there are no TNCs representing such innovative 

sectors as pharmaceuticals and biotechnology [11]. It is customary to distinguish three main 

stages in the development of transnational corporations [11]. At the first stage, at the beginning 

of the twentieth century, TNCs invested primarily in the raw materials industries of 

economically underdeveloped foreign countries, and also created purchasing and marketing 

divisions there. To establish high-tech industrial production abroad was then unprofitable. The 

second stage of the evolution of TNCs, from the middle of the twentieth century, is associated 

with the increasing role of foreign production units, not only in developing, but also in 

developed countries. Foreign production branches began to specialize mainly in the producing 

of the same products that had previously been produced in the "native" country for TNCs. 

Gradually, branches of TNCs are increasingly reorienting to serving local demand and local 

markets. During this period, national firms appear large enough to pursue an independent 

foreign economic strategy, such as Toyota Motor Corporation with a huge network of foreign 

branches. At the present stage, from the end of the 20th century, the main feature of the 

development of TNCs is the creation of production networks and global implementation. 

Statistics show that the increase in the number of foreign branches of TNCs is much faster than 

the increase in the number of TNCs themselves [15]. In the modern world, the role of TNCs is 

very large, because having access to the comparative advantages of countries in world 

economy; they form and distribute key flows of world income. At the same time, a high 

concentration of resources allows us to occupy a leading position in the field of developing and 

implementation of innovations. In this regard, it is necessary to understand the prospects for the 

development of TNCs in order to predict and prevent possible negative factors. TNCs, as a large 

business form of organization , most adequately correspond to the modern nature of the 

international division of labor, make it possible to ensure high economic efficiency of the 

integrated corporation, on the one hand, and on the other hand, it allows to constantly use the 

huge potential of adaptability to new conditions and susceptibility to innovation. In addition, 

another important component is the analysis of “power” characteristics (the scale of influence 

that TNCs can exert on the state and international organizations) of TNCs or criteria by which 

this strength and significance could be measured. One of these characteristics is the level of 

capitalization of the entire corporation as a whole, and its assets in the countries of presence. 

The general level of capitalization is an indicator of strength for pressure on state institutions 

where TNCs and international organizations are located, and the level of capitalization in the 

countries of presence is on their state structures. In this regard, when analyzing the activities of 

TNCs, one should pay attention to the transnationalization index. There are two types of 

transnationalization index, depending on the impact: 

• the index of transnationalization for companies reflects the degree of involvement of a 

particular TNC in the goods and services producing abroad. It is calculated as the average 

of the following three indicators: the ratio of foreign assets to total assets, foreign sales to 

total sales and the number of employees abroad to the total number of corporations 
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employed: the share of assets abroad in the total assets of TNCs; the share of sales abroad 

in the total sales of this TNC; the share of personnel abroad in the total number of staff in 

this corporation. 

• the transnationalization index for countries estimates the importance of foreign 

multinationals for a particular country. It is calculated as the sum of four values: the share 

of foreign direct investment in all capital investments within the country; the ratio of foreign 

direct investment in the country to the country's GDP; the share of branches of foreign 

corporations in the country's GDP; the share of employees in these branches in the total 

number of employees in the country [15]. 

 

If we compare American TNCs with European ones, we can see a pattern: due to the size of the 

US market, the degree of transnationalization of their multinationals will be much lower than 

that of European TNCs, whose market in their native country is very limited. [14] In addition, 

the tax system of the United States and Europe is important. For European TNCs, for example, 

German, it is much more cost-effective to export production to developing Asian countries. In 

order to encourage TNCs to start operations in the country, governments offer them some 

benefits, for example, tax, government subsidies, weak labor or environmental laws. An 

example is the American company General Electric, which has moved its full-cycle factories to 

Mexico, Singapore and South Korea, thereby reducing its manufacturing costs. It is worth 

noting an important role of TNCs in the process of direct foreign investment (FDI). Foreign 

direct investment, as defined by the IMF, is an investment whose purpose is to obtain continued 

interest from a legal entity - a resident of one economic system in a company resident in another 

economic system. Long-term interest implies the existence of a long-term relationship between 

a direct investor and a foreign company and a significant degree of investor’s influence on the 

organization’s management. So a TNC investment cycle is as a determined period from an 

investment idea initiation to investment product implementation resulting in an economic, 

social, ecological development level of a new quality or modernization of technology and 

management system [12]. Interest in FDI in this scientific research is due to the fact that they 

are most directly associated with TNCs as their structures. The objectives of such investments 

are far from unambiguous, they are not only, and sometimes not so much in receiving super-

profits by obtaining cheap labor, raw materials and sales markets, as in order to fully or partially 

monopolize any market or country as a whole and increase political arguments pressure on the 

state. Nevertheless, at the moment, it is TNCs that act as the locomotive of the movement of 

world FDI. Despite some negative impact of the global crisis, the scale of FDI inflows remains 

significant (Figure 1) [2]. 
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Picture 1: FDI by region of the world for 2014-2018 

 

It is worth noting that the influx of FDI into Russia after 2014 outlined a downward trend, which 

was caused by the imposed economic sanctions on the country, and only in 2017 their growth 

was again outlined. As for the gas industry, which is studied below, during the period under 

review, there was an increase in the share of FDI, the only decrease occurred in 2017, which 

was caused by the withdrawal of American capital and the isolation policy of the US President 

Donald Trump (Table 2) [2]. 

 

Table 2: Foreign Direct Investments in Russia 2014-2018 

Year 
Receipt FDI in Russia, 

millions of dollars 

Share of the oil and gas 

industry in FDI, % 

2014 146 370,22 10,82 

2015 133 948, 76 11,83 

2016 137 762,74 22,02 

2017 150 433,21 16,90 

2018 140 078,77 20,18 

 

TNCs combined world trade with international production. They operate through their 

subsidiaries and affiliates in many countries around the world according to a unified scientific-

production and financial strategy, formed in their “brain trusts”, possess enormous scientific-

production and market potential, ensuring high dynamism of economic development. In a 

digital economy, the competitive advantage of countries contributing to attracting foreign 

investment is changing: companies rely less on such factors like cheap labor are more oriented 

to availability skilled personnel and cheap energy [4, P. 411]. The state can also influence the 

activities of transnational corporations - either in every possible way to encourage, or vice versa 

interfere. Firstly, the government of the country makes every possible contribution to the 

development of national companies' activities by concluding various trade and 

intergovernmental agreements, thereby opening up new markets for companies to sell their 

products. Secondly, tariff and fiscal policies prevents foreign competitors from entering the 

domestic market. For example, in the 1960s of the 20th century, some countries of Europe set 

a high tariff on imported American goods, but this problem was resolved.  
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American TNCs simply built their finished goods factories in the EU. A similar situation 

developed at the same time between Japan and the United States, the so-called "car wars". All 

attempts to block the entry into the American market with the help of customs duties on 

Japanese cars only contributed to the construction of Japanese plants in the United States. It is 

quite important to mention that the first Japanese automobile company to go this way was 

Honda [1]. Thus, the presence of TNCs makes national companies pay more attention to the 

technological process of production, production relations, product quality, and finance the 

advanced training of their employees [9]. For example, Russian TNCs' corporate social policy 

makes an important contribution to economic development in by providing high-quality 

educational, medical and other services to its employees and by implementing programs, the 

business creates high educational and social patterns and consumption standards that are 

transmitted through employees and members of their families to society.[10, P. 242] All this 

contributes to the new types of products and technologies development, the introduction of new 

management styles. Most importantly, as a result of the TNCs’ activities, institutions are 

imported (both formal and informal) - those “game's rules” (labor and antitrust laws, tax 

principles, contracting practices, etc.) that have been formed in developed countries [7]. TNCs 

objectively strengthen the influence of countries exporting capital on countries importing it. As 

an example, we can cite the situation that developed in the Czech Republic in the 90s of the last 

century. German companies actually established control over the Czech economy, make it 

"stronger" compared to even the time of the fascist Germany capturing in 1938-1944 [6]. Since 

transnationalization increases both the average profit and the reliability of its receipt, holders 

of TNC shares can count on high and stable incomes. Highly skilled workers serving at TNK 

enterprises benefit from the formation of the global labor market by moving from country to 

country and not being afraid to remain without work. Transnationalization reduces economic 

risks for corporations, but increases them for host countries. The fact is that transnational 

corporations can quite easily transfer their capital between countries, leaving a country 

experiencing economic difficulties and leaving for more prosperous ones. Naturally, under 

these conditions, the situation in the country from which TNCs abruptly withdraw their capital 

becomes even more difficult, since disinvestment (mass withdrawal of capital) leads to 

unemployment and other negative phenomena for the national economy. Host countries are 

inclined to believe that profits earned by multinationals are excessively large. Receiving taxes 

from TNCs, they are convinced that they could receive much more if transnational corporations 

did not declare their profits in countries with low taxation. The same opinion about TNCs as 

“negligent taxpayers” is often shared by the tax authorities of the “parent countries”. The fact 

is that a significant share of international trade (about 30%) consists of intra-company flows of 

TNCs, and the goods and services sale of one TNC unit to another is often carried out not at 

world prices but at conditional intra-company transfer ones. These prices can be deliberately 

understated or overstated in order, for example, to divert profits from countries with high taxes 

and transfer them to countries with liberal taxation. In addition to tax losses, countries exporting 

capital, with the development of transnational corporations, lose control over the activities of 

big business. TNCs often put their interests above the interests of their country, and in crisis 

situations, TNCs easily “change their face”. 

 

3. INNOVATIVE DEVELOPMENT ON THE EXAMPLE OF THE RUSSIAN PJSC 

GAZPROM 

Currently, more and more Russian companies are approaching the concept of "transnational  

corporations." Of course, they are not so large-scale in their structure and large in degree of 

influence, and also do not have a large spread by types of industries, unlike their foreign 

“colleagues”. According to the version of Fortune Global 500, only four Russian corporations 

occupying 49, 63, 115 and 205 places in the list formed by them.  
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They are: PJSC Gazprom (almost 112 billion dollars), PJSC NK Lukoil (93 billion dollars), 

PJSC Rosneft (72 billion dollars) and PJSC Sberbank (49 billion dollars), respectively. [5] 

Russian TNCs are characterized by one sector of the economy in which they occupy leading 

positions, while many domestic corporations belong to the primary industries. One of such 

TNCs can rightfully be considered PJSC Gazprom. Let us analyze the innovative activity of the 

company over the past five years. To do this, we collect and systematize information from the 

financial statements of the company. Based on the information collected, we calculate the 

indicators of enterprise innovative activity of the (Table 3). These indicators are characterized 

by a high degree of accuracy and a minimum number of influencing subjective factors, since 

they are calculated on the basis of official and constantly updated data of the financial 

statements of the enterprise. Due to the fact that indicators are calculated by year for the period 

under consideration, it is also necessary to calculate the average value of each indicator for the 

analyzed period. 

 

Table 3: Indicators of innovative activity of PJSC Gazprom 2014 - 2018 

Year 

The new 

technologies' 

level 

development 

The new 

products' 

degree  

development 

The share of 

material 

resources for 

research and 

development 

The degree of 

company's 

provision 

with 

intellectual 

property 

The share of 

investment 

in 

innovative 

projects 

2014 0,01 0,01 0,05 0,17 0,23 

2015 0,01 0,09 0,17 0,65 0,36 

2016 0,01 - 0,09 0,03 0,97 0,17 

2017 0,01 0,10 0,04 0,72 0,27 

2018 0,01 0,20 0,04 0,77 0,22 

Среднее 0,01 0,06 0,07 0,66 0,25 

 

For the direct calculation of the integral indicator of company's innovative development it is 

necessary to assign weighting factors in accordance with the importance and influence of 

indicators on the final indicator. The sum of the weighting factors of all indicators should not 

exceed one. To assign weighting factors when calculating the integral indicator of innovative 

development of PJSC Gazprom, an expert method was chosen (Table 4). 

 

Table 4: Weighting factors for calculating the integral indicator 

Indicators Weight Ratio 

The new technologies' level development 0,2125 

The new products' degree  development  0,125 

The share of material resources for 
research and development 

0,1 

The degree of company's provision with 

intellectual property 
0,1875 

The share of investment in innovative 

projects 
0,375 

Total 1 

 

We calculate the integral indicator of the company's innovative development, using the average 

values of indicators for the period under review and the assigned weight coefficients.  
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The integral indicator of innovative development of PJSC Gazprom, calculated over five years, 

amounted to 0.232. This value indicates that the company spends a very small amount on 

innovation and investment projects, which in turn leads to a low level of development of 

technology and products. To determine the threshold values of the integral indicator of 

innovative development, a check was carried out using mathematical modeling by the Monte 

Carlo method. As a result, the intervals were obtained (Table 5), allowing to evaluate the 

innovative development of the enterprise, to attribute it to one of three groups. 

 

Table 5: Assessment of the level of innovative development of the enterprise by the value of 

the integral indicator 
Group Data Base  Main Features Recommendations 

1 IIid< 0,3 The company has a low level of innovative 
development: 
1) a moderate proportion of employees 
employed in IIP; 
2) the average level of development of new 
technology; 
3) a low rate of development of new products; 

4) a low proportion of material resources 
allocated to innovation and investment 
projects; 
5) low level of security of intellectual 
property; 
6) a very low level of financing of innovation 
and investment projects. 

The search for ways to develop 
innovative activities: 
1) rationalization of the resource base; 
2) improving the efficiency of the use 
of personnel and information 
potential; 
3) improving the quality level of the 

technological base of production; 
4) improving the quality level of 
research and development base; 
5) improvement of previously 
mastered products and technologies; 
6) the creation, development and use 
of new products and processes; 
7) the acquisition of intellectual 
property; 

8) investment in innovative 
investment projects. 

2 0,3 ≤ IIid <1 Company with an average level of innovative 
development: 
1) a moderate proportion of employees 
involved in IIP; 
2) the average level of development of new 

technology; 
3) a low rate of development of new products; 
4) a low proportion of material resources 
allocated to IIP; 
5) secured by intellectual property; 
6) moderate amounts of financing IIP. 

Capacity building through: 
1) rationalization of the resource base; 
2) improving the efficiency of the use 
of personnel and information 
potential; 

3) improving the quality level of the 
technological base of production; 
4) development of production 
capacities and implementation of IIP, 
creation, development and use of new 
products and processes; 
5) the acquisition of intellectual 
property; 

6) improving the organization and 
management of innovation 

3 IIid ≥ 1 Company with a stable high level of 
innovative development: 
1) a moderate proportion of employees 
involved in IIP; 
2) a high level of development of new 
technology; 

3) a moderate rate of development of new 
products; 
4) a moderate share of material resources 
allocated to IIP; 
5) a high level of security of intellectual 
property (sale of patents and licenses to other 
organizations); 
6) a high share of investments in IIP 

Retention of positions due to: 
1) increasing the efficiency of the use 
of personnel and information 
potential; 
2) improvement of previously 
mastered products and technologies; 

3) the creation, development and use 
of new products and processes; 
4) achieving competitive advantages 
of an innovative product over similar 
products in the domestic and foreign 
markets; 
5) ensuring the environmental safety 
of innovation. 

 

Based on the presented group, the calculated value of the integral indicator allows us to attribute 

the company to the first group. 
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4. CONCLUSION 

It is worth noting that TNCs, being an active participant in the global economy, contribute to 

the regulation of international economic relations, are leading in terms of investment, research 

and patents, and also have great potential for influence on government and international 

structures due to the large transnationalization and amount of resources. However, Russian 

companies, in particular, PJSC Gazprom, prefer to use foreign equipment and technologies, 

rather than create their own. It is also worth noting the lack of effectiveness of the current 

Russian legislation governing  company's innovation activity; the high cost of introducing and 

mastering innovations; long-term innovation investments; lack of a modern technological base 

for the introducing of developments; lack of qualified personnel capable to manage effectively 

the innovation process at the company level; the need for the company to have an appropriate 

organizational structure for managing promising technological development necessary for the 

effective coordination of innovation; difficulties with an innovative product making marketing 

research in an unstable domestic economic situation. Along with these measures, it is necessary 

to strengthen antitrust control of TNCs [3]. 
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ABSTRACT 

Today an ever more active development of technologies to obtain, store, process and provide 

information about soil resources using geographic information systems and remote sensing 

data. Time series of remote sensing data can be created to monitor changes in landscapes at 

local to regional scales. Land-cover change detection techniques are based on the comparison 

of sequential land cover maps derived from remote sensing data or other sources for the same 

area. For every sampling unit of the maps, the land cover categories at the two dates are 

compared. Application areas of remote sensing are very wide in the Earth environmental 

monitoring and process studies of the Earth systems into atmosphere, ocean, soils, land use.  

The best known are SOTER, EUROPEAN SOIL DATABASE, Canadian SOIL INFORMATION 

SERVICE (CANSIS). The Soil Geographic Database of Russia contains the Geographic 

Database and Specialized Attributive Database. Than system was realized on two levels 

(coverages) (the Soil Map of the RSFSR on a scale of 1: 2.5 M; COVERAGE 2 is the digital 

map of the administrative division of Russia at a scale of 1: 1 M). On these soil maps the 

contours are strongly generalized. Regional soil information system need to be developed. In 

article we offered the multiscale soil geographic information system developed on the example 

of the Novosibirsk region. This system contains a geodatabase and a soil attributive database, 

using a variety of sources: cartographic maps and literature, field data, as well as remote 

sensing data - Sentinel 2, Landsat 8, aerial images from unmanned aerial vehicle. Geodatabase 

developed with GIS ArcGIS 10.6. 

Keywords: soil database, remote sensing data, geodatabase, land assessment, geographic 

information systems 

 

1. INTRODUCTION   

Global and national soil-geographic information systems for soil resource assessment and 

management, agroecological zoning and sustainable land management are being actively 

developed. World Food and Agriculture Organization of the United Nations [1-3]. The joint 

work of FAO and UNESCO resulted in the development of the first global soil database, which 

was used to monitor climate change, address food challenges and study soil degradation. At the 

same time this card had the small scale 1:5000000 (1:5 million scale), contained the description 

on 4931 soil to contours and combinations of various types of soils (4331 mapping units 

consisting of soil associations, with are mixstures of different soil types). However, the small 

scale of such a map does not allow it to be used for management decisions of agricultural 

enterprises (but low resolution ot this map is not sustainable for land management decisions at 

field). This map has been used for expert assessment of the degree of soil degradation, later 

referred to as the GLASOD Map. The GLASOD Map also had a fine scale (1:10 million scale). 

The modern version of the digital soil map of the world GlobalSoilMap .net is presented as a 

GRID model, has a higher spatial resolution of 90 m (a grid resolution of 90 by 90 m). This 

map is used for digital soil mapping and for modelling and predicting changes in soil properties 

[4]. A number of countries have established new types of national soil information networks. 

A distinctive feature of such systems is the integration of various data sources obtained from 

remote sensors, field measurements, Internet resources, cartographic sources, etc.  
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The best known soil-geographic information systems are SOTER [5], European Soil Database, 

Canadian Soil Information System (CANSIS) [6], American US General Soap Map [7], 

Australian - ARSIS (Australian Soil Resource Information) [8] and others. In Russia, a national 

soil-geographical database is being developed, representing two components of a specialized 

attribution and geography database. The system is realized at two territorial levels with use of 

scales of a cartographic basis 1:5000000 (1:5 million scale) and 1:1000000 (1 million scale) [9-

10]. Small-scale soil maps are not useful for the detailed assessment of land use (farm) and the 

development of agricultural management solutions. The aim of the research was to develop the 

structure of a multi-scale soil information system using the example of the Novosibirsk region 

of Russia. Research materials and methods. The length of the Novosibirsk region from west to 

east is more than 600 km, from north to south to 400 km, and the area is 177.8 thousand km2. 

The main materials of research in the work were soil map of Novosibirsk region and large-scale 

soil maps of individual farms (M 1:25000), results of field icing, as well as data of remote 

sensing of the Earth. Remote sensing of the Earth  are represented by space images of Sentinel-

2, Landsat-8, ALOS DSM, as well as digital images obtained in the process of aerophography 

from unmanned aerial vehicle (UAV). Sentinel-2 is a family of satellites developed by the 

European Space Agency in the framework of the scientific project Сopernicus for global 

environmental monitoring on the management of land, vegetation, forest and water resources, 

atmospheric assessment, etc. Images of Sentinel-2 covering parts of the Earth and water surface 

up to 290 km are characterized by high spatial and spectral resolution with 13 spectral channels 

in the range of electromagnetic wavelengths from 443 to 2190 nm (including three channels 

intended for atmospheric correction), in the panchromatic wavelength range - 10 nm, and 

thermal - 60 nm [11]. Space images of Landsat-8 and Sentinel-2 were used for preliminary 

thematic mapping of fields and working areas, reconnaissance of terrain. The work uses the 

global ALOS DSM (The Advanced Land Observing Satellite Digital Surface Model, Japan), 

which is characterized by spatial resolution of 30 m. Space images of ALOS DSM are 

characterized by spatial resolution of the raster model of 30 m [12-13]. 

 

2. RESULTS 

The developed structure of the soil information system contains the following data sets in digital 

models in quantitative and qualitative forms, as well as in the form of vector and raster models. 

The vector representation is contained in one-dimensional and two-dimensional models. The 

one-dimensional model is used to describe and coordinate soil sections, vertical structure of soil 

profile. When describing the soil profile structure, symbolic data types are used, and 

quantitative indicators are used to characterize the profile and coordinate the profile. The two-

dimensional data model serves for soil contours on the digital map, the study of spatial patterns 

of soil distribution, and the estimation of contrast and heterogeneity of the soil cover. Such a 

two-dimensional model contains character, numerical data types and is resonated in vector and 

raster GIS models. The three-dimensional model in essence is represented volume three-

dimensional model for digital mapping of agrolandscapes, digital expected soil mapping of 

characteristics of soils in space. Soil-information system contains specialized attribution base 

and soil-geographical base with spatial classes of objects. The logical model of the soil 

information system is based on the principle of an object-oriented approach. The developed 

agricultural land database is essentially a physical repository of geographic information in terms 

of the DBMS used and the file system adopted. This allows you to access and operate, that is, 

access and edit data with a physical instance of datasets directly in the ArcGIS environment or 

in a database management system using the MS SQL Server DBMS. The BGD software logic 

provides general application logic used throughout the ArcGIS to access and work with all 

geographic data in various files and formats, including support for working with the BGD itself, 

working with neck files, GRID, TINs, images, and many other GIS data sources.  



51st International Scientific Conference on Economic and Social Development – Rabat, 26-27 March 2020 

 

220 

The BGD supports a transaction model for managing information flows. In general the 

designing process of the database included the main stages: design of conceptual model, 

datalogical, logical and physical design. At the initial stage of database design, the design of 

the conceptual model involved the selection of a data organization model. The content of the 

database is determined by the object and subject of the studies and the tasks for which it is 

intended: systematization and visualization of information about the territory; Classification of 

agricultural land; Research related to the use of agricultural land information. Conceptual 

design enables you to choose the structure of your information organization by combining your 

information requirements. Implementation design (logical design) identifies two components: 

database design and program design. The result of the first part is the logical structure of the 

database. The second part results in functional descriptions of software modules and sets of 

queries to the database. The developed conceptual model of the database includes as the main 

information object - type (subtype) of soils, to which "binding" of database entities is carried 

out. The structure of the soil database defines the entities, content of soil types (subtypes) and 

soil criteria (morphological, chemical and physicochemical, agrochemical, agrophysical, 

degradation signs (Figure 1) [14-15]. 
 

Figure 1: Soil Database Conceptual Model 

 

Tables describing soil types and subtypes of Novosibirsk region, 15 tables describing soil 

criteria, table describing soil sections have been created in the logical model of the database. 

The relationship between the tables is carried out on a many-to-many basis by means of a soil 

type (subtype) number (ID_tip). This allowed to structure information on soil indicators in the 

form of code, gradation of soil characteristic and general description. The logical model defines 

tables of the soil database: morphological characteristics (power of humus, transition, illivial 

horizons, groundwater level); Chemical and physicochemical (content of humus in soil, content 

of humus and basic oxides in the sludge (colloidal) fraction of soils, acidity of soils, degree of 

salinization, degree of salinity); Agrochemical (mobile phosphorus, mobile potassium); 

Agrophysical (granulometric composition, productive moisture, equilibrium density, structure, 

water strength of aggregates); Signs of degradation (erosion, deflation). 
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Fugure 2: Logical Database Model 

 

Figure 3: Soil Criteria Tables in a Specialized Soil Database 

 

The soil-geographical database will burn sets of spatial classes of objects: soils of the region, 

soils of the farm, soil sections, field observations (content of mobile elements of phosphorus, 

potassium and reserves of productive moisture). 

 

 

 

 

 

Figure following on the next page 

 

 

 

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

Таблица Power 
ID 
… 
ID_tip 

 

 

 

Таблица Goriz 
ID 
… 
ID_tip 

 

 

 

Table Gran 
ID 
Code 
Gradation 
Criterion 
ID_tip 
Note 

 

 

 

Table Glina 
ID 
… 

ID_tip 

 

Table рН 

ID 

… 

ID tip 

Table 

bulk 

ID 

Table ID 

… 

ID_tip 

 

Table ID 

… 

ID tip 

 

 

 

ТаблицаMoisture 

ID 

… 

ID tip 

 

 

 

ТаблицаMoisture 

ID 

… 

ID_tip 

 

 

 

Table  Moisture 

ID 

… 

ID tip 

 

 

 

Table Phosphorus 

ID 

… 

ID_tip 

 

 

 
Table Moisture 

ID 

… 



51st International Scientific Conference on Economic and Social Development – Rabat, 26-27 March 2020 

 

222 

Figure 4: Soil map of Novosibirsk region 

 

Modern global digital relief models contain a large number of artifacts (distortions), or 

topographic depressions associated with downturns or pits. This causes the screen cells to have 

no output value (ground point heights). At the same time, digital models of relief of higher 

spatial resolution show more irregularities (roughness) of the surface and, as a result, more local 

downgrades than digital models of lower spatial resolution [16]. In the work the digital model 

of relief built on the basis of space images ALOS DSM was corrected. This made it possible to 

obtain morphometric maps of relief at angles of inclination, elevation of slopes, depth of meth 

bases of erosion, etc. The geoinformation analysis of morphometric maps has shown that in 

order to obtain more detailed information on the elementary areas of the agrolandscape, the 

forms of the micro-relief, it is necessary to use digital models of higher spatial resolution using 

unmanned technologies. Aerial photography used a strikless camera with Sony А6000 

replaceable optics, having an Exmor APS HD CMOS data recording matrix, a fast hybrid 

autofocus, a Bionz X processor, a 24 MP APS-C matrix (megapixels), and an electronic video 

searcher. Sony camera has different modes of focusing on objects: automatic, manual, frame-

by-frame, continuous and semi-automatic (directmanual focusing). The Bionz X processor 

allows you to improve your image and reduce noise for high-quality snapshots. During the 

survey of the area with the aid of the UAV, certain weather requirements were revealed: wind 

speed, clouds, precipitation, humidity. With low clouds, there is a weak radio signal capacity 

between the UAV satellite receiver and the terrestrial satellite station, or there is no radio signal. 

Field satellite measurements using the TRIUMPH-LS satellite geodetic receiver were carried 

out for the purpose of construction of the M 1:1000 rhophotoplane. Based on the results of 

measurement processing, planned and high-altitude coordinates of reference points were 

obtained taking into account the location of two base earth stations of the satellite network of 

the Novosibirsk region - Kochenevo (KOCH) and Novosibirsk (NSKW). As a result of the 

digital processing of aerial photography, large-scale orthophotoplanes of the survey territory 

(M 1:1000) and the digital relief model (CMR) with a section height of 0.5 m have been created. 

The figure shows contours showing meso- and micro-relief elements. On the territory there are 

weak slopes with a slope of less than 3 degrees towards the Sharich River. Beds of drain and 

hollow also stand out. Absolute heights vary from 120 to 172 m. 
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Figure 5: Digital model of a relief on the territory of the key site of Mirnyi of Kochenevsky 

district of the Novosibirsk region 

 

In soil mapping and land assessment, soil maps remain the main source of information on spatial 

distribution of soils. In most cases, farms do not have up-to-date field soil survey materials or 

have significant deformities. According to the analysis, the available soil maps to the territory 

of Mirny do not meet the basic requirements for the compilation of digital maps - relevance, 

reliability of information, accuracy of the position of objects on the map. Soil maps have 

significant displacements caused by deformations of mapping material. At the same time 

displacement of contours on the map reaches 250-300 m. This leads to errors in position of soil 

contours on the digital soil map and accordingly to errors in calculation of soil area. The lack 

of material from the soil survey explanatory notes makes it difficult to work, and as a result, 

field work on the soil of the Territory has been carried out. As a result, the existing soil map 

was adjusted based on the results of space image decryption, orthophotoplane and 

morphometric terrain analysis. Figures 6-7 show fragments of a soil map of two key sites. 

 

Figure 6: Adjusted soil map of the first key area 
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Figure 7: Semantic information on elementary soil areas in the geodatabase 

 

This made it possible to reflect the geometric and spatial position of soils, as well as their 

morphological and physical-chemical properties in the geodatabase. The obtained digital soil 

map contains a detailed description of the soil cover of the territory of the research and serves 

as a basis for agroecological printing of land. 
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ABSTRACT 

People are different regarding their work engagement, inner motivation, professional 

performance results. On other hand they behave very similar within specific roles regardless 

of the type of organization they work for. Based on this phenomenon our paper is focused on 

research of University and Industry interface, sustainable employability of engineering 

graduates. A hypothesis was determined for this purpose: Both parties, University teachers and 

corporate managers are using the same competences, communication patterns and kinds of 

behaviour at the time they perform the role of mentor. Comparison came from two key premises 

(1) Undergraduate engineering education is focused on student-centred learning and teaching 

style, (2) Corporate development programs are consistent with Mentorship Pipeline strategy. 

The research was carried out on one side at University of Technology in Bratislava and on 

other side at international producer of clay blocks, facing bricks and clay roof tiles located in 

Czech and Slovak Republic. Comparison analysis was realized inside the University was 

through questionnaire survey. As a methodological basis was used European Mentoring & 

Coaching Council competence categories further elaborated into list of Core Mentor’s 

Competences appropriate to student-centred teaching environment. Survey was carried out in 

cooperation with teachers from seven University’s faculties. Corporate philosophy regarding 

the status of managers as mentors represents four core values, Competence Model and the HR 

program “The Roadmap for Future Corporate Leaders”. To be able to confirm our hypothesis 

the correlation with adapted EMCC mentors’ competences was accomplished. The intention 

was to structure recommendation into three areas. (a) For University – systemic changes 

toward teachers’ duties and responsibilities, measures of teaching performance, didactical 

method, flexible schedule. (b) For company – proposal for redesign assessment criteria 

regarding needed competences for future mentors. (c) For a common alignment University and 

company – proposal for joint activities focused on target group of future mentors. 

Keywords: Best-Place-to-Work, Mentorship, Student-Centred Learning, University-Industry 

Alignment  

 

1. INTRODUCTION 

University and corporate interface, strong, lasting relationship based on mutual benefits and 

collaboration focused on synergy of values for both organisations significantly determine 

sustainable work employability of engineering graduates, how successful they enter the labour 

market. The be able to analyse the level of mentorship-oriented interface between these both 

organizations it was necessary to find out the compliances and diversities of characteristics. 

The Table 1 bellow shows the results of a comparison of these characteristics: 

• HR principles and rules 

• Key competences 

• Processes and programs 

• Main focus/ strategy and tactics 

• Formal versus informal approach 

• Types of key initiatives/ events 
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• Parties involved 

• Time frame. 

 

University Environment (Teacher/ 

doctorand in the role as mentor) 

Corporate Environment (Manager/ 

employee in the role of mentor) 

Reputation 

Quality of curricula 

Educational process 

Focus on knowledge 

Focus on personal life/ growth 

Informal mentoring approach 

On voluntary basis 

Time formal: study period 

Sustainable competitiveness 

Corporate knowledge transfer 

Product/ services and sales process 

Focused on experience 

Focused on career path 

Formal mentoring approach 

On corporate rules basis 

Time frame: employment’s contract 

Table 1: Characteristics of mentorship – oriented interface 

 

People are different regarding their activities engagement, inner motivation, professional 

performance results. On other hand they behave very similar within specific roles regardless of 

the type of organisation they work for. Based on this phenomenon mentor’s core competences 

were selected as characteristic for further research. Finally, a hypothesis was determined for 

our paper: Both parties, university teachers and corporate managers are using the same 

competences, communication patterns and kinds of behaviour at time they perform the role of 

mentor. Our research come from these two key premises: (1) undergraduate engineering 

education is focused on student-centred learning and teaching styles, level of didactical 

competences of teacher are in accordance with this requirement, (2) corporate culture and 

values, managers development programs and successor planning procedures are consistent with 

Best-Place-to-Work and Mentorship Pipeline long-term competitive ability strategy. The 

intention was to structure recommendations into three areas: a) for university systemic changes 

towards student-centred learning regarding relationship between teachers and students and to 

strengthen the use of collaborative educational methods, b) for company to adapt some 

principles or rules into current development scheme to provide employees and managers with 

opportunity to assume authority and responsibility for their role of mentor and support 

individual efforts for self-insight, b)c) for university and company collaboration – to choose a 

theoretically verified concept for designing joint development program focused on mentoring 

skills which will support, elevate and protect the interests of both organisation.  

 

2. THEORETICAL AND INSTITUTIONAL PLATFORM FOR THE RESEARCH 

PLAN  

Over the years several studies have shown the importance of mentorship. Ehrich et al. (2004) 

conducted a meta-review analysis of more than 300 research – based articles on mentoring in 

(mainly) education. Mentorship is a “developmental process of open dialogue that aims to 

achieve both individual and organisational change thought shared understanding and 

suspending judgement within a relationship of mutual learning in which differences that exist 

are perceived as integral to learning, growth and development” (Clutterbuck, et al. 2017). The 

relationship based on mutual trust is critical precondition. Conversations between mentor and 

mentee are more than transactional. They may operate at all seven levels of dialogue, as 

described elsewhere by one of the editors (Megginson and Clutterbuck, 2005) – social, 

technical, tactical, strategic, for self-insight, for behaviour change and integrative (work and 

life). The stated research hypothesis has been tested on one side in Slovak University of 

Technology (University teacher as mentor) and on other side in multinational producer of clay 

blocks, facing bricks and clay roof tiles located in Czech and Slovak republic (manager as 
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mentor). The reason for selecting these two organisations was the fact that this university is 

preparing students directly for job positions of this company. Company consists of 10 

manufactories, HR department and Share Service Centre and is a part of an international 

supplier of innovative building materials and infrastructure solutions. Corporate philosophy of 

this company represents four core values: Customer, Challenge, Collaboration, and People. 

Regarding engineering graduates as potential future employees, the most relevant statements 

are: 

• We approach our work with a positive attitude and focus, while putting our best efforts to 

accomplish our goals, we proactively search for tasks that need to be done. 

• We actively support and participate in collaborative work to ensure tangible performance 

results. 

• We provide people with opportunity to assume authority and responsibility for their work. 

• We recognize that every employee’s capability is important to our organisation, and support 

individual efforts for personal development. 

 

This corporate’s core value guarantees continuous professional development for engineering 

graduates which will be capable of addressing complex working task in a sustainable way. 

Employee’s development program and successor’s planning procedures are embedded in an 

official company’s document “The Roadmap for future corporate leaders“. This document is 

divided into four so called development phases starting from Local Talent Management 

(“Warm-up“) phase, then International Talent Management (“Run-way“) phase followed by 

Successors (“Take-off” phase), and finally Mentors (“Launch-control Mode“) phase. 

Employees involved in first phase are specialists or managers at operational level of 

management. While succession planning is obviously important, company’s belief is that talent 

management must encompass a far broader range of employees. Selection procedure is 

designed foremost in relation to business objectives, additionally includes six complementary 

components: (1) Learning Agility, (2) Personal Attitudes, (3) Inner Drivers /Self-motivation, 

(4) Positive Attitudes to the Values of Company, (5) Multilanguage’s Agility, and (6) Change 

Agility. Participants involved into second phase are managers at different levels of 

management, which demonstrated potential for further professional growth in accordance with 

business long-term objectives within the succession planning. Participants involved into third 

phase of management development are employees working in the positions of specialists and / 

or managers at different levels of management which are included into succession plans for 

higher position (current or completely new). Participants involved into fourth phase are 

employees on the key position as specialists or managers at higher management level. Slovak 

University of Technology (STU) in Bratislava is a modern educational and scientific institution 

[4]. Since its foundation in the year 1937 more than 159.000 students have graduated. In 

average, 12.000 students’ study at the STU every year. At present, the STU consists of seven 

faculties based in Bratislava and Trnava. All the faculties provide a study in accredited study 

programmes within the complex system of a bachelor, master and PhD. study. Faculties realize 

credit system compatible with the European credit transfer system enabling mutual mobility of 

students within European Union member countries and a larger European space. In the area of 

scientific and research activities the STU successfully joints European Union programmes. In 

February 2017 The Scientific Board of STU established the need to reform existing education 

programs, and practices to better prepare engineering students for confronting sustainable 

issues. Students need not only intellectual development but also learner-centred environment 

and active methods integrated into engineering curricula (STU, 2019). 
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3. RESEARCH AND METHODOLOGY 

Quantitative method of collection data was used and research was guided by different 

approaches for university environment and company environment. 

• University environment: 

Step 1. Based on European Mentoring and Coaching Council (EMCC) competence frame/ 

categories the task was to specify adequate mentor’s competences according student-

centred learning environment and to design questionnaire. Step 2. To conduct a 

questionnaire survey on a sample of university teacher (Assoc. Prof.) and doctorands 

(Ph.D.). Step 3. To assess following null and alternative hypothesis: H0: There is no 

statistically significant link between a teacher category Assoc. Prof. and category doctorand 

Ph.D. regarding mentor competences. H1: There is a statistically significant relationship 

between teacher category Assoc. Prof. and category doctorand Ph.D. regarding mentor 

competences. Step 4. To formulate the results of the target research hypothesis and to 

discuss possibilities and conditions for alignment of mentoring styles between STU and 

selected analysed company. 

• Company environment: 

Step 1. To find out company’s corporate philosophy in relation to mentoring (source: 

Corporate four core values). Step. 2. To assess goals and structure of development scheme 

for employees and managers as future mentors (source: HR document “The Road for future 

corporate leaders”). Step 3. To propose extension or supplement of current version of this 

document by training and coaching programs focused to mentorship topics. Step 4. To 

formulate the results of the target research hypothesis and to discuss possibilities and 

conditions for alignment of mentoring styles between selected analysed company and STU.  

 

Comparison analysis inside STU was realized by use of questionnaire survey. As a 

methodological basis was used European Mentoring and Coaching Council (EMCC, 2015) 

competence framework. The purpose of the competence framework is to provide a description 

of a mentor/coach at four distinct levels of development in order to help mentors/coaches 

understand their level of development. The competence indicators are examples of behaviours 

or principles of the coaching profession that meet the eight competence categories. Clutterbuck 

(2017) describes these 8 competences: 1. Understanding self, 2. Commitment to self-

development, 3. Managing the Contract, 4. Building the Relationship, 5. Enabling Insight and 

Learning, 6. Outcome and Action Orientation, 7. Use of Models and Techniques, 8. Evaluation. 

As a part of early stages of our research (Step 1. University environment) these competence 

framework/ indicators were further elaborated into list of Seven Core Mentor’s Competences 

appropriate to student-centred teaching environment to evaluate behaviours of mentor of 

university teacher (Assoc. Prof. and Ph.D. categories): 1. Consistency/Personal Integrity 

(Demonstrating Confidence and Energy, Demonstrating Credibility, Demonstrating 

Conviction, and Taking Ownership for Leading the Dialogue), 2. Relating (Building Trust, 

Rapport and Mutual Values, Using Acknowledgement, Showing Empathy and Respect, 

Establishing Common Rules and Communication Process and Structure), 3. Insight 

(Developing Multiple Channels of Information, Using Principle of Networking and Linking, 

Considering the Various Implications and Scenarios, Assessing the Integrity of Legitimacy, 

Credibility, Relationship, Needed Resources and Personal Commitment), 4. Probing/Drawing 

Out (Using Hierarchy of Open Questions, Avoiding Multi-Tasking, Using Appropriate 

Phrasing, Encouraging the Speaker to explore and clarify his/her Thinking, 5. Listening 

(Paraphrasing, Suspending Judgement, Physical Attending, Using adequate Pace, Silence, 

Patience, Pauses, Attuning to Feelings, Expressing Empathy, Reducing Physical and Mental 

Distractions, Using verbal and non-verbal Acknowledgement, and Summarizing, 6. Aligning 

(Requesting Clarification, Reflecting Feelings, Keeping Dialogue Interactive, Appealing to 
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Both Rational and Emotional Mind, Monitoring Level of Attentiveness and Engagements, 

Describing and Checking Common Understanding, Linking the Differences of Views, 

Demonstrating Positive Attitude, and Checking for Feedback, 7. Tracking (Verifying Personal 

Readiness, Concerns about Loss of Control, Exploring the Decision-making Process, Need for 

Support, Agreement on Time-schedule, Milestones, Summarizing the Very Next Steps, Events, 

Sharing and Aligning Responsibilities for Follow-up). The survey sample of participants was 

composed of two categories of teacher – 36 in the category of Assoc. Prof. and 16 in the 

category Ph.D. participated in the survey. Each survey participant had the opportunity to 

evaluate themselves on a five-level scale (less than 20%, 21-40%, 41-60%, 61-80%, more than 

81%). The main focus (step 2 University environment) was to analyse the outputs from a 

questionnaire survey on a sample of two categories of university teachers. The result is 

numerically in the Table 2 and Table 3. 

 

Core Competence 20% 40% 60% 80% 100% 

Consistency/Personal Integrity 0 0 7 29 0 

Relating 0 1 11 24 0 

Insight 0 7 14 15 0 

Probing/Drawing Out 0 3 10 23 0 

Listening 0 0 6 30 0 

Aligning 0 5 12 19 0 

Tracking 0 14 15 7 0 

Table 2: Core Competences of Assoc. Prof. 

 
Core Competence 20% 40% 60% 80% 100% 

Consistency/Personal Integrity 0 4 5 7 0 

Relating 0 2 9 5 0 

Insight 0 0 16 0 0 

Probing/Drawing Out 0 4 3 9 0 

Listening 0 0 6 10 0 

Aligning 0 6 4 6 0 

Tracking 0 3 8 5 0 

Table 3: Core Competences of Ph.D. 

 

Subsequently, the graphical representation Figure 1, and Figure 2 provided clearly the starting 

points for more in-depth analysis. 

 

Figure 1: Core Competences of Assoc. Prof. 

0

1

7

3

0

5

14

7

11

14

10

6

12

15

29

24

15

23

30

19

7

Consistancy/Personal Integrity

Relating

Insight

Probing/Drawing Out

Listening

Aligning

Tracking

Core Competences of Assoc. Prof.

20% 40% 60% 80% 100%



51st International Scientific Conference on Economic and Social Development – Rabat, 26-27 March 2020 

 

231 

Figure 2: Core Competences of Ph.D. 

 

The university teacher category Assoc. Prof. proves to be as very strong in the competences 

Consistency/Personal Integrity and Listening. On other hand, competence Tracking is clearly 

underdeveloped and also the competences Insight and partly Aligning needs to be supported. 

The university teacher’s category Ph.D. is characterized by a relatively even distribution of 

frequencies among the scales. This phenomenon is due to very individual development level 

based on age and length of working relationship with at the University. The competence 

Listening proves to be as very strong, competences Relating and Tracking are characterized by 

a normal distribution of frequencies. The need for support shows up in competence Insight and 

also on an individual basis for Probing/ Drawing out and Aligning. As a highest priority for 

further development must be seen the competence Consistency/ Personal Integrity. For both 

target groups are identically competences Listening (very strong) and Insight (medium weak).  

As very different between category Assoc. Prof. and category Ph.D.  are competences 

Consistency/Personal Integrity (very strong versus very individual), Aligning (weak versus 

very individual) and Tracking (very weak versus normal distribution). This part of the analysis 

can be concluded by summarizing the development needs: 

• For both university teacher categories Assoc. Prof. and Ph.D.: competence Insight, 

• For university teacher category Assoc. Prof.: competence Tracking and competence 

Aligning (by the use of sub-group training methods and team-coaching), 

• For university teacher category Ph. D.: competence Consistency/Personal Integrity and 

Aligning (by the use of individual training methods and coaching). 

 

Core Competence Assoc. Prof. Ph.D. 

Consistency/Personal Integrity 76% 64% 

Relating 73% 64% 

Insight 64% 60% 

Probing/Drawing Out 71% 66% 

Listening 77% 73% 

Aligning 68% 60% 

Tracking 56% 63% 

Average 69% 64% 

Table 4: Core competences of teacher (both categories) 
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Figure 3: Core competences of teachers (both category) 

 

Step 3 was focused on assessment of null and alternative hypothesis. For statistical testing of 

the null hypothesis the Pearson chi-square test (x2) was used. We followed these steps (Turner, 

2014): 

a) Compilation of a contingency table for observed frequencies (O) and subsequently for 

expected frequencies I according to the formula Ei = ri x ci / I, while ri – sum of rows, ci – 

sum of columns, i – the sum of all elements 

b) The choice of the level of alpha signatures to be tested is 5% (p = 0.05) 

c) Determining the number of degrees of freedom dF, formula dF = (r-1) x (c-1)  

(for dF = 1, the tabular value is 3.84) 

d) Calculation of the Chi-square cut-off value at the selected significance level. 

e) Calculation of Chi square χ2 = ∑ i (Oi −Ei- 0,05)2/Ei  

f) Comparison of the calculated Chi-square value with the Chi-square table value at the 

selected significance level. 

 

Contingency table for observed frequencies (O) on the question of the relationship between the 

teacher and his / her mentoring competences: 

 

Observed frequencies Yes Non Total 

Teachers (Ph.D.) 16 4 20 

Teachers (Assoc. Prof.) 36 19 55 

Total 52 23 75 

Table 5: Contingency table for observed (O) frequencies 

 

Specification of a dependent and independent variable: Independent variable: job position 

(teacher with Ph.D., Associate Professor). Dependent variable: mentor competence. 

Formulation of hypothesis: H0: There is no statistically significant link between a teacher 
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Observed frequencies Yes Non Total 

Teachers (Ph.D.) 13,87 6,13 20 

Teachers (Assoc. Prof.) 38,13 16,87 55 

Total 52 23 75 

Table 6: Contingency table for expected (E) frequencies 

 

Determination of the number of degrees of freedom dF by relation:   𝑑𝐹 = (2 − 1) × (2 − 1) 

 

𝑑𝐹 = 1 

 

To determine the table value for the corresponding Chi-square at the number of degrees of 

freedom: Tabulated Chi-square (0.05) = 3.84. Decision: Since the tabulated Chi-square value 

(3.84) is higher than the calculated value (1,387), we can conclude that we do not have sufficient 

evidence to reject the hypothesis H0. So, we say that in the research sample there is no 

relationship between variables, job position and mentor competence. The research inside the 

company was intended to find out company’s readiness to employ Slovak University of 

Technology (especially Faculty of Civil Engineering) engineering graduates and during their 

adaptive phase and subsequent continuous development to apply the mentoring style they 

experienced during their university studies. The analytical part of the research was based on 

survey of corporate values and HR document called “The Roadmap for future corporate 

leaders” with the focus to competence development programs for the role of mentor. A series 

of workshops was organized in each plant and at all departments in the headquarter. After then 

a round table took place with representatives from all sections, i.e. production, marketing, sales, 

share services centre, controlling and finance, HR, and top management. As additional sources 

for research were internal company`s rules and guidelines, processes and procedures regarding 

HR issues, mainly towards Competence models, Talent Management, Succession Planning. 

Also, concepts Personal and Employer Branding, People Pipeline created a link for our thoughts 

and suggestions. As the result of step 2 (company environment) it was found, that there is a 

need to invoke desired emotional responds, new quality of personal responsibility and 

consciously work to reduce the impact of biases, especially saliency bias, negativity bias, and 

confirmation bias. Among other identified support needs was fears of loss control and 

understanding perspectives and align on the solution. 

 

4. RESULTS AND DISCUSSION 

To strengthen the justness of research hypothesis the proposal is to adapt and extent company’s 

HR development program “The roadmap for future corporate leaders” and allow managers to 

develop their competences in following areas:  

• In the first phase – Local Talent Management (Self-determination and personal growth): 

Effective mentorship is based on the practicality how the mentor is able to advice alignment 

with mentee toward a shared vision. The most problematic misalignments are from fear and 

assumptions. The aim is to strengthen the confidence, courage and skill to effectively 

engage in mentorship and overcome regret aversion.  

• In the second phase – International Talent Management (Socio-communication Aspect of 

Mentorship): The single biggest problem in communication is the illusion that it has taken 

place. Peoples’ brain cause communication breakdowns – they are subject to listening filters 

and biases. The aim is to consolidate the cognitive ability, harmonize the factual, social and 

emotional contexts regarding mentor´s role and rising awareness toward own biases. 

• In the third phase – Successors (Brief Mentoring Dialogue): To the key characteristics of 

mentoring dialogue belongs making the communication partner/mentee feel “heard”, 

adding values with good questions, tailoring a common solution and positioning yourself 
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as an ally. The aim is to help the mentor to inspire mentee to “aspire” for what he/she truly 

wants. To experience dialogue based on subsequence of the steps (Objectives/Needs – 

Current Situation – Level of Satisfaction – Future Needs – Personal Readiness - Tracking 

Path). 

 

In relation to research results at the Slovak University of Technology a development program 

has been designed as follow: 

• For both categories Assoc. Prof. and Ph.D. (The Power of Insight): The power of the mentor 

competence Insight is the foundation upon which the power of all other core competences 

are built. Without information – a lot of good, reliable information regarding mentees – the 

mentors cannot develop this kind of competence. Insight is the power to see into a mentees’ 

situation – beyond the obvious. Indicators can be prior information provided by a mentee 

or by other individuals inside university environment or also from his/her personal zone, 

private life. It is also important to assess the integrity of the information obtained. 

• For the category Assoc. Prof. (Maintaining Relationship and Tracking): Asserting mentors’ 

perspective to guide or reframe mentees’ thinking can be mentoring relationship mentees’ 

motivational traits. These has a decisive importance for development of mentor’s 

competence Tracking which provides a roadmap to uncover and address mentee’s 

misalignment needed to reach to reach agreement on the right course of action.  

• For the category Ph.D. (Mentor Personal Integrity): To strengthen the competence 

Consistency/Personal Integrity is needed to reframe junior mentors’ seeing their current 

situation from a different perspective. Showing a contrast can help them to be aware of their 

own thinking to make new cognitive connections and gain new perspective. Thinking about 

people’s thinking means to become passionate about improving mentor’s competence to 

pay attention not pay attention thinking about, but the way thinks. 

 

5. CONCLUSION 

The paper was dedicated to contribute to all three parties, i.e. Slovak University of Technology, 

selected company from the construction industry and engineering graduates with the aim to 

improve common sustainable development. It could be concluded that company’s core values 

positively support the hypothesis that “both parties, university teachers and corporate managers 

are using the same competences, communications patterns and kinds of behaviour at the time 

they perform the role of mentor”. Based on our research company’s HR development program 

The Roadmap for Future Corporate Leaders will be adapted and extended with three modules 

that will by gradually included in the phases Local Talent Management, International Talent 

Management and Successors. This will invoke the desired emotional responds and new quality 

of personal responsibility employees and managers in the role of mentor. Development program 

for Slovak University of Technology teachers and doctorand has been designed to integrate 

mentoring into active – teaching methods. For category Assoc. Prof. the mental transition from 

technical and professional skills (as expert/ individual contributor) to interpersonal and 

behavioural skills (as mentor) will strengthen their ability to use the power of insight, keeping 

dialogue with students interactive, appealing to both rational and emotional mindset and 

demonstrate positive attitude. For the category doctorands (Ph.D.) the main task was to create 

a standard regarding their consistency and personal integrity which will cover answers to 

following the questions: 

• How to understand the role of mentor? 

• What kind of core initiatives are involved to the role of mentor? 

• What competences are needed for this role? 

• How can be assessed and develop these competences? 

• What are the person’s inner motivators to perform this role? 
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The development program for doctorands are also focused how to struggle with own thinking 

about mentees’ thinking, misalignments and to provide awareness towards cognitive dissonance 

and confirmation bias. In order to practical verification of the research results the pilot project 

is now in the ready stage, the selection process of 15 participants has been already performed. 

Learning agility is one of the defining components of potential (Silzer, Church, 2009) and 

therefore the selection criteria were the key factors to get the teachers with willingness and 

capability to learn. Based on model of learning agility (Eichinger, Lombardo, Capretta, 2010) 

the approach of the following four facets of learning agility was used as assessment tool: (1) 

Mental Agility, (2) People Agility, (3) Change Agility, and (4) Results Agility. Finally each of 

selected teachers actively participated in our research questionnaire survey. This project will 

take place in the period May - July this year. EMCC competence framework elaborated into list 

of Seven Core Mentor’s Competences represents theoretically verified concept for aligning 

mentorship understanding and related development programs. This will support the fulfilment 

of students’ expectations according more learner-centred environment and also will contribute 

to a comparable mentor style whether at university or at the future employer.  
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ABSTRACT 

Rural Household decision to engage in off farm work, passes through two stages, firstly is the 

decision to participate and secondly is the extent or intensity of participation. Using the 

Tanzania national panel survey data, this study investigated factors determining household 

labour decision on whether to participate or not and intensity of participation using a double 

hurdle model. A likelihood ratio test confirmed that indeed participation is a two stage decision. 

Analytical results have shown that, marital status, land quality, farm size, level of farm output 

and household size are important variables that influence the decision to participate in off farm 

work. In addition, age, the dummy variable of male gender, marital status and land quality 

were the main determinants of the intensity of participation in off farm work. These factors 

should be considered in designing a rural development policy that focuses on promotion of off 

farm activities. 

Keywords: Double hurdle model, off farm work, logit, Tanzania 

 

1. INTRODUCTION  

A long held view that farming is the only economic activity of the rural household has begun 

to change owing to proliferation of off farm works. Available literature is showing an increasing 

trend in off farm activities ((Maliyamkono and Bagachwa, 1990; Ellis and Mdoe, 2004; 

Mduma, 2006; Dimeva and Sen, 2010). Importantly is that, a significant amount of income is 

generated from these activities (URT, 2010, Barrette et al., 2001).  Literature indicates that, 

about 50 percent of rural household income is generated from the off farm activities (Ellis and 

Mdoe 2004, Mduma 2006).  This income has a low level of risk covariance compared to farm 

income and there is a possibility of using this source to purchase agricultural inputs and improve 

household welfare. Given the significance of the income, there is a possibility of using off farm 

activities as a potential pathway towards poverty reduction.  Because of that, rural household 

labour allocation decision has become a major research topic. Researchers and development 

experts are particularly interested to understand factors which are affecting household decision 

to participate in off farm work.  Apparently, most of the research studies which were done in 

this topic in Tanzania have modelled participation in off farm work as a single decision. This 

approach, preclude the possibility of having household which are willing to participate but have 

not participated yet due to various factors.  In reconciling the fact, this study applies the double 

hurdle model to investigate household labour decision on whether to participate or not and 

extent of participation. In estimating these factors, the study applies the dataset from the 

National Panel Survey (NPS wave 1) collected by the National Bureau of Statistics. The layout 

of this paper covers issues related to rural household characteristics with a farm household 

model, methodology with details on an econometric approach, double hurdle model and 

estimation techniques. Finally, the analytical results are presented together with a discussion. 

The paper ends up with a conclusion and policy recommendations.   

 

2. CHARACTERISTICS OF RURAL HOUSEHOLD  

According to literature rural households make simultaneous decisions related to production and 

consumption (Udry and Bardhan, 1999, Singh et al., 1986). Such decisions are considered to 

be non-separable (Reardon and Corral, 2001, De Janvry and Sadoulet, 2001, Escobar, 2001). 
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Separation property is derived from twin assumptions of utility maximization and complete 

markets. It implies that the marginal productivity of inputs is derived solely from plot 

characteristics and the prices of farm produce. In this context, households are assumed to derive 

their production decisions as if they are risk –neutral profit maximizing firms. This is contrary 

to a situation in which factor demand is derived by the household characteristics and marginal 

productivities are not equated across household and production is not optimized.  This theory 

lacks empirical relevance in a developing country such as Tanzania, where the behavior of farm 

households is different from what is prescribed (Mduma, 2006, Ahituv and Kimhi, 2002, 

Kimhi, 2001, Woldehanna, 2000). This argument is supported by Udry and Bardhan, (1999,) 

who argue that a separation property is more useful as a benchmark for comparison, rather than 

a basis, for empirical work.   Thus, it would be better to represent rural households by a non-

separable Farm Household Model. This model has been extensively applied by numerous 

studies to rural households’ labour allocation behavior (Mduma, 2006, Ahituv and Kimhi, 2002, 

Kimhi, 2001, Woldehanna, 2000).  In fact, a non-separability scenario reinforces the relevance 

of analyzing determinants of off farm labour supply among the Tanzanian rural households. 

 

2.1. A Farm Household Model 

On the basis of the description given above, this study adopts the model developed by Becker 

(1965), in which a household is described as production unit and a utility maximizer.  Based on 

the model, decisions are made by a single person who is the head of the household consistent 

with studies done by Mduma (2006); Woldehanna (2000), Matshe and Young (2004) and Kimhi 

and Ahituv (2002). This household has the choice of engaging in both farm production and off 

farm activities or choosing just one activity.  This is achieved through a combination of capital 

goods, raw materials and labour to produce useful commodities. The rural household is 

endowed with labour 𝑙𝑙 (being total hours) which can be allocated for working (allocated on 

farm production, off farm activities) and leisure.  In Equation 3.1 below W represents the off 

farm wage rate, F stands for farm hours that are spent by a respective household, T is the total 

household labour hours, L stands for leisure time, and M represent the hours spend on off farm 

work.  P is the price of consumption goods, while PF represents the price of farm outputs, (Q) 

is the column for the vector of prices of other farm inputs, and X is the column for the vector 

of other inputs quantities. The letter A stands for non-labour income, such as remittances, which 

is a common phenomenon in developing countries.  In this regard, it is important to point out 

that farm production (Q) is using farm labour, human capital (K) and other farm inputs denoted 

as the X vector above. In this context, a household seeking to maximize utility function is 

expressed as below.  

 

    1.1 

  

Subject to  

 

AFKXQPwMXrPq F ++=+ ),,('

            (1.2) 

 

,MLFT ++=
                                                (1.3) 
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2.1.1. Household Optimal Conditions 

Based on the equations expressed above, a Lagrangian equation is generated. This equation is 

used to derive Kuhn-Tucker first order conditions while incomes are the major constraints 

facing the household.   

0' =− kXkF rQP
, for all inputs                                             (1.4) 

 

 K= 1…………., K 

 

,0−w 1.5                                         (1.6) 

 

,0
'

− FFQP    1.7                         (1.8) 

 

,0
'

=− pU q 
and  

 

From the above equations   and i  are Lagrange multipliers for the household income and 

time allocation.  Solving equation (5) and (6) yield the following conditions: 

 

w

p

U

U

L

q
=

'

'

,      (1.9) 

 

This equation suggests that the marginal rate of substitution between leisure and the 

consumption is equal to the ratio between price of the goods and the wage rate. In addition, we 

also derive that  

 

wQP FF =
'

 
 

The value of the marginal product of labour is equal to the off farm wage rate.  Our derivations 

are based on the assumption of interior solutions, such that an increase in the price of farm 

output or an increase in on-farm labour productivity would induce more supply of labour for 

farm production and less for off farm works, and vice versa. However, this will be determined 

by a number of factors.  

 

3. METHODOLOGY  

In order to model household participation in off farm work, this study applies reported hours 

allocated for off farm work by each particular household in the NPS dataset (2008/9). The 

dataset comprises households who were asked whether they participated in off farm work, or 

not, in a week that preceded the survey.  In this case they reported positive and zero hours. The 

zero hours in the data set may signify a corner solution (voluntary decision) or inhibition factors 

(involuntary decision). The inhibition factors may range from personal disability, low level of 

education or relevant skills, and even remuneration attached to off farm work. Even if farm 

households are willing to participate in off farm work, several factors, such as rationing in the 

labour market and transaction costs related to search costs, information and other costs as 

elaborated earlier, may inhibit their participation (Woldehanna et al.,2000; Blundel and Meghir, 

1987). Therefore, a household may have been a potential participant, but didn’t engage in off 

farm work due to some reasons that were prevailing at that specific period.  However, in the 

absence of those factors, a household can participate in off farm work.  

,0)( =−wM

,0)( ' =−  FHF QPF

0' =− LU
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This means that the decision to participate and the intensity of participation are two distinct 

decisions that are made by the household separately. Such household decisions are considered 

to be latent. A decision to participate or not will involve weighing between the net benefits of 

engaging in off farm work and the expected transaction costs (including what will be lost from 

farm production).   

 

3.1. Econometric Approach   

Determination of the household behaviour in allocating labour in off farm work is problematic 

if a standard regression analysis is used (Matshe and Young, 2004). The zero hours reported 

may imply a censoring effect, which would warrant application of a Tobit model. However, the 

Tobit model will combine the two decisions (participation and intensity) as a one hurdle.   

Another option is to analyze the two decisions separately using a Probit or logit model. 

However, there is a risk of estimating a non-random sample if this approach is used.   To 

circumvent these problems this study adopts a double hurdle model, which is capable of 

capturing such behavioral aspects.  

 

3.2. A Double Hurdle Model 

The assumptions of this model facilitate measurement of the two latent decisions related to 

participation and the number of hours or intensity of participation in off farm work. Since it 

was established by Crag 1971, the model has been widely applied in consumer preference 

literature. However, subsequently it has been found to be useful in labour allocation studies 

(Woldehanna et al., 2000, Matshe and Young, 2004). Other studies which have applied the 

model include: Teklewold et al. (2006), IFPRI, (2011), Setsofias et al., (2013), and Asfaw et 

al., (2010). Amsalu et al. (2013) applied the model in analyzing off farm labour supply decisions 

in Ethiopia. Asfaw at el. (2010) used an augmented double hurdle model to analyse the 

determinants of the intensity of variety adoption conditional on overcoming seed access 

constraints. Woldehanna et al., (2000) used the model to analyse the off farm work decisions 

of Dutch cash crops farms and agenda 2000 CAP reforms. Matshe and Young (2004) applied a 

double hurdle to analyse off farm labour allocation decisions in small-scale rural households in 

Zimbabwe. Details of the model are presented below, whereby the two latent dependent 

variables are expressed with their set of exogenous variables;   

 

IXy  += 11

**

1            (1.10)  

 

This a participation equation  

 

222

**

2  += Xy           (1.11)   

 

This is equation measures intensity of participation (hours of work)  

 

Where 
**

1y = latent variable related to the decision to participate, while 2   and I  represents 

the error term in the equations above.  
**

2y = latent variable that captures the latent variable 

related to off farm hours  

 = hurdle regressor,. If   01 =y    then   12 =y      and if     11 =y   then  02 =y   

 

If the error term is normally distributed, then the first hurdle will correspond to the Probit or 

logit model (Matshe and Young, 2004).   

21 & XX
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From the second hurdle      
**

22 yy =   if    . 

          

 And     

                 

0
**

2 =y  Otherwise  

 

Thus, the second hurdle yields a Tobit model1. The first equation (hurdle) is independent of the 

second hurdle, thus there is a possibility of observing zero hours of work.  However, zeros in 

the second hurdle do not necessarily mean that an individual does not participate in off farm 

work; rather, it may reflect a failure of either of the hurdles2 (the first or second).  In view of 

that, observed time or hours of work is an outcome of the interaction between the first and 

second decision hurdles3.  

 

                          (1.12) 

 

jjijj xy  +=*

                 (1.13)  

 

2,1=j
 Showing the first and second hurdle 

 

 
 

 

If    is restricted to being equal to zero, the model collapses to the independent Craggy model.  

If the assumption is made that the probability of participating in off farm work is 1, then a Tobit 

model is nested within the independent double model. 

 

3.3. Dependent Variable 

Engagement in off farm work is a matter of probability, such that it may 1 or 0. Thus, it is a 

dichotomy variable which takes a value of 1 if a household is engaging in off farm activities 

and 0 for non-participant. Similarly, Mduma (2006), Dimeva and Sen (2010) have considered 

participants and non-participants as a dichotomy variable.  However, given that we are applying 

a double hurdle model, this study uses reported hours spent on off farm work to present 

participants and non-participants. This approach is similarly used by Cameron and Trived 

(2010) to estimate a double hurdle model.  

 

 

 
1Most commonly this occurs when the dependent variable is zero for a substantial part of the population, but positive (with 
many different outcomes) for the rest of the population (Verbeek, 2008).  
2 In modeling zeros in the dependent variable there are basically two scenarios, the first is related to a case in which the zero is 
genuine, reflecting a corner solution (which may permit application of the Tobit model for estimation). This may be further 
disaggregated into a double hurdle model (accounted for by the fact that the first decision may influence the second) and other 
is the two part, or sequential, model).   Sometimes the zeros are non-observable responses which motivates application of the 
sample selection model, commonly known as Heckman. 
3The Hurdle model assumes that both decisions (participation and intensity) are made simultaneously.  

0
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3.4. Key Independent Variables 

There are a number of factors that determine participation in off farm work in Tanzania. Those 

attributes have been applied in different studies to explain household decisions to participate in 

the activities (Mduma, 2006; Woldehanna, 2000; Matshe and Young, 2004; Huffman, 1984).  

These factors are derived from the theoretical exposition which argues that participation in off 

farm activities is a function of incentives. As documented in different studies, these factors can 

be classified into the following categories: individual and household characteristics, farm 

characteristics, location factors, barriers to income diversification and risks factors4 (Barrett at 

al., 2001; Abdulai and Crolerees, 2001; Woldehanna and Oskam, 2001; De janvry and Sadoulte, 

2000; Reardon et al.’ 2007)5.  Mduma (2005) analysed the determinants of off farm 

employment in Tanzania and considered a set of variables such as individual characteristics, 

household characteristics and community variables, which are closely related to those presented 

above.   

 

3.5. Estimation Approach 

The analysis started with the descriptive statistics to characterize the variables prior to 

estimation of the double hurdle model. We understand that, due to a censoring effect, the 

Ordinary Least Square would not yield consistent estimates. Therefore, a maximum likelihood 

estimator was selected, consistent with Cameron and Trived (2010). However, a maximum 

likelihood estimator works under the assumption that errors in the hurdle equations are normally 

distributed an homoskedastic6 ),0( 2 .  Estimation of the model without due consideration over 

how the error term is distributed run risks of inconsistent estimates. Therefore, in this study, we 

were compelled to carry out a test of normality.  Analytical results revealed that the error term 

was not normally distributed.  In order to circumvent this problem, the Box Cox transformation 

approach, developed by Yen (1993), was adopted. The principle behind this is the relaxation of 

the normality assumption of the dependent variable.  This method has been applied by 

numerous studies. For instance, the study by Yen et al., (1995), which investigated the 

determinants of Crawfish consumption in South Louisiana using a generalized limited 

dependent variable model that accounted for both participation and consumption decisions, 

applied the Box Cox transformation. Abrevaya (2002) computed fitted values and marginal 

effects in the Box Cox regression model. Bai et al., (2010) applied the approach prior to 

estimating the determinants of household preferences to dine out. 

The transformation of the dependent variable is as shown below:   

 

                  (1.14)     

 

Y = off farm hours spent by a household per week.  λ    = unknown parameter 

 

Several functional forms are embedded in the transformation, as shown below.  

 
4Mishra and Morehat (1999) consider factors such as educational level, age of the operator, off farm income, household net 
worth, leverage, farm size, farm diversification, management skills and location as the major determinants of off farm 
investment.  
In this particular study, a list of factors that appear to have a theoretical and empirical relevance to theTanzanian context and 
how they influence off farm participationare described.  
6When the error term is not normally  distributed and homoskedastic, computation of the log likelihood function will be 

incorrect under the model, as it will not reflect the true distribution of dependent variables iy given  ix  and the derived 

estimators will be incorrect (Verbeek, 2008) 
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The likelihood function of the Box Cox model can be derived as;  
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The likelihood function is maximized with respect to the key variables that explain participation 

in off farm work. The Box Cox transformation leads to a richer model which includes the linear 

and log –linear models as special cases (Cameron and Thrived, 2010) Thus, we express the 

transformed dependent variable as:  

 

           (1.17) 

 

The expression can yield three outcomes,  
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Off farm labour supply is measured by the number of hours that a household reported as having 

engaged in off farm work in a week that preceded the survey. According to the NPS report, 

(2010) data collection was done from October 2008 to October 2009; the period coincides with 

the crop production season in most of the areas which experience either uni-modal or bimodal 

rainfall patterns. Therefore, the reported hours of household off farm labour supply may reflect 

how they allocate labour resources between different economic activities (anticipating an 

interior solution). This study started the analysis by first transforming the dependent variable, 

following the Box Cox approach. Given various transformation approaches, we adopted the 

theta method, which entails transformation on the right hand side of the equation. The generated 

theta value was applied in subsequent transformations of the dependent variable. The Box Cox 

transformation is guided by a strong assumption of the normal distribution pattern of the 

dependent variable.  Thereafter, a distribution pattern of the variable was established, based on 

the degree of skew-ness, which was found to be very low, approximately zero (0), signifying a 

normal distribution pattern, which provided leeway for subsequent estimations. The 

transformed dependent variable was then applied in the double hurdle model, as previously 

discussed.  
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We estimated a logit model to establish the factors that determined or explained rural household 

decisions to participate in off farm work. This was then followed by the estimation of the second 

equation, which seeks to identify the derivatives of the intensity of participation in off farm 

work by the rural households. Figure 1 below shows the kernel density of the off farm hours 

per week in a household. The curve shows how the hours reported within the household are 

widely spread from each other.   

 

Figure 2: Kernel Density Estimate 

Source: NBS (2008/9) Hours spent per week 

 

Table 1 : Descriptive Statistics 

Variable  Mean 

Standard 

Deviation  Minimum  Maximum  
Off farm hours per household per week 7.89 18.65 0 98 

 Age  47.37 15.78 19 102 
Total Crop (maize)  output (Kg) 1108.7 2942.7 0 7937 

Maximum level of education  measured 

in years of education  17.3  3.45 1 45 
Household size  5.22 2.896 1 46 

Distance to daily or weekly market in 

KM. 15.27 25.34 0.2 197 
Land holding in acre 3.35 4.89 0 70 

Quantity of fertilizer in Kg  139.92 1011.339 0 2400 

 Frequency   
Marital status      
Married   1549   
Single   489   
Gender     
Male headed household   1565   
Female headed household  498   
Land Quality (Perceived quality)     
Good quality  1614   
Poor quality    99     

Source: NBS (2008/9) 

 

4. ANALYTICAL RESULTS  

4.1. Factors Determining Participation in off farm Work 

Analytical results provided in this section follow an estimation of equation 1.10 which is 

establishing factors that influence decision to participate in off farm work. The approach by 

Cameron and Trived (2005) was adopted in estimating the equation. Results generated from the 

Logit model are presented in Appendix for comparison purposes. Table 3 shows that the dummy 

variable of married was positive and significant at 10 Percent.  
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This suggests that whether a head of the household is married or not is an important factor 

determining participation in off farm work.  As it appears, households with married couples 

were likely to participate in off farm work. This phenomenon may be attributed to the fact that 

households with married couples may divide their labour between off farm and on farm more 

easily, given the available manpower to oversee both activities. This study asserts that a 

household undertaking crop production on  infertile land (degraded) is more likely to seek off 

farm work in order to ensure survival ( driven by the fact that agricultural income will be 

relatively low and may be exposed to intermittent food shortages). Thus, the hypothesis is 

attested in this study by including a dummy variable that captured soil quality. The analytical 

results showed a positive coefficient, which was significant at 5 percent. Thus, the null 

hypothesis was rejected, suggesting that good quality land has a positive influence on the 

decision to participate in off farm work. Probably, there is a positive linkage between the farm 

production and off farm work when the land is of a relatively higher quality. If this assertion 

holds, then households with fertile land are more likely to seek off farm work given that they 

have sufficient food produced from the farm. Surprisingly, area under cultivation showed a 

positive sign, which is highly significant.  Probably participants of off farm work opt to hire 

labour from the market in order to continue with on farm activities. There is a possibility that 

households with relatively large farm areas to use off farm wage to hire labour from the market.   

Off farm work may generate cash income which may be reinvested in farm production 

consistently with Anríquez and Daidone (2008), who observed similarly that, households are 

utilizing the opportunities of the non-farming sector to generate cash income which is re-

invested to purchase farm inputs. However, Anríquez and Daidone warned on the need to 

undertake a thorough analysis before this is concluded for well-designed rural development 

policy. Other studies which have examined the determinants of off farm work are such;  De 

Janvry and Sadoulet (2001) and Matshe and Young (2003), who have observed that land area 

under cultivation was one of the household assets which may influence participation in off farm 

activities. Greater access to land is said to reduce participation in off farm work (De Janvry and 

Sadoulet, 2001, Matshe and Young 2003, Escobal, 2001). 

 

Table 2:  Double Hurdle Model Analytical Results –Decision to Participate or Not 
Participation               Coefficient Standard Erro T 

Age 0.5469694 0.291921 1.87 

Dummy (marital status) -0.1506434 0.165447 -0.91 

Dummy of gender 0.0994655 0.077165 1.29 

Dummy of soil quality 0.9063689 0.389175 2.33** 

Farm size -0.000054 0.000119 -0.45 

Amount of fertilizer 0.1957155 0.0395 4.95*** 

Total crop output -0.000489 -0.00012 -3.97*** 

Max education -14.51297 5.649298 -2.57** 

Household size -0.1933996 0.048581 -3.98*** 

Age squared -0.007339 0.000712 -1.03 

Max education squared 0.4677316 0.183207 2.53** 

Distance to a market  -0.0072242 0.005123 -1.41 

Cons 111.6489 43.8404 2.55** 

Source: NBS (2008/9); ***= Highly significant at 1 percent and **=significant at 5 percent 

 

The coefficient for total agricultural output was shown to be negative, which was significant 

and consistent with the theory that higher agricultural output will be inversely proportional to 

off farm work or income.  
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Thus, relatively higher agricultural output had a negative effect on the decision to participate in 

off farm work.  High agricultural output may ensure that the household had sufficient food. 

This situation may reduce the chances of the household to seek off farm work in order to ensure 

survival. The effect of education of the household head was examined for how it affected the 

decision to participate in off farm work and the corresponding levels of intensity. The results 

depicted a coefficient with a negative sign, which was significant (see also Escobal 2001). This 

was contrary to assertion that education fosters participation in off farm work. This was a 

departure from what had been observed by Woldehanna et al. (2000) that agricultural education 

had no effect at all on off farm work decisions.  Woldehanna et al.(2000)s’ findings are in 

contrast to Sumner (1982), De Janvry and Sadoulet (2001) and Yunez-Naude and Taylor 

(2010).  The negative influence of education on off farm work may probably suggest that rural 

households seek off farm work simply to ensure survival. The increase in human capital 

(education) ensures that a household stands a better chance of increasing the level of farm 

productivity. If that is the case, then a household would not be obliged to seek off farm 

activities. The coefficient of household size displayed results which were contrary to the 

existing assertion that large family size had a relatively higher marginal utility of income and a 

strong desire to participate in off farm work (Woldehanna, et al., 2000). However, given that 

the coefficient was not statistically significant, this study failed to derive any inference about 

how the variable affected the decision to participate in off farm activities. There was no 

indication that a nearby market (daily or weekly) influenced the decision to participate in off 

farm work, as suggested by the insignificant coefficient, as was similarly found by Escobal, 

(2001). 

 

4.2. Factors Determining Intensity of Participation. 

As highlighted earlier there is a possibility that, the Tobit model may be nested in the 

independent hurdle model. In view of that, in the second stage of determining the intensity of 

participation, a Tobit model is estimated as well for the purpose of undertaking a test of nested 

models. Analytical results suggest that there some variables which were not significant in the 

first hurdle but they have significant influence in the second hurdle. This is a testimony that, 

these variables can’t be combined and estimated by a single equation such as Tobit as it may 

end up generating ambiguous results (Matshe and Young 2003).  Nevertheless, a likelihood 

ratio test conducted, rejected the Tobit model as a nested model. This led to a conclusion that, 

the participation and intensity of off farm work are two different decisions.   

 

Table 3:  Double Hurdle Model Analytical Results –Participation Intensity 

Participation                Coefficient 

Standard 

Error t  
Age -0.0019771 0.0061561 -0.32  
Dummy (marital status) 0.0626109 0.0568085 1.1  
Dummy of gender -0.1198746 0.051792 -2.13**  
Dummy of soil quality 0.2460991 0.1116458 2.2**  
Farm size 0.0000238 7.65E-06 3.11**  
Amount of fertilizer 0.0090992 0.0030761 2.96**  
Total crop output 6.50E-06 5.39E-06 1.21  
Max education 0.215897 0.192346 1.21  
Household size -0.0031172 5.61E-03 -0.56  
Age squared 0.0000965 0.000551 1.75  
Max education squared -0.007178 5.36E-03 -1.34  
Distance to a market  0.000355 0.0007209 0.49  
Cons 5.818505 4.06E-01 14.33***  

Source: NBS (2008/9); ***= Highly significant at 1 percent and **=significant at 5 percent. 

Wald Chi-Square (12) = 65.23 Prob> Chi-Square =0.000, PseudoR2=0.2864,  Log 

likelihood=-48736.705 
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Therefore the discussion focused on the analytical results of the double hurdle model and 

disregarding the Tobit model although the table is included.  The analytical results showed that, 

age didn’t influence over the decision on how many hours this is reflected by a coefficient 

which is not statistically significant at 5 percent.  However, the squared age of the household’s 

head showed a positive sign which was significant.  Probably this is consistent with the theory 

that off farm participation will be heavily practiced by the relatively young population, which 

is consistent with the life cycle hypothesis.   The marital status of the head of the household 

appeared with a significant coefficient, which implies that a married person was more likely to 

work more hours (the variable was measured as a dummy with a value 1 if one is married and 

0 if otherwise).  Probably this may be explained by the fact that married couples assume heavier 

family responsibilities and have to work more hours to generate income to cater for their needs. 

The dummy variable of male gender appeared with a positive coefficient and was statistically 

significant at 1 percent. This indicates that hours of working in off farm work are influenced by 

whether a household head is male or female. Households with male headed households worked 

more off-farm hours.  This implies that male headed households had a greater chance of 

reducing poverty than female headed households. The coefficient of land quality was negative 

and highly significant. The result reflects an assertion that where land is of high quality, farmers 

may wish to concentrate on farming alone, as it guarantees them the achievement of a relatively 

high crop output.  

 

Table 4 : Tobit Analytical Results 

Participation Coefficient Standard Error T 

Age 0.0484902 0.740986 0.65 

Dummy (marital status) -1.029115 0.6257369 -1.64 

Dummy of gender 2.170943 0.52371298 4.04*** 

Dummy of soil quality -2.48999639 1.140822 -2.18** 

Farm size -0.0002842 0.0000875 -3.25** 

Amount of fertilizer -0.126293 0.377899 -3.33** 

Total crop output -0.000074 0.0000565 -1.31 

Max education -0.26999769 0.2694402 -1 

Household size 0.1126258 0.0741565 1.52 

Age squared -0.0013961 0.0006598 -2.12** 

Max education squared 0.0114905 0.0081651 1.41 

Distance to a market  -0.0096736 0.0073167 -1.32 

Cons 7.551756 3.385454 2.23** 

Source:  NBS (2008/9); ***= Highly significant at 1 percent and **=significant at 5 percent 

 

5. CONCLUSION AND RECOMMENDATIONS 

This chapter aimed at investigating the rural household off farm participation decision. It started 

with a discussion of the major reasons why rural households should participate in off farm work. 

Thus, theories of Push and Pull were thoroughly discussed.  The characteristics of rural 

households in Tanzania have been described and provided a basis of presenting a relevant 

conceptual framework whereby a farm household model was used.  A double hurdle model was 

used to represent two latent decisions related to whether or not to participate and the 

corresponding level of intensity of participation.  Details of the dependent and independent 

variables have been presented and they provided a lie way for estimating the double hurdle 

model. Hours spent on off farm work was taken as the dependent variable, while the list of 

independent variables included  age, gender, household size, marital status, perceived land 

quality, educational levels, quantity of fertilizer used, total amount of crop harvested and total 
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area under cultivation for each household. The analytical results have shown that, marital status, 

land quality, farm size, level of farm output and household size are important variables that 

influence the decision to participate in off farm work. In addition, age, the dummy variable of 

male gender, marital status and land quality were the main determinants of the intensity of 

participation in off farm work. The study has further confirmed that, the decision to participate 

passed through two hurdles. Variables that determined the intensity to participate or number of 

hours to work in off farm work include: age of the household’s head which has showed a 

positive sign which was significant. The married couples are more likely to work hours.  Male 

headed households are more likely to work more hours compared to their counterpart female 

headed households while the coefficient of land quality was negative and highly significant, 

reflecting that where land is of high quality, farmers may wish to concentrate on farming alone, 

as it guarantees them the achievement of a relatively high crop output.  
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ABSTRACT 

The globalization processes throughout the world have fostered an amalgamative intertwining 

of cultural and religious systems. The affluence of visual communication, such as 

advertisements, print media, and the arts, into a region, can be indicators of shifting identity 

and an acknowledgment of growing diversity. Particularly sensitive ethical issues in design 

today are racial stereotypes and the reflection of religious ethical standards, notably, reflection 

of Islamic culture. Consequentially, in global visual politics, the controversial role owned by 

the “veil”, means different things to different people. In the 21st century, particularly in Europe 

veiling/unveiling becomes a symbol of visual cultural performance and identity matter, that 

marks communities of race and religion in popular culture. The veil has become a symbol of 

“cultural sovereignty”, visual expression of identity, embodied in interactive participatory 

performance. The research paper explores the meaning of the “veil” in visual communication 

systems in the European region. The cultural differences between Eastern and Western culture 

structures conduct implications in visual communication strategies as the same design 

communication intend can be applied to different means of content and, vice versa, the same 

content can be 'designed' in different ways. The reflection and comprehension of immersion in 

cross-cultural conversations and fresh perspective to “orient” as “other” is the keynote to 

nowadays reality. This paper considers the interactions between design and visual 

communication and cultural and religious systems. 

Keywords: Eastern and Western culture, Globalisation, Veil, Visual Communication 

 

1. CROSS CULTURAL INTERACTIONS  

This article analyses visual politics, the impact of Islamic culture on visual communication 

strategies in 21st century Europe and the influence of cross-cultural interactions. The interaction 

between the principles of culture, religion and visual politics as a result of 21st-century 

globalization and migration processes as well as contemplate visual communication strategies 

in Europe and visual global politics directions. Globalization at the end of the 20th century and 

the beginning of the 21st-century experience digital revolution and breakthroughs in 

information and communication technologies have drawn nations closer together and have 

enabled producers of mass media artifacts to rapidly transmit their messages to a global 

audience. The global processes and migration are leading disparate human groups to integrate 

to a point that national and local boundaries and the traditional concept of a community rooted 

in a geographic area may lose their meaning. Haque, is the book Advertising in Developing and 

Emerging Countries: The Economic, Political and Social Context stated that "globalization in 

today’s world clearly has implications for every conceivable arena of human endeavor, 

especially for cultural products and commodities where they are accessible to people as part of 

a global market" (Haque 2016, 19). The past half-century has witnessed a growth in scholarship 

and course offerings on topics concerning cross-cultural, international communications and 

visual communication, furthermore, Thatcher expounding “researchers simply do not know 

how and what is happening” (Thatcher et al. 2007,125). Such rapid cross-cultural fluctuations 

call for new approaches that reach beyond the confines of any predetermined, localized frames, 

and/or sets of cultural understandings, including consideration of meanings that are to be found 
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“outside the language” (Findler,1985, 64). As a consequence, visual communication, visual 

politics strategies, and cross-cultural interactions, within a nation in today’s world may contain 

certain distinctive values and features; yet it has to be understood in the context of the larger 

ongoing process of globalization. Accordingly, Thatcher apprise that, any cross-cultural 

transitionis understandably difficult to achieve in the absence of exposure to a differently 

situated communicative strategy based on another set of assumptions (Thatcher, et al., 2007). 

 

2. VISUAL GLOBAL POLITICS DIRECTIONS  

Integration in the European region is sustained more than ever before by forms of 

communication rather than by a stable system of cultural values and norms. Thatcher states: 

Various approaches to human experiential ordering stem from very different sets of 

assumptions, and, therefore, tend to generate disparate results. This insight is particularly 

relevant to the immediate context of the transition from 20th to 21st- century commerce where 

reliance on cross-cultural communications is continually generating greater juxtapositions 

among a variety of cultures (Thatcher, et al, 2007).  

 

Migration processes in the 21st century Europe develop heterogeneous societies and 

circumstances, other than offering myriad possibilities for miscommunications, also provide a 

unique opportunity for new bases of cross-cultural exchanges. According to Bell, one of the 

main tenets of cultural studies, however, is that cultures have their own logic and their own 

"specific meanings, rules, and practices which are not reducible to, or explainable solely in 

terms of, another category or level of a social formation" (Bell, 1976).Furthermore, in the article 

of Globalization and culture, Pieterse indicates three possible ways of cultural interactions and 

that when two or more distinct cultures interact, they are likely to clash with each other, 

experience significant change, or both. Culture theorists disagree, though, over whether the 

cultures are more likely to clash with each other or amend their cultural norms. 

 

There are three main "cultural confrontation approaches." The first theory, referred to as 

"cultural mixing" or "hybridization," maintains that separate cultures will mix together 

relatively easily and ultimately form one or more new hybrid cultures. The second theory, 

referred to as "cultural convergence," posits that the different cultures will be subsumed into 

one common culture. The third theory, referred to as "cultural differentials," postulates that the 

members of the different cultures will cling stubbornly to their own traditions and engage in a 

series of clashes with each other aimed at preserving their own cultural norms (Pieterse, 2015). 

 

Consequently, the mass migration at the end of the 20th century and the beginning of 21st 

century brought the attention of the scholars to the "cultural confrontation approaches” and 

revaluation of Edward Said (1979) discussion of “Orientalism”, sense of the ”other” as semiotic 

production of cultural identities. 'Orient' is the geographical and cultural area that is 'adjacent 

to Europe' (Said, 1979) and that roughly corresponds to the 'Middle East'. Therefore a sense of 

collective identity was (re) produced in Europe partially through the construction of otherness 

and the (re)production of knowledge about an 'other'. In other words, the dominant discourse 

can use otherness and its oppositionality to the 'other' as devices to (re)produce and reinforce 

its own belief system, and thus also its own identity.  

 

By imagining and constructing the 'Orient' as 'other' - and Orientalism as a scholarly and 

literary field -European authors and readers have also internalized assumptions and 

'knowledge' about themselves as part of a collective entity, such as the 'West'. As Said (1979) 

states in his introduction, 'the Orient has helped to define Europe (or the West) as its 

contrasting image, idea, personality, experience' (Said, 1979).  
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Submergence in sense of on the role of the 'other' in processes of identification emerges 

particularly relevant in the context of European integration and identity formation, as the very 

notion of 'Europeanness' is the assumption of the cultural differences and otherness.  

 

3. THE ROLE OF 'ORIENT' AS 'OTHER' IN EUROPE VISUAL COMMUNICATION 

STRATEGIES 

As previously stated, 'Orient' is the geographical and cultural area that roughly corresponds to 

the 'Middle East' and therefore the term “other” coincides with the contemporary integration 

processes in Europe. The role of 'Orient' as 'other' emerges particularly in an apparent and 

relevant way when looking at the context of European cultural differences and otherness in the 

relationship between design and representational resources. The cultural differences between 

Eastern and Western culture structures conduct implications in visual communication strategies 

as the same design communication intend can be applied to different means of content and, vice 

versa, the same content can be 'designed' in different ways. Visual communication imagery 

gains meaning in relation to the personal and societal assumptions and norms that surround us. 

This is why Barthes (1977: 17–19) stresses:  

There are always two aspects to a photograph. There is the “denoted message,” which is a 

perfect representation of a visual image. But there is also a “connoted message,” which 

includes how a photograph is read and interpreted, how it fits into existing practices of 

knowledge and communication. This interpretation contains values that inevitably have as 

much to do with the position of the interpreter as with the content of the image itself. Some refer 

to this process more specifically as “secondary image construction” (Barthes, 1977).  

 

Accordingly, the meaning of a visual communication item can be translated differently 

according to the emergence of the perceiver. When the viewer observes a photograph, the 

person never just looks at a photograph alone. Actually, the viewer looks at a complex 

relationship between a photograph and oneself (Berger, 1972). There are inevitably involved 

interrelated connections between visuality, society, and politics. Images, in this sense, are 

political because they frame what William Connolly (1991) called “conditions of possibility” 

within which politics takes place. Mark Reinhardt in the book “Visual global politics” stresses 

that the politics of photography relates, mostly, to how they “are used, and by whom” 

(Reinhardt, 2018). In the same book, Nayanika Mookherjee speaks of the need to “explore the 

social life” of images and how they “perform or co-construct a global politics.” One of the most 

visible examples illustrating such controversies is the so-called Denmark cartoon crisis. This 

crisis was caused by the publication of 12 drawings of the prophet Mohammad under the 

headline of ‘The face of Mohammad’ by the Danish newspaper Jyllands-Posten in the fall of 

2005 (Klausen, 2009; Sløk, 2009). The publication induced a worldwide concussion:  

The publication caused massive discontent and protests from and around the Arab and Muslim 

world. The grand mufti of Egypt issued a fatwa against Denmark and demonstrations against 

Denmark took place worldwide. Apart from ritual flag burnings some of these demonstrations 

escalated in terms of violence: the Danish embassies in Syria and Lebanon were attacked; the 

latter burned to the ground. As a result of these violent demonstrations, the Cartoon Crisis is 

estimated to have cost the lives of around 150 people in Nigeria, Libya, Pakistan, and 

Afghanistan, and the boycotts resulted in a net loss to Danish business of around the US $182 

million (Lester, 2006). 

 

The attack on the satirical magazine Charlie Hebdo in 2015 demonstrated how visual artifacts 

play an increasingly important role in shaping international political events and our 

understanding of them.  
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This incident also showed unsettling relation of culture and politics, especially when cultural 

activities in civil society become immerse in global politics. As follows, visual communication 

strategies and visual artifacts become inconsequential and harmless to some, a form of freedom 

of expression for others, extremely offensive to another. Consequentially, in global visual 

politics, the controversial role owned by the “veil”, means different things to different people. 

In the 21st century, particularly in Europe veiling/unveiling becomes a symbol of visual cultural 

performance and identity matter, that marks communities of race and religion in the popular 

culture. The veil has become a symbol of “cultural sovereignty”, visual expression of identity, 

embodied in interactive participatory performance. Following poster visually promote 

considerations to the previous statements: 

 

Figure 3: West/East. Both Sides of Intolerance  

Source: www.adsoftheworld.com 

 

In 2002, the agency "Master" created a media campaign "West/East. Both Sides of 

Intolerance"(Figure 1). The poster depicts the face of two women cheek to cheek, one with her 

eyes covered and the other with her eyes uncovered. The poster reads "West/ East – Both sides 

of intolerance". Under the theme of tolerance, it shows that what we believe about each other 

across the West/ East divide is often based on an unwillingness to really find out about each 

other. The poster was created by Marcos Rene, Patricia Papp, and Luis Trevisani. Question of 

identities—as in ‘identity politics’, which the first known use is Goffman, (1963: 123–5), is a 

matter of personal self-understanding, identity is always political because declarations of 

identity always made on the verge of demanding membership (Goffman,1963). Roland Bleiker 

in the book “Visual Global Politics” wrote:Following poster visually promote considerations to 

the previous statements:  

 Significant implications follow because veiling is not just a private issue but a highly political 

one. Some states enforce a mandatory practice while others have banned it – using female 

bodies and their visual appearance as political markers of culture or of secularism respectively 

(Bleiker, 2018). 

 

The ban of the full-face Islamic veil in public places was introduced on 11 April 2011. France 

became the first European country to ban the full-face Islamic veil in public places. Under the 

ban, no woman, French or foreign, is able to leave their home with their face hidden behind a 

veil without running the risk of a fine. France the largest Muslim minority in Western Europe, 

about five million Muslims, only about 2,000 women wear full veils (BBC, 2018).  
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According William A. Callahan veil produces essentialized self–other relations in Western 

society: 

The guiding image of the veil is of a woman wearing a burqa, a black garment that covers the 

face and the body, somewhere in the Middle East. Such visual cultural performances produce 

essentialized self–other relations, which in turn evoke other sites of identity/difference: race, 

ethnicity, religion (Callahan, 2018). 

 

As a response to states enforced mandatory practice caused a backlash within some part of 

Western society members. Two young women, who call themselves “NiqaBitch,” protested the 

veil bans through a video of themselves walking around Paris dressed in niqab that covered 

their faces and upper bodies, along with hot pants and high heels that displayed their bare legs 

(Figure 2).  

 

Figure 4: NiqaBitch  

Source: www.theguardian.com 

 

The video shows how they got “thumbs up” support from many on the street, and even a request 

for a fan photo from the policewoman guarding France’s Ministry of Immigration and National 

Identity. Here timing was crucial – when the law went into effect a few months later, the same 

policewoman would be obliged to fine them for the same veiling activity (Malik, 2010). Memac 

Oglivy and SHE (Saudi Heroines Empowering a Nation) collaborated with director Omar Hilal 

for an evocative film that challenges perceptions of Saudi, Arab and Muslim women. Film 

advertisement ‘How Well Do You Know Her?’ calling out globally for the tolerance of cultural 

differences and acceptance of the veil. Film advertisement created within the category: Public 

Interest, NGO, challenges perceptions of the veil as a tool of oppression. Social advertisement 

‘How Well Do You Know Her?’ sought to challenge negative stereotypes by focusing on 

women’s achievements (Figure 3). 

 

Figure 5: How Well Do You Know Her? 

Source: www.adsoftheworld.com) 

 

Featured advertisement avoiding any confrontations, deliberately keeping historical tendency 

of modesty of the displayed person keeping traditions of Islamic restrained style when it comes 

to visualization of the female figure. In the Islamic culture, gender roles, particularly women’s 

roles, is a sensitive topic in visual communication, strongly influenced by religion. Publicizing 

female images in the Middle East amounts to being irreligious and disrespectful; images of 
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Arab women in advertising seemingly violate long-held traditions within the Islamic private 

and public spheres (Kraidy 2006). Therefore, even if the advertisement “How Well Do You 

Know Her?” was launched in February 2018, communication strategy didn’t achieve attention 

in the global visual politic scene. In comparison, there are appearances of visual communication 

systems in the Europe region displaying aggressive and confrontational approaches when it 

comes to the veiling/unveiling issues. The example below depicts print advertisement called 

“Burka”, created by the advertising agency “Grabarz & Partner”, Germany, December 2007 

(Figure 4). 

 

Figure 6: Burka  

Source: www.adsoftheworld.com 

 

The veil also became a site of art, fashion, satirical activism. “Princess Hijab” uses graffiti art 

“to spark debates about fundamentalism and feminism” by drawing veils with a black marker 

pen on fashion posters in the Paris Metro (Christafis 2010). Advertisements combine the 

Eastern with the Western in a startling way. The images seem to call attention to the binaries 

that are used to justify Western “liberation” and Eastern “oppression,” expressed by the 

sexualized bodies of Western advertising and the Islamic veil, and also suggest the damaging 

effects of advertising images (Chrisafis, 2010). The precise artifact is important for culture 

theorists for the impact of global communication as similar art performances took a place in the 

past but never before had drawn international attention towards the visual communication of 

the symbolism of the Veil. Guerrilla niqab art has been exhibited from New York to Vienna, 

sparking debates about feminism and fundamentalism (Figure 5).  

 

Figure 7: Guerrilla niqab  

Source: www.theguardian.com 
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Another example of satirical activism is Hussein Chalayan's provoking "Burka" show 

(Misanthrope, 2010). In 1997 Hussein Chalayan, fashion designer and professor at the 

University of Applied Arts Vienna crossed the line between performance art and fashion in his 

show "Burka" (Figure 6). The performance challenged ideas of modesty, identity, and 

femininity, challenging taboos of Western and Eastern societies. 

 

Figure 8: Burka show  

Source: ilikecatsmorethanpeople.blogspot.com 
 

Hussein Chalayan's provoking 'Burka' show in 1997 detained press attention, nevertheless, 

didn’t emerge to the visual symbol of the Veil politics as “Princess Hijab” or “NiqaBitch” did 

even if appears much more provoking and controversial than the two latter ones.In 2013, the 

Italian brand “Diesel” launched an advertising campaign called “I Am Not What I Appear To 

Be” designed by Nicola Formichetti (Candice, 2013). The advertisement as a part of the new 

"Diesel Reboot" campaign, which seeks to "baptize a new era of energy, bravery, and bold 

iconography at Diesel." Diesel’s visuals featuring a tattooed, a topless white woman wearing a 

redesigned denim burqa (Figure 7). 

 

Figure 9: Diesel Reboot  

Source: www.dailylife.com.au 
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Many Muslim women spoke out, mainly against the advertisement, but others, including a 

female Muslim marketing consultant Ameena Meer, who advised Diesel, said the idea was to 

make people question assumptions and stereotypes. 

 

This was to challenge that idea that when you see a woman in a burqa, or niqab or even hijab, 

that you assume certain things about her (Religion News Service, 2013).  

 

There are inevitably involved interrelated connections between visuality, society, and politics. 

Images, in this sense, are political because they frame what William Connolly (1991) called 

“conditions of possibility” within which politics takes place (Connolly, 1991). Mark Reinhardt 

in the book “Visual global politics” stresses that the politics of photography relates, mostly, to 

how they “are used, and by whom" (Reinhardt, 2018). In the same book, Nayanika Mookherjee 

speaks of the need to “explore the social life” of images and how they “perform or co-construct 

a global politics" (Mookherjee, 2018).Shruti Parekh in an article for MTV Desi, comments on 

“Diesel” advertisement campaign: 

This image would mean something drastically different if it was created by Muslim women, and 

if the woman was actually a Muslim model in the context of a fundamentalist Islamic regime. It 

might be radical, bold, and subversive. It might actually be an empowered assertion of women's 

sexuality. If created and released in drastically different context, this ad might be less offensive 

and even "empowering" (Jha, 2013). 

 

In response to the “Diesel” advertisement campaign, a non-profit organization, Media Literacy 

Project (MLP) offered a counter-ad emphasizing Islamic value, Muslim women’s modesty, and 

power. The counter-adverts is a deconstruction of the original Diesel ad and intended to start 

conversations about modesty, Islam, women, and the media. MLP collaborated with Afia 

Fitriati to create the text, “I don’t need to be naked to be free” (Figure 8) MLP stressed that, 

taking one’s clothes off does not equal to freedom, rather making woman sexual tools for 

advertisers (Project, 2013). 

 

Figure 10: I don’t need to be naked to be free 

Source: newmexicomercury.com 

 

The 21st century is bringing the shifting edge of visual culture distribution, which is not only 

owned by powerful media conglomerates that generate and distribute discourses, genres, and 

styles of communication. Rather, communication of visions and cultural discourses is also 

created by social media users, photographers, artists, and designers - found within and across 

global flows of semiotic commodities which are responsible for shaping and reshaping or 

producing and reproducing transnational visual identities. 

 

 



51st International Scientific Conference on Economic and Social Development – Rabat, 26-27 March 2020 

 

259 

4. CONCLUSION 

The reflection and comprehension of immersion in cross-cultural conversations and fresh 

perspective to “Orient” as “other” is the keynote to nowadays reality. From the research, above, 

implies, the ethics of graphic design and visual communication are closely related to 

globalization processes and intercultural influences. Particularly sensitive ethical issues in 

design today are racial stereotypes and the reflection of religious ethical standards, notably, 

reflection of Islamic culture. Visual communication both - forms and reflects our social life, 

activities are widely affected by intercultural processes; new types of ethical values are present 

in the 21st century based on the interaction of different nationalities in the proximate space. 

Mass migration from Middle East regions to European countries influencing the way society 

responds and reflects on ethically sensitive topics of Islamic culture. One of the most visible 

and controversial symbols of Islamic culture in Western society’s is the veil (niqab, burka). 

Consequentially, in global visual politics, the controversial role owned by the “veil” means 

different things to different people. In the 21st century, particularly in Europe veiling/unveiling 

becomes a symbol of visual cultural performance and identity matter, that marks communities 

of race and religion in popular culture. The appearance of visual communication systems in 

Europe region displaying an aggressive and confrontational approach when it comes to the 

veiling/unveiling issue, as an example is a print advertisement called “Burka”, created by 

advertising agency “Grabarz & Partner”, Germany December 2007. The veil also became a site 

of performance art, fashion item, subject of social activism as shown in examples "niqabitch", 

graffiti art of “Princess Hijab”, Hussein Chalayan's “Burka” show. In conclusion, globalization 

is a new stage in the development of social relations, in which politics, economy, culture, and 

ecology are united in a single interdependence network that influences every society and 

individual person. Further research will be conducted for a doctoral degree in the History of 

Arts, the Art Academy of Latvia: “Influence of Globalisation and Islamic Culture on the 

European Advertising Design 21st Century.”  
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ABSTRACT 

The aim of this paper is to point out the changes brought about by post-industrial society and 

the way in which income within individual industries is calculated. The "old" media industries 

used the method of calculating income as other industries created during the development of 

classical capitalism in the 20th century. The development of the internet and post-industrial 

society has directly influenced the development of "new" media industries. The digitization of 

the production process has enabled the convergence of different sectors of the media industry 

and the distribution of content on the Internet. Digitization, convergence of media sectors and 

distribution of content online have enabled media corporations to define themselves in other 

industrial sectors as the "blurred boundaries" of industries. The incomes of the classical media 

industry can no longer be precisely divided into individual media sectors. The gaming industry 

was created in the middle of the last century, but it is only fully developing its production and 

distribution on the Internet. The revenue generated in the old media industry will be compared 

to the revenue of the gaming industry as a new media industry. Post-industrial society and the 

blurred boundaries of corporations and industry require a redefinition of how the media 

industries are calculated. 

Keywords: blurred border, convergence, gaming industry, old media industry, post-industrial 

society 

 

1. INTRODUCTION  

The digitalization of production process and the development of the Internet have enabled the 

development and transformation of all types of industries. The media industry was one of the 

first industries to be pressured by the changes dictated by digital technology. The digitalisation 

of media content was so dramatic that it shook the foundations laid with the invention of the 

printing press. Media production was closely linked to the classical economic paradigm that 

could be applied to all forms of manufacturing industries. In this context, we define the 

manufacturing industry as a form of manufacturing activity as described by Marx, that is, we 

are talking about a model of productive capitalism. The end of the 20th century will mark the 

end of a social era in which the model of productive capitalism is coming to an end, and the 

development of social relations in the 21st century is analysed as a post-industrial period or 

post-modern society. Classical productive capitalism is being transformed into metacapitalism, 

creating a whole new business paradigm for analysing income, costs and profits generated 

within existing business organizations. Post-industrial society is developing new forms of 

media content consumption, which is a direct consequence of the digitalisation and convergence 

of business systems. The common feature of all these processes lies in the blurred boundaries 

of the business reach of media corporations as well as the blurred boundaries of social structures 

that consume particular types of media content. 

 

2. DIFFERENTIATION BETWEEN “OLD” AND “NEW” MEDIA INDUSTRY 

Media encompass all goal-orientated technical means or instruments for the procurements of 

information in print, visual, or auditory forms as well as the organizational and institutional 

entities behind them that generate and provide this information (Wirtz 2011: 15).  
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The media industry is not monolith but rather a conglomerate of different industries that have 

the creation of mediated content as a common activity (Kung 2008: 1). Terminology is 

important, but like mercury, it’s slippery. The term “media industry” covers a huge slice of 

territory ranging over print, sound, screen, and digital bits in space, in Venus as various as 

corporate communications, advertising, web sites, novels, films, recordings, and music being 

shared person to person Internet (Hilmes 2009: 1). Companies that are engaged in cable 

television […]. Companies now compete with one another across markets and in different 

industries in the media economy (Albarran 2010: 3). The old media industries used the financial 

methodology of calculating revenue and costs like all other industries. The sectors of the media 

industry referenced by Kung, as well as other scholars, are divided into four basic categories: 

broadcasting, publishing, film and entertainment and advertising. The development of the 

Internet, the digitization of production and distribution of content, and in particular the 

convergence of media platforms, marked the end of existing forms of the media industry, which 

peaked at the end of the 20th century. What is meant by “new media” varies somewhat, but 

generally it includes the Internet, video and computer games, and mobile devices including 

iPods, PDAs, and telephones. (Marshall 2009: 81). Technology has become the word most 

closely assisted with new media (Hendricks 2010: 5). New media are based on computing 

technologies, use digital information, and usually involve connection to an open digital 

communication network. New media products combine different types of content, often involve 

communication, and can be products of service (Kung 2008: 10). The “new media” industry 

has changed the fundamental paradigm of the old media industry. The mass media that 

produced and distributed content from one place was replaced by multiple focal points that 

produced and broadcast content. The media corporations that controlled the media market could 

no longer control the distribution of content on platforms that appeared on the Internet. This 

has irreversibly affected the economics of the media industry and not the methodology for 

calculating the revenues, expenses and expenses of business activities in the media industry.  

 

3. VIDEO GAMING INDUSTRY 

The video game industry is opening up completely new segments of media industry research. 

While research in the old media industry was more focused on media ownership, quality of 

media content and aspects of the political economy of the media, new media industry research 

focused on convergence of media platforms, technological development and distribution of 

content as a basis for generating revenues for media industries. Old media industries have 

developed specific development techniques for each segment of the media industry. The entire 

development, production and distribution infrastructure was closed within the media 

organization. A production model known as productive capitalism with an emphasis on winning 

and defending an existing market segment. The new media industry uses an open organization 

model and creates an ecosystem within which it develops completely new segments of the 

media industry. The new model implies completely new forms of distribution and the Internet 

as a core infrastructure. Publishing was among the first media industries to be hit by new 

production models. Digitization and development based on the use of Internet distribution have 

completely changed the business paradigm. The distribution of digital copies and the use of 

zero marginal cost effects have paved the way for a completely new business concept (Lozić 

2019: 125-136). The foundations have been laid to build a new media industry. Within that, the 

video game industry began to grow rapidly. The video games software industry appears to be 

one of the most innovative labs for the coming digital economy: it is developing and 

experimenting new digital services (online, offline and mobile) that manage to reach a growing 

share of the population, across all demographics (De Prato et.al 2014). Video games is a specific 

kind of digital entertainment in which the gamer interacts with a digital interface and is faced 

with challenges of various kinds, depending on the plot of the game (Zackarssion, Wilson 2012: 
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5). Although video games are software, they are more than software, and too often they and 

their producers remain lumped into the same categories as software developers. Assumptions 

are made about what compromises a game and its production process, which continues to hold 

the video game industry and the art of game production back from its full potential (O’Donnell 

2012: 30). Video games, as an evolution of the analogical game, as a digitalization of the game, 

have become the most relevant contemporary emergent cultural form, in terms of consumption 

and business volume (Escribano 2012: 201). Video games occupy a (pop) cultural niche 

competing most directly with the movie and music industries for the consumer’s time and 

money[...] (although the so-called serious games space is starting to makes its mark more 

clearly (Egenfeldt-Nielsen et.al 2016: 16). Those days, a mobile game is typically one of three 

things (Manning, Buttfield-Addison 2017: 4): a) a simple game, with carefully chosen 

interactions, graphics, and controlled complexity, because the game design was best supported 

by these facets; b) a much more complex affair, available for anything ranging from specialized 

mobile game consoles to smartphones; and c) a mobile port of a game that debuted on a console 

of PC. In an era where Angry Birds is a household name, mobile gaming becomes more than a 

pastime activity. It’s a serious 21 st century industry that spans markets, continents and cultures 

(Alegre 2018). Although video games were introduced in the 20th century, their exponential 

growth only emerged with the development of fast internet. Video game revenue is rising 

sharply with the Generation Z, but only with the Generation of Y does it become a global 

phenomenon. This is why we link them to the development of a post-industrial society in which 

the barriers between genders, generations and social statuses that are found within the video 

game industry are breaking down. The phenomenon of video games can be analysed from a 

number of different perspectives. These include enjoyment, socializing, collaborating, 

competing, seeking recognition, escaping from routine and other reasons (Liu 2017). 

Researchers increasingly believe that understanding online-game player behaviour is crucial to 

the success of online-game providers (Liu, Chang 2016). Ip et.al. (2008) explores the 

correlation between playing time and school performance. Frequent gamers (measured as those 

who spend, on average, more than two hours per day playing games) are less likely to obtain 

higher marks across all subject disciplines than non- or infrequent gamers (Ip et.al 2008). 

Simulation games imitate realistic scenarios in life, sports, and economics. Strategy games 

require a global view, for instance when managing an economy while fighting rivals. Action 

games need game-play virtuosity as the gamer controls every move of the counter that usually 

can kill and can be killed. Role-playing games are rooted in pen-and-paper role-playing games 

and therefore have many creative and social aspects as the gamer creates and develops a 

character while interacting with real or digital others (Braun et.al.) The internet population is 

expected to reach approximately 746 million by 2020, and a large number of consumers 

expected to get introduced to using digital platforms (Simon 2016). The number of active video 

gamers worldwide increases every year as access to a variety of games and gaming platforms 

increases with new technologies. Statista estimates 2.21 billion gamers worldwide in 2017 with 

an estimate of 2.73 billion by 2021 (HKExnews).  

 

4.  BLURRING BOUNDARIES IN MEDIA INDUSTRY 

Hamel and Prahalad are among the first to mention the term blurring boundaries at the end of 

the last century. They assume that there are no longer firm boundaries on the scope of 

organizations' business activities. Unless there are firm limits on coverage, revenue from core 

activities cannot be precisely defined. Some industries are more “structured” than others, in the 

rules of competition are more clear-cut […]. Deregulation, globalization, fundamental 

breakthrough in science, and the strategic importance of information technology are blurring 

boundaries in a wide variety of industries (Hamel and Prahald 1996). Technological advances 

are rapidly blurring traditional industry boundaries and enabling competition between various 
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organizations. Within this overlapping area with blurring boundaries, the intersections are 

constantly changing (Gottsch 2000: 53). The industries engage in electronic media are a part of 

broad landscape that’s changing rapidly, in which the boundaries among business are blurring 

(Turow 2011). Blurring boundaries are strongly linked to the development of the digital 

economy and the convergence of systems. Hackelin (2008) referring to Pennings and Puranam 

conclude that all convergence process has an impact of eroding boundaries between industries, 

which in turn poses challenges to firms, and forces them to face new technologies, customers 

and needs (Hackel 2008: 4). The development of new media has even speed up the blurring of 

boundaries and the convergence of different creative industries into one (Krenenburg, Ziggers 

2013: 57). The convergence process also causes the fusion of different types of industries, 

creating blurred boundaries among them (Curan 2013). The development of technology and the 

convergence of industries influence the emergence of blurred boundaries between media 

ownerships and the need to develop entirely new legal legislation (Krenenburg 2017: 231; 

Khare 2019). The process of building blurred boundaries occurs between different age groups 

and genders, if the consequence of the convergence of the media industry (Johnson 2019). New 

media industries are deleting the classic boundaries between content and promotion. The 

revenues they generate cannot be precisely defined by type. At the same time, the boundaries 

between the revenues of different media segments as a consequence of convergence of the 

media system are also deleted.  Both textually and industrially, the blurring the boundaries 

presents critical challenges to scholars of film, television and advertising (Grainge, Johanson 

2015: 47). As a final consequence of the emergence of blurring boundaries within the media 

industry, a special industry has emerged, linking advertising, media production and the big data 

IT process. Revenues from marketing in the old media industries were recorded as revenues 

from advertising agencies or suppliers. There are no more gatekeepers or advertising agencies 

in the new media industries. The gaming industry generates revenue from marketing without 

the use of marketing agency services. 

 

5. OLD MEDIA INDUSTRY REVENUE 

The analysis of the revenue of the old media industry was made according to the reports of the 

specialized agency Marketline Industry Profile. Revenue is broken down into four basic 

categories: broadcasting, publishing, movies and entertainment, and advertising. During the 

analysed period of five years, the revenues of the global media industry and especially the 

revenues of the three largest geographical segments are covered: Europe, Asia & Pacific, and 

USA. Figure 1 shows the revenue trends of the global media industry. Total revenue grew from 

$822.8 billion in 2012 to $878.1 billion in 2016. Average total growth was 1.6 percent annually, 

with a trend of slowing revenue growth in recent years. Globally, broadcasting revenues 

accounted for the largest share of revenues, accounting for 50% of all revenues in 2016. The 

European media industry is seeing a fluctuation in revenue. Revenues fell in the first period 

analysed and then increased slightly. Only in the last analysed period were revenues higher than 

in the first analysed period. Revenues of the European media industry are stagnating and 

declining in all industrialized countries of Western Europe, so the growth of total revenues 

depends significantly on the growth of revenues in the new EU member states as well as in 

Russia. The average revenue growth in the analysed period was 0.1%, which is the average 

around which the income of the media industry in Europe was recorded (except for Russia, 

which had a 3% revenue growth in the analysed period). The analysis of the results is shown in 

Figure 2. 

 

 

 

Figure following on the next page 
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Figure 1: Global media industry revenue (bill. $) 

Source: EBSCO, MarketLine Industry Profile (Own illustration) 

 

Figure 2: Europe media industry revenue (bill. $) 

Source: EBSCO, MarketLine Industry Profile (Own illustration) 

 

Figure 3: USA media industry revenue (bill. $) 

Source: EBSCO, MarketLine Industry Profile (Own illustration) 

 

The US media industry generates the highest revenue from all other geographies, but at the 

same time, it shows the direction in which the old media industry is moving. The total revenue 

of the old media industry in the USA has fallen over the last two analysed periods, with an 

average annual growth rate of only 0.2%, which is almost the same as in Europe. On the US 

continent, we have a similar distribution of income as in Europe. Revenues in Canada are falling 

at an average rate of 3.1%, but revenues in Brazil are growing at an average annual rate of 7.8%. 
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Figure 4: Asia&Pacific media industry revenue (bill. $) 

Source: EBSCO, MarketLine Industry Profile (Own illustration) 

 

The largest revenue growth of the old media industry is recorded in Asia and the Pacific. The 

average annual growth rate is 4.2%. India and China, which are rapidly building up the media 

industry, have seen the highest revenue growth. Average annual revenue growth in India is 

9.6%, while China's average annual revenue growth is 8.7%. In contrast, in countries that have 

built up the media industry a long time ago, revenues recorded an average rate of decline over 

the analysed period. In Japan, the average annual rate was -0.4% and in Australia -0.2% which 

is very similar to the old media industries in USA and Europe. 

 

6. VIDEO GAMES INDUSTRY REVENUE  

The video game industry began to emerge in the middle of the last century, and games were 

adapted to be broadcast on television screens. The rapid technological development of the late 

20th century, with the development of the Internet and digital technology, spurred the rapid 

development of this sector of the media industry. Video games in the context of the old media 

industry were adapted to television screens as arcade games. The business model consisted of 

selling gaming consoles that already had games in place and could not be upgraded.  

Digitization of production systems and convergence within the media industries have created 

the basis for a completely new way of producing and distributing video games. The turning 

point came in 2007 after the advent of the iPhone, that is, the development of applications for 

smartphone screens. We associate the old media industries with the industrial era, and the 

modern, and television screens used for broadcasting. The development of screens on 

smartphones, the development of applications and games for smart phones and tablets we 

connect with the post-modern and post-industrial society. 

 

Table 1: Global video games revenue (bill. $)  
2013. 2014. 2015. 2016. 2017. 2018. 2019. 

North America 21,9 22,2 23,8 25,4 27,0 32,7 39,6 

South America 2,9 3,3 4,0 4,1 4,4 5,0 5,6 

Europe, Africa, M. 

East 

18,7 19,1 20,5 23,5 26,2 28,7 34,7 

Asia 31,9 36,8 43,1 46,6 51,2 71,4 72,2 
 

75,4 81,4 91,4 99,6 108,8 137,8 152,1 

USA n/a n/a 22,0 23,5 25,1 30,4 36,9 

China  n/a n/a 22,2 24,4 27,5 37,9 36,5 

Source: NewZoo (own illustration) 

 

Table 1 shows the revenue of the global video game industry published by the Newzoo agency 

specialized in collecting and processing data from the video gaming industry.  
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2019 total media industry revenue was $ 152.1 billion. Compared to 2016, which is the 

reference year for the old media industries, the revenue of the video game industry has increased 

by more than 50%, which has never happened in the recent history of measuring the revenue of 

the old media industries. Comparing the revenues of the US media industry, as the largest single 

media market, with the revenues of the global video game industry, it is significant to note that 

video game revenue would be one third of the revenue of the entire old US media industry. The 

average annual revenue growth of the video game industry in the analysed period was 25.3% 

annually. The highest average annual growth rate was recorded by China at 45.5% per year, 

followed by the USA at 38.9% per year. 

 

7. DISCUSSION 

Digitization and convergence of production systems have enabled the emergence of new 

segments of the media industry. The fundamental difference between new and old industries is 

precisely the erasure of the boundaries between the canonical boundaries of industries, and thus 

the revenue generated by particular segments of the media industry. The emergence of blurred 

boundaries in the media industry is reflected in a very wide range of production, consumption 

and revenue generation. We define three fundamental phenomena arising from the development 

of new media industries as: 

• The blurring boundary between online games and real life has become an important global 

phenomenon (Kshetri 2009) New media industries are blurring the boundaries of reality and 

illusion. Baudrillard speaks about the phenomenon of hyperreality, and the very theme of 

reality and illusion is part of postmodern philosophical thought. 

• Since 2004, the on line and wireless video games market has grown with remarkable 

rapidity [...], now smartphones are popular gaming platform (Simon 2018). The 

convergence of platforms within the media industry has directly influenced the rapid 

development of applications and games for smartphones and tablets. Smartphones are 

taking over the dominance of the media industry and erasing media availability limits. 

• Game developers have now to deal with a dual task: creating a compelling game architecture 

and implementing a business strategy to sale virtual products (Ravoniarison 2019). The 

development of design solutions has directly influenced the exponential growth of the 

number of games on the market. Related to this are the problems of monetization and 

revenue generation of media corporations. On the one hand, there is increasing pressure on 

developers and corporations to create new games, but continued supply growth, on the 

other, results in the problem of monetizing content in the market. New techniques for 

monetizing blurred boundaries of classic billing and revenue generation models used by the 

old media industry. 

 

The new media industry as well as the video game industry emerged as the product of two 

fundamental processes. The first is recognized as the development of technology for 

production, distribution and monetization of media content. The other is recognized as a change 

in the social paradigm, that is, the development of a postmodern society. Thanks to new 

techniques of monetization and blurring boundaries between different industrial segments, new 

media industries are making many times more profits than the old media industries. 

 

8. CONCLUSION 

The development of post-industrial society has significantly influenced and changed the way 

media is produced and distributed. The old media industries kept the classic way of distribution 

created in the time of mass media. New media industries have developed brand new 

management strategies for content distribution and revenue generation. In the first place, they 

left the mass media model and started distributing content on peer-to-peer platforms. 
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Postmodern society is characterized by blurred boundaries in all segments of activity, so this 

only spilled over to the consumption of content in the media industry. Blurred boundaries in 

the video game industry mean deleting boundaries between age groups, genders, professional 

orientations, marital status, living conditions and the like. New management strategies, in line 

with new circumstances within the media market, are developing new ways of generating 

revenue tailored to blurred boundaries in all segments of the social life and media industries. 
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ABSTRACT 

The most common impulse for buying a product for the customer is mainly its price. The price 

of a product indicates its quality and the quality of the company itself. What the price of the 

product itself will be the result of the efforts of many managers who have to choose between 

different pricing methods and practices. It is these practices and pricing methods that depend 

on the success of the company and its ability to adapt to market changes, with the right price 

of the product covering costs and ensuring a certain amount of profit. The main objective of 

this work is to analyze the price risk of a company when considering the production of two 

potential products. The aim was to determine, on the basis of calculations, which product would 

have a lower price risk, ie the production of which product would be less risky for the company 

and therefore more advantageous. In this work the methodology of mutual comparison and 

analysis of price risk of individual potential products of the company was used. After 

performing this analysis, we compared the price risks of these products, which we quantified 

based on price risk indicators. As a given indicator we used the decrease of risk and the 

necessary volume of sales. As a result of the previous analysis, we suggested that the company 

would naturally choose a product with a lower price risk. Based on the methods used, 

companies can choose the version where the price risk for the enterprise is the lowest when 

considering the production of a product. 

Keywords: Price, Price risk, Pricing  

 

1. INTRODUCTION   

Everything has a price in the market as well as in the economy itself. This depends primarily 

on demand and supply. In particular, it is very important that the prices of the companies 

themselves are set in such a way as to make the business and the success of these companies on 

the market as efficient as possible. Each company should set its pricing in order to avoid as far 

as possible the potential risks arising mainly from incorrect price decisions (Rajnak et al., 2007). 

Businesses are no longer operating on the market just to make a profit, they have to realize that 

they have a certain duty to the company and therefore their business must be ethically correct 

because they influence social events. Therefore, pricing and its process must also be ethical in 

order for the company to be represented as a reliable business entity and respected by its 

customers (Sroka, Szanto, 2018). In a market environment, the customer is currently key to the 

company's long-term survival and success. It is also essential for companies to constantly strive 

not only to attract potential customers, but especially to maintain and strengthen their 

cooperation with existing customers. Therefore, it is necessary to think about both groups of 

customers when pricing, not only the customers whom the company wants to win at this price 
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(Nadanyiova, 2013). When pricing companies, they must take into account the fact that the 

price of a product primarily reflects the quality of the product itself or the company. To 

determine the price, companies often conduct market research on the quality requirements of 

the customers themselves for the product. The research of requirements and customer 

satisfaction with a certain quality level of the product at a certain price is therefore an essential 

part of the price decision-making process of the company and later the pricing itself (Valaskova, 

Krizanova, 2008). Companies need to set goals that they want to achieve to get the right price. 

Company goals are just one of a number of other questions that a business must answer. 

Establishing the right and most advantageous price for a business is a lengthy process whereby 

the price should respect the needs of customers, withstand the pressure of competition and 

ensure the highest possible income for the company (Kita et al., 2010). To be able to achieve 

its goals and meet its expectations, the company needs a sophisticated pricing strategy. 

Appropriate and detailed pricing strategy allows the company to get the lead. In the case of a 

company with limited resources, to optimize it is advantageous to develop a pricing strategy 

especially to maintain a competitive advantage. (Nwachukwu, Hieu Fadeyi, 2018) 

 

2. PRICE DECISION-MAKING 

Generally, we understand the price decision-making of various business activities that result in 

a specific pricing in the company. These activities include the collection, sorting and evaluation 

of various information, whether internal or external to the enterprise. In particular, it means 

information about the effects that affect prices in general and specific pricing practices for 

products and services (Jankok et al., 2007). It is a fact that price decision-making is difficult 

and complex, not to mention that it has a long time horizon. From setting business goals, 

through product or service development, distribution channel solutions and various phases to 

pricing and customer communications, this process is also demanding in terms of personnel and 

expertise. This is also a difficult process in terms of monitoring and investigating behavioral 

aspects of price decision making, so this process cannot be considered as simple (Valaskova, 

Bartosova, Kubala, 2019). There are a large number of factors in price decision-making in the 

business environment that can have a significant impact on this process. As the basic 

characteristic tells us, the information the company works with is very important. Equally 

essential is the target group of customers for whom the product is intended. The specific market 

segment in which the products or services will be offered is also important in determining their 

price. Competition is also a significant factor that also affects price decisions. Competitors' 

behavior may influence the company's behavior and proce- dure in price formation (Rajnak, 

2002). We know several pricing approaches in price decision-making. Cost-oriented pricing is 

most commonly used in the Slovak Republic. The main idea is to cover costs and ensure a 

minimum profit by establishing a gross margin. Demand-oriented pricing considers the value 

perceived by the customer as the basis, not the seller's costs, as a previous approach. 

Competitive pricing takes into account, in particular, competitors' prices. The company 

basically follows the prices of competitors and thus does not use the possibility of setting its 

own pricing strategy (Lipianska, Hasprova, 2016). In particular, price decisions are related to 

the determination of the price of new products entering the market, to price changes caused by 

a change in demand or production costs, or by an effort to boost demand. Similarly, these 

decisions relate to price changes caused by competition and, in particular, competitive price, 

and also to the formation of optimal price relations of products within a given price level on the 

basis of their cost and price relationships. Price decisions in introducing new products have an 

impact not only on the manufacturer, but also on customers and their purchasing behavior in 

the private and non-private brands (Valaskova, Kliestikova, Krizanova, 2018). All factors, both 

internal and external, must be taken into account in the context of price decisions. In addition 

to the above, it should be noted that not only a particular market segment and a specific target 
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group is crucial, because, for example, infrastructure design, logistics flows or established 

transport systems influence the pricing decision making process (Krizanova, 2008). Many of 

the economic factors involved in price decision-making are easier to quantify from a 

methodological point of view and are therefore more often studied, studied and taken into 

account (Caryl, Kral, Siekelova, Horak, 2019). The price decision process and pricing in an 

enterprise are often exposed to limited resources and information. The fact that, in general, 

terrestrial resources are not infinite contributes to the fact that continuous economic growth is 

not sustainable for the future. All company decisions, including in pricing, must work with this 

idea. (Popp, Olah, Fekete, Lakner, Mate, 2018) 

 

3. PRICE RISK 

An integral part of any business is a certain risk. Generally, it can be defined as an activity with 

which material or physical damage or loss and consequently a disadvantage is associated. It is 

most often associated with business failure, which will result in a negative economic result, ie 

a loss. Risk involves some form of responsibility for the consequences of a selected business 

decision, ie a certain risk option. The success rate of this business decision in terms of the results 

achieved affects the position and rating of the decision-maker, ie the accountable manager. That 

is why it is important for businesses to take into account all possible risks that might arise. 

Companies should be able to assess the risk and learn how to handle it so that they can react 

appropriately and manage it (Varcholova, Korzeniowski, 2002). When making price decisions, 

there may be a risk that is mainly caused by the purchasing power of the customer. Whether a 

customer decides to buy or not directly affects the market presence. There are other factors that 

influence the risk arising from price decisions. These include, for example, relations with 

suppliers, the success of competition, the prices of substitution products and the current 

situation, whether on the domestic or foreign market. The company is not able to anticipate 

changes in these factors when they occur, they have to face them (Lipianska, Hasprova, 2016). 

Price risk is a part of business risk and can be characterized as a possibility to achieve a worse 

result in business activity than expected result. This worse result may occur because of a 

decrease, increase or change in price of the product or service. Price changes can cause various 

consequences. Increasing the price of a product often results in a decrease in sales volume. 

Conversely, if the price is lowered, it is possible to have an impact on the amount of profit, 

namely its reduction and the like (Kufelova, 2017). In dealing with risk, businesses can 

generally apply different pricing decisions. If the risk can be identified in a timely manner, it is 

best for the company to avoid it completely by restricting activities in risk areas. If the risk 

cannot be completely avoided, it can be reduced by taking measures that could prevent major 

losses such as insurance. Companies may also create a financial reserve in advance from 

previous earnings periods to cover possible losses in a risky business. Equally, companies can 

diversify this risk, shifting part of the risk to other entities and thereby reducing the imminent 

loss (Rajnak, 2002). Determining price risk for a company is a time-consuming process, and 

the approach to risk itself should address all aspects in this area. From quantitative identification 

and modeling to the development of techniques for practical application, this process must 

include a modern and open approach from management (Belas, Smrcka, Gavurova, Dvorsky, 

2018). Price risk quantification for companies is based on price changes and is therefore a 

complex process where businesses can use the company's intelligent computing systems to 

provide a fast and accurate data base (Tuffnell, Kral, Siekelova, Horak, 2019). In price decision 

making, companies can use a large number of systems, predictive algorithms or databases of 

various data and similar models and indicators in addition to intelligent computing to determine 

and price a particular representative of a product portfolio or a specific product. Each company 

can therefore choose one of the methods used according to its needs and market conditions 

(Bourke, Kovacova, Kliestikova, Rowland 2019).  
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The use of intelligent systems and digital technologies can be used in general within companies, 

government, self-government, but also in communication with each other or with customers 

and citizens. However, these systems can be very expensive for small and medium-sized 

enterprises. It is therefore appropriate to outline a simple procedure that would not put pressure 

on companies' costs (Kearney, Kliestik, Kovacova, Vochozka, 2019). The impact of price 

changes in pricing and price decision-making can be measured using two basic indicators. The 

first indicator is a decline in sales, indicating how much sales volume can fall before a company 

reaches a critical point. If this indicator is less than 1 or close to 0, this means that there is a 

much greater risk that the business will fall below the critical point and be loss-making. The 

calculation of a given indicator can be expressed as the difference between sales and sales at a 

critical point, divided by revenue. Of course, the indicator must be expressed as a percentage. 

The result is how much the company's sales can fall before it reaches a critical point. The 

specific calculation formula is as follows: 

 

Decline in sales = 
𝑠𝑎𝑙𝑒𝑠 (𝑆) − sales at a critical point (𝑆𝐶𝑃)

𝑠𝑎𝑙𝑒𝑠 (𝑆)
 𝑥 100                   (1) 

 

The critical point in pricing is the relationship between sales, ie sales volume, profit and cost. 

It can be argued that the critical point is when the company covers all its costs from its sales. It 

reflects how the change in sales and costs, whether variable or fixed, affects the company and 

especially its profit. The following formula is generally used to calculate this point: 

 

Critical point (CP) = 
𝑓𝑖𝑥𝑒𝑑 𝑐𝑜𝑠𝑡𝑠 (𝐹𝐶)

𝑠𝑒𝑙𝑙𝑖𝑛𝑔 𝑝𝑟𝑖𝑐𝑒 (𝑃)−𝑣𝑎𝑟𝑖𝑎𝑏𝑙𝑒 𝑢𝑛𝑖𝑡 𝑐𝑜𝑠𝑡𝑠 (𝑉𝐶𝑢)
              (2) 

 

The second indicator by which the impact of price changes in pricing and price decisions can 

be measured is the necessary volume of sales. This indicator expresses the necessary volume 

of sales until the company reaches a critical point. This is the ratio of sales to critical point for 

a particular demand and price and the maximum sales generated for a particular demand and 

price. The result of the following formula expresses what percentage of sales the company must 

actually sell in order to reach a critical point. The formula for calculating the necessary sales 

volume is as follows: 

 

Necessary volume of sales = 
sales at a critical point (𝑆𝐶𝑃)

𝑠𝑎𝑙𝑒𝑠 (𝑆)
 𝑥 100              (3) 

 

If the indicator of decrease in sales is known, the indicator of necessary volume of sales can be 

calculated as: 1 - decrease in sales. This relationship can also be applied in the opposite way, ie 

if we know the amount of the indicator of the necessary volume of sales, we can similarly 

calculate the indicator of decrease in sales (Kufelova, 2017). 

 

These two indicators can be used to measure the impact of price changes in price decisions, and 

the application of the indicators can be used in virtually all companies. 

 

4. PRACTICAL APPLICATION OF PRICE RISK CALCULATION 

The calculation of price risk is very beneficial for companies as it helps them in various pricing 

areas and in price decision-making. When a company is considering the production of a product, 

it usually focuses not on one, but on a number of analogous products, in which it seeks to 

determine, by means of a marketing survey, the preliminary interest of customers and thus to 

determine the estimated sales volume. If we assume that a company is considering making two 

analogous products (we will call their product X and Y), then they need to do the marketing 



51st International Scientific Conference on Economic and Social Development – Rabat, 26-27 March 2020 

 

274 

research. Upon execution, the company assumes that the sales volume of product X is 6232 

units and product Y is 5964 units. Of course, the fixed production costs for both products are 

the same amount of 8235 €. The selling price of product X is  26,34 € each and the variable cost 

is  6,20 € each. For Y, the selling price is 22,85 € per piece and the variable cost is 8,36 € per 

piece. Price risk indicators can be used to determine which product would be more profitable 

for the company, ie which product would have lower price risk. For the calculation of the given 

indicators it is necessary to determine the critical point (CP) in pricing for both products, while 

the information for the calculation of this point is available according to the formula. To 

calculate the decline in sales as the first indicator of price risk, it is necessary to determine sales, 

using the general formula as a multiple of the estimated sales quantity and the selling price per 

piece. Subsequently, the sales in critical point (SCP) can be determined by multiplying the 

critical point (CP) by the selling price (P) per piece, according to the formula (2) above. After 

partial calculations, we substitute the components into formula (1) and calculate the decrease 

in sales for individual products. The result of this indicator can be interpreted verbally as a 

situation by how much revenue from the sale of a particular product can fall until the company 

reaches sales at a critical point. Calculation of the second indicator of price risk, which is the 

necessary volume of sales, according to formula (3), we already have all the necessary 

information that we have obtained from the previous calculations. The procedure is clear, we 

substitute the given variables into the formula, or the given result can also be obtained by 

subtracting the calculated amount of the decrease in sales from 1. The result is the same in the 

case of substituting into the formula or difference (1 - decrease in sales). This indicator tells us 

how much volume a particular product has to sell before reaching a critical point. The results 

for products X and Y are shown in the following table: 

 

Table 1: Price risk indicators for products X and Y 

Indicators Products X Y 

Critical point (CP) 409 € 569 € 

Sales 164 151 € 136 278 € 

Sales at a critical point  (SCP) 10 773 € 13 002 € 

Decline in sales 93 % 90 % 

Necessary volume of sales 7 % 10 % 

Source: processed by the authors 

 

Table 1 shows that the company will be less risky to produce and sell product X, while its 

expected sales volume in € may fall by up to 93% and only 7% of its possible sales are sufficient 

and the company reaches a critical point. For this reason, we can say that the production of this 

product will be less risky for the company because its price risk is lower. 

 

5. CONCLUSION 

Based on previous calculations and analysis, it can be said that companies can use this process 

to favor the production of the product with the lowest price risk. In particular, companies 

considering the production of a new product and having a large number of alternatives to decide 

on can benefit from this process. This will enable them to simplify their choices, particularly in 

terms of minimizing price risk. 
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ABSTRACT 

Territorial cohesion, as one of the important goals of the European Union cohesion policy, 

represents research interest important also in perspectives of the future 2021-2027 cohesion 

policy. It focuses on strengthening territorial potentials, balanced development, which can be 

observed through competitiveness factors, even though the connection between territorial 

cohesion and competitiveness still provokes different discussions with confronting conclusions. 

Regarding diversified structure of European regions and the differences in its competitiveness 

results, there are also studies about the adequate cohesion policy implementation which will 

improve European competitiveness and other development goals such as territorial cohesion. 

The aim of this paper is to present the relationship between territorial cohesion and regional 

competitiveness in the European Union, through investigating the results of the latest European 

Regional Competitiveness Index. Theoretical part of the paper will be focused on the definition, 

the background and the role of the territorial cohesion, as well as on the connection between 

territorial cohesion and regional competitiveness. More detailed analysis and interrelations 

will be performed on the sample of European NUTS 2 regions, in order to present the 

characteristics which should be included in managing territorial cohesion. Regional 

competitiveness results are correlated with the chosen indicators of territorial cohesion. There 

can be seen that competitiveness results are connected with different determinants of territorial 

cohesion, but the estimated influences regarding specific determinants have shown ambiguous 

nature. A polycentric pattern of development should be improved by observing the differences 

between capital city regions and the rest of the country together with the untapped regional 

potentials of regions that are at the same time facing competitiveness hurdles.  

Keywords: regional competitiveness, NUTS regions, territorial cohesion 

 

1. INTRODUCTION   

Through its cohesion policy, the European Union (EU) aims to achieve economic, social and 

territorial cohesion. The third dimension is relatively new and it has become important 

especially with the strategy Europe 2020, but also with the EU enlargements when arises a need 

to consider the evolution of the European territory due to new, diversified countries that join 

the integration. The territorial cohesion is focused on: (1) „the capitalisation of the strengths of 

the each territory so they can best contribute to the sustainable and balanced development of 

the EU as a whole, (2) managing concentration because cities have both positive and negative 
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impacts - intensifying innovation and productivity at the same time as pollution and social 

exclusion, (3) better connecting territories (people should be able to live wherever they want, 

with access to public services, efficient transport, reliable energy networks and broadband 

internet throughout the territory), (4) developing cooperation between countries and regions 

(the EU Strategy for the Baltic Sea Region and the EU Strategy for the Danube Region are 

examples of new, macro-regional approach), (5) fostering urban-rural linkages“ (European 

Commission, 2020b). On the other hand, the EU is focused to achieve high level of 

competitiveness on the integration, national but also on the regional level. These two terms 

cohesion and competitiveness can be observed as two parallel development paths, but also as 

two opposite processes - because if the EU will put more emphasize and efforts on cohesion, it 

can represent burden for the developed regions to become more competitive. With the rise of 

competitiveness, the development gap between countries and regions can widen. The aim of 

this paper is to present the relationship between territorial cohesion and regional 

competitiveness in the EU, through investigating the results of the latest European Regional 

Competitiveness Index (RCI). Regional competitiveness results will be analyzed and then 

compared with the chosen indicators of territorial cohesion. This relationship will be also 

empirically estimated. The paper contributes to previous researches on territorial cohesion and 

discussions about the connection between cohesion and competitiveness by its research 

approach, including the novel database of the RCI which will be used in order to estimate the 

relationship in question. The next section presents literature review. In the third section the 

main results of the RCI are synthesized with emphasis on parts important for investigating and 

measuring territorial cohesion. Empirical estimation of the relationship between territorial 

cohesion and regional competitiveness in the EU is presented in the fourth section, while final 

section gives concluding remarks.  

 

2. LITERATURE REVIEW  

Territorial conditions are important in socioeconomic development which is presented in 

numerous studies and implementations of public policies, through activities of international 

organisations such as the World Bank and the Organisation for Economic and Co-operation and 

Development (Szlachta, 2017). This is also confirmed in cohesion policy of the EU and regional 

development policy doctrine. Cohesion in the framework of the EU cohesion policy is observed 

from an economic, social and territorial point of view. Elissalde and Santamaria (2014) explain 

the term of territorial cohesion as a set in the continuation of the policy known as “economic 

and social cohesion in the EU”. This term refers to main aim of regional policy - reduction of 

imbalances between regions and countries within the EU to create better living conditions for 

all citizens of the EU. The term “territorial cohesion” considers the diversity of European 

societies and nations, but also points on the need to avoid straining links between European 

territories. The notion of territorial cohesion appeared at first in the Amsterdam treaty (1997) 

and (officially as a pillar of the cohesion) was included as part of the Lisbon treaty (2009) - the 

last treaty that regulates the EU functioning. Strengthening the territorial dimension of the 

Europe 2020 strategy and other EU and national policies, promotion of practical ways of 

applying the territorial approach are recognized as opportunities to improve the effects of the 

Europe 2020 strategy’s implementation (Böhme, Doucet, Komornicki, Zaucha and Świątek). 

New instruments have been introduced to achieve territorial cohesion objective in the 2014-

2020 programming period (Medeiros, 2016). It is seen that the concept of territorial cohesion 

is accompanied with the higher possibilities to act on regional and local level. The development 

of cohesion policy, including territorial cohesion as one of the goals, was described through the 

cohesion reports. The EU has published 7 cohesion reports and in the newest one (2019), the 

European Commission points that territorial cohesion comprises various issues which are 

central to cohesion policy, and „among these are the environmental dimension of sustainable 
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development and the use of flexible functional geographies for territorial development“ 

(European Commission, 2017, p. 96). Medeiros (2016, 2019) highlights the growing 

importance of territorial cohesion with the inclusion in Lisbon treaty and elaborates on the 

challenges to present territorial cohesion as understandable and measurable concept. He 

explains that territorial analysis is complex, involves interrelated elements of territory. 

Therefore, in defining the concept, the author identifies different dimensions and components 

of territorial cohesion, which should also be connected with economic and social aspects. In 

measuring territorial cohesion in a given territory these dimensions and components can be 

linked to related indicators. The definition of territorial cohesion as “the process of promoting 

a more cohesive and balanced territory by supporting the reducing of socioeconomic territorial 

imbalances, promoting environmental sustainability, reinforcing and improving the territorial 

cooperation/governance processes, reinforcing and establishing a more polycentric urban 

system” (Medeiros, 2016, p. 26), he suggest as possible to construct of a Territorial Cohesion 

Index, based on four aggregated indexes (socioeconomic, environmental sustainability, 

morphologic polycentricity and territorial governance/cooperation) (Medeiros, 2016, 2019). 

More about challenges in defining, measuring and implementation of territorial cohesion can 

be found in Jouen (2008), ESPON (2013), Hanell (2015), Medeiros (2018) and Zaucha and 

Böhme (2020). Territorial dimension of the cohesion is clearly connected with regional 

characteristics and regional disparities, which is important for EU cohesion policy 

interventions. Territorial imbalances challenge the economic, social and territorial cohesion 

within Europe (ESPON, 2006). Fratesi and Perucca (2018, p. 265) found the 

„complementarities between different territorial assets of regions and the impact of EU regional 

policy: Cohesion Policy effectiveness is higher when investments are focused on the assets 

complementary to those already abundant in the region“. Here can be also seen the need to 

observe potential of territorial capital, the tangible and intangible assets of an area (OECD, 

2001), as a basis for future growth and cohesion. Dudek and Wrzochalska (2019) in their 

research found differences in the intensity of support of EU cohesion policy tools per capita in 

favour of urban regions. They also provide theoretical differences in regional policies oriented 

towards competitiveness vs. sustainability. Crescenzi, De Filippis and Pierangeli (2014) analyse 

financial allocations of different polices (regional, rural development and agricultural policies) 

in the EU to investigate their coordination and synergies with the territorial cohesion. Among 

other conclusions, the authors have shown the importance of appropriate “place-based” 

allocation mechanisms. Regional specific characteristics and their disparities can be analysed 

through competitiveness factors. But, the competitiveness improvement of the EU (weaker) 

regions and at the same time strengthening the competitiveness of the EU integration, 

sometimes represent contradictory policy goals. In the Second Cohesion Report, where 

territorial cohesion is highlighted as important in promoting balanced development, this is 

confirmed with the explanation that concentrations in stronger regions may implicate greater 

efficiency and production in the short term in the EU but this can also lower the productive 

potential of less developed regions, with implication for the longer-term competitiveness 

(Medeiros, 2019). Mikuš, Kukoč and Jež Rogelj (2019) also warn on the conflict between 

cohesion and competitiveness objectives. Policies that foster competitiveness and put it into 

“the macro concept with spatial implication result in planning and implementation of 

inappropriate measures and instruments intended to encourage the balanced territorial 

development of the EU. From this arises a conflict of cohesion and competitiveness, coupled 

with long-term consequences for the most vulnerable areas” (Mikuš, Kukoč and Jež Rogelj, 

2019, p. 143). Szlachta (2017) indicated the shift from cohesion to the competitiveness issues 

especially after Europe 2020. The connection between territorial cohesion and regional 

competitiveness is explained in Elissalde and Santamaria (2014, p. 28), as the two sides of the 

purpose of regional policies (“guaranteeing the European citizens comparable access to services 
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whatever the place of residence; territorial cohesion” and “supporting growth potential of the 

European territory in a regional framework; regional competitiveness”). They also discuss the 

definition of regional competitiveness, from competition of territory to wider definition that 

comprises different factors such as those relating to the initial economic and social structure 

(specialisation, cooperation among players, collective learning abilities etc.), to geographical 

location (e.g. accessibility), and resources available. Callois (2018) investigates the issues of 

cohesion and competitiveness but he focuses on the export competitiveness. On the example of 

French regions he found there is no “one best way” of development inside the region or on the 

country level. Both, cohesion or competitiveness, are important for economic performance, but 

mixing both strategies may not be the effective way to promote development. Local context 

and macroeconomic framework influence on both observed concepts. Bourdin (2018) presents 

the dilemma between equity and competitiveness and estimates the spatial expression of 

convergence and regional growth in the EU. He has demonstrated two scenarios which “show 

that the political choices between equity and competitiveness have a profound impact on 

territorial development. These choices in structural funding investment produce very different 

economic and spatial configurations” (Bourdin, 2018, p. 17). The author highlights that 

different pre-determined and random factors can influence the dynamics of regional growth and 

convergence. ESPON (2006) confirms that European competitiveness depends on contributions 

from regions, cities and rural areas and that rich regional diversity (unique set of potentials and 

challenges for development) has to be targeted with suitable policy instruments to achieve 

development goals. The same study recognizes that modern strategic objectives try to improve 

the cohesion and the competitiveness, attractiveness for investments and the liveability. 

Different territorial types, e.g. cities, rural areas, areas with specific characteristics (coastal 

areas, islands, mountain areas, outermost regions, border regions, cross-border, transnational 

regions), should be included in this observations and represent important segment in 

investigating territorial cohesion. Žitkus (2015) warns that regional competitiveness is more 

complex term than its dimension on national level. Fratesi and Senn (2009) have created the 

framework of regional competitiveness factors by grouping these factors in: macroeconomic 

factors; institutional and cultural factors; factors of spatial regional organization; factor of 

relations. One of the most complex studies on measuring regional competitiveness in the EU is 

the publication of the European Commission “The EU Regional Competitiveness Index” that 

recognizes the importance of territorial competitiveness in sustainable economic progress 

(Annoni and Dijkstra, 2019). This study produces detailed data on competitiveness factors 

across EU regions. The main results of the latest study are presented in the next section, before 

estimating the relationship between territorial cohesion and regional competitiveness in the EU, 

which is conduced based on the mentioned comprehensive and valuable database.  

 

3. THE EU REGIONAL COMPETITIVENESS INDEX  

The EU has published 4 issues (2010, 2013, 2016, 2019) of the EU RCI report and in the last 

one (published in 2019) it observes the performance of 268 regions at NUTS 2 (NUTS = 

Nomenclature of Units for Territorial Statistics) level, across 28 EU Member States (Annoni 

and Dijkstra, 2019). This studies allow regions to monitor and assess their development over 

time and in comparison with other regions, to see how the regions score in different 

competitiveness strengths and weakness, important also for public investments. The 

contribution of these publications is in measuring competitiveness factors at the sub-national 

level which is more suitable and reliable than the national one. This measuring implies on 

inequalities and monitors the performance on lover levels. It can enable researches to determine 

the opportunities to strengthen regional specificities which can also represent potential or 

obstacles in achieving territorial cohesion. “The RCI is a unique, comparable and transparent 

tool for national and local decision-makers responsible for regional development strategies, in 
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particular in the context of cohesion policy” (Annoni and Dijkstra, 2019, p. 3). Its importance 

is also recognized in preparations for the new EU cohesion policy programs for the 2021-2027, 

in identifying regional assets and focusing investments (European Commission, 2019). Index 

encompasses determinants and indicators that measure a region’s long-term potential and can 

be connected with the sustainability (capacity to provide attractive environment in short and 

long term), productivity and well-being. It is calculated based on 11 dimensions of 

competitiveness, which are represented with pillars grouped into three sub-indexes: basic 

(enabling aspects of competitiveness), efficiency (intermediate aspects) and innovation factors 

(most cutting-edge factors of competitiveness) to assess the “ability of a region to offer an 

attractive and sustainable environment for firms and residents to live and work” (Annoni and 

Dijkstra, 2019; European Commission, 2020a). It applies differentiated weighting scheme to 

regions based on their different stages of development, which assigns more relevance to specific 

characteristics that are more relevant to observed territories at particular stage of development 

(Annoni and Dijkstra, 2019). Results from the last report show the north-west, south-east divide 

across the EU. The capital/metropolitan regions perform strongly in many parts of the EU thus 

confirming the polycentric pattern. In most of the countries, capital regions have the highest 

results but with the (usual) exceptions in the Netherlands, Italy and Germany. Utrecht represents 

best-performing region in Netherland, Lombardia is the best-performing Italian (highly 

productive) region, while in Germany the top position has Oberbayern region. Capitals or large 

metropolitan areas that also have high competitiveness have used opportunities of 

agglomerating economies, connectivity of economic activities and human capital attraction. 

The gaps between the capital region and the rest of the country are stable according to the 

research over the last (10) years, in some countries chasing regions have been catching-up, but 

the results show significant variability within countries (Annoni and Dijkstra, 2019; European 

Commission 2020a). ”Monitoring the evolution of the capital and or metropolitan gaps is 

particularly important for cohesion policy whose main mission is to help regions catch up and 

reduce geographical disparities” (European Commission 2020a). Confirmed variations within 

and between the countries can have significant influence on territorial cohesion. The most 

competitive regions are regions of Stockholm, Utrecht and London with its wide commuting 

zone on the second position. Five Greek regions (Voreio Aigaio, Anatoliki Makedonia - Thraki, 

Dytiki Makedonia, Dytikii Ellada and Notio Aigaio), one Romanian (Sud-Est), one Bulgarian 

region (Severozapaden) and the Spanish autonomous city of Melilla on the north coast of Africa 

with the French outermost regions of Guyane and Mayotte are the least competitive NUTS 2 

regions in the EU (Annoni and Dijkstra, 2019). Here can be seen that regions with specific 

characteristics, such as outermost regions (but also other typologies with specificities), deserve 

special attention in investigating (territorial) cohesion and competitiveness. More in-depth 

analysis of regional competiveness factors in the last EU RCI has shown that higher variability 

is seen in the “innovation group” features because of significant differences in the innovative 

capacity of regional economies across and within countries, in comparison with “basic group”. 

It is concluded that high levels of index (as an aggregate measure) can “be achieved if above-

average levels are reached across all 11 pillars... Good performances correspond to group of 

factors acting in unision” (Annoni and Dijkstra, 2019, p. 10). This implies on the need to 

develop different competitiveness areas to achieve success that can also be observed as 

determinants of higher territorial cohesion. RCI database enables to define comparative 

strengths (and weaknesses) of regions based on the given results with respect to its peers. 

Furthermore, the results of the study have shown that territorial competitiveness is important 

for a region’s economic development and that low regional competitiveness is connected with 

higher income inequality. The most competitive region (Stockholm) has low level of inequality, 

even though this is not the case with all most competitive regions (Annoni and Dijkstra, 2019).  
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All of this can be connected with the goal of the territorial cohesion, which is interesting to 

investigate in more detail and this is the main motivation for the next section. 

 

4. DATA, METHODOLOGY AND RESULTS 

In this section we will discuss methodological issues, describe the data and present the model 

which will be used to empirically explore the relationship between territorial cohesion and 

regional competitiveness in the EU. The relevance of territorial cohesion, based on different 

competitiveness pillars (territorial competitiveness determinants), in explaining the regional 

competitiveness (measured by the mentioned index) will be tested, where we will apply 

standard statistical tools to reveal potential nexus between the variables of interest. Data for the 

RCI for 268 regions at a NUTS 2 level across all EU member countries and for 11 groups of 

territorial competitiveness determinants (competitiveness pillars that capture concepts of great 

importance for productivity and long-term socioeconomic perspective), are collected from the 

European Commission’ s publication and database (Annoni and Dijkstra, 2019). Data 

(un)availability is a major obstacle in achieving more (time) extensive research on a cross-

country base for most of the data needed because calculations are obtained on the different 

methodological scale across the years. Therefore, the focus of this study will be the results from 

the latest publication, with the most comprehensive presentations of the results so far, i.e. for 

the year 2019. For that purpose, data are presented as: regional competitiveness index as RCI 

and 11 (groups of) determinants of territorial competitiveness as x variable ranging from 1 to n 

as institutions (x1), macroeconomic stability (x2), infrastructure (x3), health (x4), basic education 

(x5), higher education and lifelong learning (x6), labour market efficiency (x7), market size (x8), 

technological readiness (x9), business sophistication (x10) and innovation pillars (x11). Territorial 

cohesion is observed based on competitiveness determinants (as mentioned before), so in order 

to relate the cohesion from those 11 pillars of competitiveness to the RCI index we first 

calculated the divergence i.e. deviation based on the Medeiros (2018). Following his 

methodological approach, we estimated cohesion index for each of 11 competitiveness 

determinants as through the standardisation process (first step) in which we evaluated the bias 

from the distribution standard deviation of x index in the territorial unit of NUTS 2 to a 

distribution average of x for a distinct competitiveness determinant. By applying the so-called 

direct relation within the normalisation process (second step) in identifying the variable (as 

(present value – minimum value) / (maximum value – minimum value)) we obtained territorial 

cohesion index for each of the 11 competitiveness determinants with the value that fits between 

0 and 1, suggesting that the lower the value – the deviation is lower – hence the cohesion is 

greater, and vice versa. In the third step, we also calculated the arithmetic average of the values 

for each competitiveness pillar. Though we found variations in the values of each pillar, the 

arithmetic average (ranging from 0.24 for macroeconomic stability, labour market efficiency 

and business sophistication to 0.40 for institutions) suggested relatively low deviation for all 

pillars, therefore greater cohesion between the NUTS 2 regions for the year 2019. Next, we 

wanted to confront these pillars to our main variable RCI index. In that sense, we calculated the 

correlation coefficients for all observed groups of competitiveness determinants (pillars) 

against the RCI index. Though, the correlation nexus between the original values of all 

determinants of competitiveness against the RCI index was quite strong and positive (results 

available upon request), we found that the calculated indexes are in fact negative and weakly 

correlated (ranging from -0.02 for infrastructure to -0.41 for health) to the RCI index. These 

correlation results suggest that there exists a negative statistical relationship between evaluated 

variables in the year 2019, meaning that some of the pillars could have been decreasing the 

cohesion and therefore general competitiveness. To test such statement, we went further and 

estimated the causal model.  
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The model, in its log-log form (meaning that all the variables have been transformed in their 

logarithmic form), identified the RCI index as a dependent variable and indexes of territorial 

cohesion as independent variables.  

 

Thereby: 

 

lnRCI = αi + βilnxi + ε,     i = 1, 2, … , N,      (1) 

 

where lnRCI stands for the logarithm of regional competitiveness index, lnx for indexes of 

territorial cohesion based on competitiveness pillars ranging from 1 to 11 and i for denotes the 

number of each pillar. 

 

To demonstrate the causality between the observed variables we use a set of different regression 

measures such as ordinary least square, generalized least square and weighted least square, 

however, all of them provided us with questionable results due to a strong multicollinearity and 

non-normality in residuals. Considering the problems, we then opted for the heteroscedasticity 

corrected regression which provided us with unbiased and consistent standard errors.   

 

Table 1: Heteroskedasticity-corrected regression (dependent variable: lnRCI) 

Variables  Coefficient Std. Error t-ratio p-value 

const (α) 2.28989 0.0102140 224.2 0.0001*** 

lnx1 0.00909076 0.00224633 4.047 0.0001*** 

lnx2 −0.00460956 0.00222236 −2.074 0.0391** 

lnx3 −0.00424760 0.00183184 −2.319 0.0212** 

lnx4 −0.00840326 0.00150882 −5.569 0.0001*** 

lnx5 0.00440901 0.00168678 2.614 0.0095*** 

lnx6 −0.00499923 0.00170661 −2.929 0.0037*** 

lnx7 0.0108524 0.00234371 4.630 0.0001*** 

lnx8 −0.000517099 0.00155160 −0.3333 0.7392 

lnx9 −0.00509571 0.00272116 −1.873 0.0623* 

lnx10 0.000699069 0.00196873 0.3551 0.7228 

lnx11 −0.00208827 0.00138685 −1.506 0.1334 

 

Sum squared resid  356.5907  S.E. of regression  1.180226 

R-squared  0.288814  Adjusted R-squared  0.258255 

F(11, 256)  9.451084  P-value(F)  2.95e-14 

Log-likelihood −418.5461  Akaike criterion  861.0923 

Schwarz criterion  904.1841  Hannan-Quinn  878.4000 

 

Mean dependent var  2.290831  S.D. dependent var  0.067260 

Sum squared resid  1.163859  S.E. of regression  0.067426 

Source: Authors’ calculations 

 

Results from Table 1 suggest that most of the independent variables are statistically significant 

with modest to low influence, however, some being positively and some being negatively 

causally related to our dependent variable. Adjusted R-squared indicates that we were able to 

explain around 26% of the dependent variable through the selected set of independent variables. 

The model does not show the problem of non-normality in residuals and rejects the possibility 

of the multicollinearity problem based on the VIF test (see Table 2) and Belsley-Kuh-Welsch 

collinearity diagnostics (available upon request). 
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Table 2: VIF test 

Source: Authors’ calculations 

 

The general conclusion of the analysis suggests that most of the competitiveness pillars, 

presented as indexes of territorial cohesion have indeed had an impact on the value of aggregate 

RCI in 2019, however with relatively limited influence and ambiguous nature. Namely, indexes 

of institutions, basic education and labour efficiency had a positive impact on RCI suggesting 

that cohesion in these determinants had positive impact on regional competitiveness and 

indexes of macroeconomic stability, infrastructure, health, higher education and technological 

readiness had a negative impact on RCI suggesting they contributed to more diverging process 

on NUTS 2 level in 2019. On the other hand, indexes such as market size, business 

sophistication and innovation, did not have any impact on the regional competitiveness. In can 

be seen that the model suggested that only 3 pillars had a positive effect and even 5 pillars had 

a negative effect on the regional competitiveness in the observed year, suggesting that some 

‘institutions’ have failed in their work in alleviating socioeconomic inequalities across the EU 

regions. We have to be assertive in our statements for they only mirror the situation in the 

specific year, and more time extensive analysis could provide us with more firm results of the 

influence of specific territorial cohesion index.  

 

5. CONCLUSION  

Territorial cohesion represents important challenge in development of European integration, 

which is confirmed also in this paper. The diversity of European regions is valuable 

development potential. At the same time there are areas confronted with constraints and issues 

which can undermine balanced territorial development but also social and economic cohesion. 

EU cohesion policy must be designed to target balanced development but at the same time 

another important goal of the policy is strengthening competitiveness, which leads to dilemmas 

and contradictions in tailoring development goals or adequate instruments. The results 

presented in the paper imply on differences in regional competitiveness results, factors of 

competitiveness and determinants of territorial cohesion in the EU. It is also confirmed that 

relationship between cohesion and competitiveness deserve research attention. 

Competitiveness results in the EU are connected with different determinants of territorial 

cohesion, but the estimated influences regarding specific determinants have shown ambiguous 

nature. The need to improve territorial integration will be a part of new programming period 

(2021-2027) in the EU, so it is necessary to extend the researches on territorial cohesion, its 

determinants and instruments of implementation that will foster cooperation and boost 

competitiveness/balance development in coordinated manner. In line with the analysis 

presented in this paper it would be interesting to investigate territorial cohesion and differences 

in its relations with competitiveness between groups of regions with specific characteristics 

(e.g. the paper confirms polycentric patterns of competitiveness, lower competitiveness in 

Variance Inflation Factors (VIF test) 

(Minimum possible value = 1); Values > 10.0 may indicate a collinearity problem 
 

lnx1    3,164         lnx6    1,132          lnx11    1,227 

lnx2    3,830         lnx7    1,451 
lnx3    1,249         lnx8    1,175 

lnx4    1,170         lnx9    2,480 

lnx5    1,911         lnx10  1,256 

         
VIF(j) = 1/(1 - R(j)^2), where R(j) is the multiple correlation coefficient between variable j and the 

other independent variables 
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outermost regions etc.). Another suggestion goes in line with the more particle analysis on the 

sub-pillar competitiveness level. Policy processes in the field of territorial development should 

be connected with territorial capital so its role in strengthening territorial cohesion can also 

motivate future researches.  
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ABSTRACT 

A varied range of factors have been identified to affect intrapreneurial behaviour in 

organizations. Among these, the support of top management has been considered to be one of 

the decisive factors, if not the most important one. Empirically, few studies have examined the 

link between transformational leadership and intrapreneurship at the organizational level. This 

research is theoretical; it builds on the extant literature to propose a model based on three 

hypotheses about how transformational leadership contributes to the development of a sense of 

belonging, and how it affects intrapreneurial behaviour among collaborators. It is also a 

question of demonstrating whether the sense of belonging can play a mediating role between 

transformational leadership and the development of intrapreneurial capacities. 

Keywords: Transformational Leadership, Sense of Belonging, Intrapreneurship 

 

1. INTRODUCTION 

Today’s companies live in highly competitive environments. Certainly, it is a new context 

characterized by volatility and the rise of civil society where change becomes the only constant. 

Companies with financial difficulty or those losing competitiveness facing the growing rise 

new entrants are invited to reinvent themselves in order to generate value and regain their lost 

balance. In this difficult context, leadership is called upon to play an important role for 

organizations, companies in particular. The concept is attracting a lot of interest from 

researchers around the world, who have studied its relationship to performance, and are trying 

to deepen the knowledge about possible links it may have with notions like creativity, 

innovation or resilience. Leadership can be defined as the process through which one person 

influences many in order to achieve a shared goal. That said, the concept cannot, in any case, 

be reduced to positive personality traits or extraordinary behaviours characterizing the actor: 

the leader. It must be emphasized that the dynamic of influence occurs between a person and a 

group of individuals in a well-defined context, and its implementation depends on people’s 

aspirations in terms of authentic and human values such as exemplarity and consideration. 

 

2. THEORETICAL BACKGROUND 

James McGregor Burns, who treated the concept from a purely political angle, stated two types 

of leadership: transactional and transformational. According to Burns (1978): « [Transactional 

leadership] occurs when one person takes the initiative in making contact with others for the 

purpose of an exchange of valued thing. The exchange could be economic or political or 

psychological in nature (…) » 1. Thus, the relationship between the leader and the followers is 

based on transactions: jobs against votes, grants in exchange for election campaign funding (the 

case of politics), bonuses in exchange for achieving objectives (the case of the company), etc. 

For Antonakis, Avolio and Sivasubramaniam (2003), « Transactional leadership is an exchange 

process based on the fulfillment of contractual obligations and is typically represented as setting 

objectives and monitoring and controlling outcomes. » 2.  

 
1 McGregor Burns, J. (1978), Leadership, Harper Collins, p. 8 
2 Antonakis, J., Avolio, B., Sivasubramaniam, N. (2003) « Context and leadership: an examination of the nine-factor full-range 
leadership theory using the Multifactor Leadership Questionnaire », The Leadership Quarterly 14, p. 265 
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Bass (1999) emphasizes the exchange relationship and defines transactional leadership as: « 

(…) the exchange relationship between leader and follower to meet their own self-interests. 

take the form of contingent reward in which the leader clarifies for the follower through 

direction or participation what the follower needs to do to be rewarded for the effort. It may 

take the form of active management-by-exception, in which the leader monitors the follower’s 

performance and takes corrective action if the follower fails to meet standards « 3. For the 

author, transactional leadership manifests itself through contingent reward and management by 

exception. The first factor means that the leader understands the relationship with followers as 

a negotiation through which objectives, rewards (in the case of success) and sanctions (in the 

case of failure) are set. As for management by exception, the leader will ensure the commitment 

of the teams by relying on two aspects, namely control and correction.  

 

2.1. Transformational leadership 

Burns (1978) writes: « [Transformational leadership] occurs when one or more persons engage 

with others in such a way that leaders and followers raising one another to higher levels of 

motivation and morality. Their purposes, which might have started out as separate but related, 

as in the case of transactional leadership, become fused. Power bases are linked not as 

counterweights but as mutual support for common purpose » 4. The author focuses attention on 

both the complex and powerful nature of transformational leadership. Indeed, the 

transformational leader can observe deep motivations among his supporters and wishes to 

satisfy noble needs by fully mobilizing individuals. To this end, Burns mentions: « The 

transforming leader recognizes and exploits an existing need or demand of a potential follower. 

But, beyond that, the transforming leader looks for potential motives in followers, seeks to 

satisfy higher needs, and engages the full person of the follower. » 5. Very inspired by Burns’ 

work, Bernard Bass (1990) will establish one of the most approved leadership models. The 

author takes up the distinction between transactional and transformational leader and develops 

Burns’ contribution to make it a development process. For Bass, transactional leadership is 

based on reward and sanction. It aims the exchange relying on management by objectives. As 

for transformational leadership, the leader, oriented towards change, offers a shared vision 

advocating management by values. First, it raises the level of awareness of those around him 

about the importance of the goals pursued. He then succeeds in convincing them as to the 

supremacy of the general interest over the personal one. Finally, he invites them to satisfy 

higher needs. The author describes transformational leadership as the process by which a leader 

and followers engage in a mutual process of raising their motivation and their morality. Thus, 

we can read in his writings: « Transformational leadership refers to the leader moving the 

follower beyond immediate self-interests (...).It elevates the follower’s level of maturity and 

ideals as well as concerns for achievement, selfactualization, and the well-being of others, the 

organization, and society » 6. It is the same idea defended by those who support the concept of 

corporate liberation, in particular Getz, who underlines that « Thanks to transformational 

leadership, the two parties encourage and pull each other up, in a relationship where the 

followers become leaders and where the leader is likely to become a moral leader « 7. According 

to Bernard Bass, four factors generate people’s transformation (Table 1). The first factor is 

charisma, according to which the leader behaves in an exemplary manner and assumes the role 

of model to be followed by the others. Through regular good actions, the leader demonstrates 

an irreproachable level in terms of personal and professional ethics, arousing the confidence, 

 
3 Bass, B.M. (1999). « Two Decades of Research and Development in Transformational Leadership », European journal of 
work and organizational psychology, vol. 8, p. 10 
4 Leadership, op. cit., p. 20 
5 Leadership, op. cit., p.11 
6 « Two Decades of Research and Development in Transformational Leadership », op. cit., p. 11 
7 Getz, I. (2016), La liberté, ça marche !, Flammarion, p. 97 
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respect and admiration of his teams. The second factor is inspirational motivation, which means 

that the leader communicates his vision strongly and positively. The major challenge is to make 

teams adhere to this vision. Inspirational motivation is a motivational lever for employees to 

achieve the objectives set. The third factor is the intellectual stimulation through which the 

leader invites employees to step out of their comfort zone, and challenge conventional thinking 

patterns by showing creativity and imagination. Antonakis et al. (2003) state: « Intellectual 

stimulation refers to leader actions that appeal to followers’ sense of logic and analysis by 

challenging followers to think creatively and find solutions to difficult problems « 8. The last 

factor is individual consideration. The leader manages to create a positive climate in which 

initiative is encouraged, the needs expressed by team members are satisfied and attaching 

importance to the organizational community. The authors write: « individualized consideration 

refers to leader behaviour that contributes to follower satisfaction by advising, supporting, and 

paying attention to the individual needs of followers, and thus allowing them to develop and 

self-actualize « 9. 

 

Table 1: Team’s transformational factors 
Factors Leader behaviour 

1. Charisma • A role model for his teammates 

• Exceptionally talented 

• In the leader the team trusts 

2. Inspiring 

motivation 
• Communicates a positive vision 

• Gives the feeling of a collective mission 

• Undertakes the future with optimism 

3. Intellectual 

stimulation 
• The origin of new ideas 

• Initiate new projects 

• Makes aware about the need to reinvent 

4. Individualized 

consideration 
• Near from his teams 

• Shows individualized consideration 

• Sensitize to values to share 

 

2.2. Transformational leadrship and intrapreneurship  

Intrapreneurship, which can be defined as the adoption of entrepreneurial attitudes and practices 

within established organizations, is arousing much interest in companies as among academics. 

The first studies on the intrapreneurial process were carried out in 1976. The results showed 

that both intrapreneur and entrepreneur have similar personal characteristics. Otherwise, the 

first work devoted to corporate venturing was published in 1978. In 1985, Gifford Pinchot 

introduced the neologism « Intrapreneurship « which will experience unprecedented success. 

Today, intrapreneurship is seen as a way to stimulate innovation in products, services but also 

in processes and techniques. It’s also a, efficient way to retain company’s best employees. Many 

authors explain the need for intrapreneurship by its contribution to the survival of firms and the 

achievement of performance in increasingly hostile and competitive environments. Peter 

Drucker mentions: « Today’s businesses, especially the large ones, simply will not survive in 

this period of rapid change and innovation unless they acquire entrepreneurial competence « 10. 

In the same vein, Torres affirms that the current context, characterized by the change in the 

space-time framework as well as the complexity of practices and structures, convinces top 

 
8 Antonakis, J., Avolio, B., Sivasubramaniam, N. (2003) « Context and leadership: an examination of the nine-factor full-
range leadership theory using the Multifactor Leadership Questionnaire », The Leadership Quarterly 14, p. 265 
9 Ibid. 
10 Fayolle A., « Instiller l’esprit d’entreprendre dans les grandes entreprises et les organisations : auto-administration d’une 
potion magique ou d’un bouillon de culture ? », Gérer et Comprendre, n° 73, 2003, p. 27. 
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management that survival remains closely linked to risk-taking and innovation11 . Thornberry 

believes that the more the company grows, becomes bureaucratic and its structures more 

complex, the more it moves away from agility, risk-taking and innovation. The author 

emphasizes: « Many large companies are seeking ways of reinventing or revitalizing their 

entrepreneurial roots. These companies often long for some of the spark, innovation, speed and 

risk taking that they once had, but which have slowly eroded under the weight of size, 

bureaucracy, complex processes and hierarchy. Corporate entrepreneurship encompasses a set 

of activities, attitudes, and actions that are believed to help large companies regain some of this 

lost magic « 12. The author considers intrapreneurship as the only way to recover the magic lost 

due to bureaucratization and the complexity of practices and structures. Carrier (2000) 

considers intrapreneurship as a path likely to support companies in their search for innovation 

in a context of globalization and trade liberalization.13 As just mentioned above, the concept of 

intrapreneurship refers to entrepreneurial activities carried out within existing companies. This 

includes activities such as innovation, business creation, renewal, proactivity and risk taking. 14 

Obviously, organizational success requires leaders who can inspire employees and direct their 

mindsets towards discovery and exploration, leaders who can build an environment that 

encourages innovation and empowers individuals (Stevenson, 2012). Transformational 

leadership improves organizational performance relying on his ability to adapt and his great 

responsiveness to the external environment. It encourages employees to adapt their actions to 

face regular changes of the environment (Su and Baird 2017; Waldman et al. 2004). In addition, 

transformational leaders encourage their employees to think unconventionally and to foster new 

ideas by involving employees in business projects (Howell and Higgins 1990; Jung et al. 2003). 

Transformational leaders also strengthen the intrinsic motivation of the teams by encouraging 

them to develop their innovation potential and to change their perception of risk. These leaders 

encourage entrepreneurial activities by encouraging their employees to engage in the 

development of innovative ideas (Chen et al. 2014; Audenaert et al. 2017). This kind of leaders 

provides strong support to employees by developing their autonomy and confidence (Jung et 

al. 2008). The managerial literature has studied the impact of transformational leadership on 

organizational performance through intrapreneurship. Indeed, many academics have examined 

the relationship between this kind of leadership and intrapreneurial behaviours such as 

creativity and innovation. Cheung and Wong (2011) confirmed that the positive link between 

transformational leadership and creativity is stronger when leaders chose a proximity 

management and display high support for employee’s tasks. Sosik, Avolio and Kahai (1997) 

studied the impact of transformational leadership on the creativity of 36 work groups using a 

decision support system. The authors demonstrate that transformational leadership has direct 

and indirect influence on performance. In the same perspective, transformational leaders are 

interested in reversals of situations raising the employees creativity to a higher level (Sosik et 

al., 1997; Shin and Zhou, 2003, 2007; Gong et al., 2009; Henker et al ., 2015) Several research 

studies have focused on the relationship between transformational leadership and innovation. 

Schweitzer (2014) confirmed the positive link between leadership and both innovation and 

operational capabilities in a situation of strategic alliance. The author studied the impact of 

transactional and transformational leadership on intrapreneurial behaviour and concluded that 

transformational leadership has a stronger impact on dynamic and operational capacity 

 
11 Torrès, O., « L’entrepreneuriat face à la globalisation », Histoire d’entreprendre: les réalités de l’entrepreneuriat, 
Éditions Management et Société, 2000, pp. 1-23. 
12 Thornberry, N., « Corporate Entrepreneurship: Antidote or Oxymoron? », European Management Journal, Vol. 19, n° 5, 
2001, pp. 526-533. Cité par Allali, B., « Avons-nous vraiment besoin d’intrapreneurs dans nos organisations ? ». 
13 Carrier, C., « Intrapreneuriat - à la recherche de complice innovant et entreprenant », dans Verstraete, T. (dir.), Histoire 
d’entreprendre : les réalités de l’entrepreneuriat. Éditions Management et Société, 2000, pp. 199-210. 
14 Schmelter, Ralf, René Mauer, Christiane Börsch, et Malte Brettel, Boosting Corporate Entrepreneurship 
Through HRM Practices: Evidence from German SMEs. Human Resource Management, Vo 49, N°4, 2010, p. 715 
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development. For his part, Bass (1985) considers that these leaders, accustomed to change, are 

able to identify breakthrough innovations (those with high returns in the medium and long term) 

likely to generate constant development. Other studies have also shown that transformational 

leadership represents a main lever of innovation, with positive consequences on the degree of 

risk taking and creativity within business units. It must be remembered that transformational 

leadership manifests itself through several facets, including charisma, intellectual stimulation 

and inspiring motivation. First, using their charisma, transformational leaders set an example 

for subordinates to duplicate in terms of innovative behaviour (Waldman & Yammarino, 1999). 

Second, transformational leaders make the necessary improvements and give concrete 

responses to organizational dysfunctions by stimulating creativity and innovation among 

subordinates. Thus, using intellectual stimulation, they invite people to participate in the 

problems identification, to favor new solutions to the different organizational problems and to 

generate new ideas. (Bass, 1985; Avolio et al., 1999; Bass et al., 2003). Third, transformational 

leaders try to modify the beliefs of their subordinates by cultivating the feeling of a collective 

mission likely to serve the objectives of the organization and to strengthen their intrinsic 

motivation to implement innovations (Jansen, Vera and Crossan, 2009 ). 

  

• H1: Transformational Leadership has a positive impact on the development of 

Intrapreneurial Capacities. 

 

2.3. The mediating role of the sense of belonging 

When people cultivate a sense of belonging, they feel freer to create and innovate. Once aware 

of the benefits of this identification, top management show more support to employees going 

beyond their job description to come up with new ideas and lead innovative projects. Teams 

become so passionate about what they do that they hardly feel the fear of failure. This mindset 

represents the DNA of intrapreneurship. The sense of belonging is a lever that strengthens the 

motivation and satisfaction of workers. Therefore, top management must ensure that staff feel 

proud to belong to the company and want to contribute to its success. Certainly, successful 

companies are those capable of developing a sense of belonging among their teams. Beyond its 

positive impact on job performance, the sense of belonging improves mental and physical 

presence at work, resistance to stress and openness to change. Several studies have confirmed 

that transformational leadership has a positive effect on the emotional identification and degree 

of involvement of collaborators. Xenikou (2014) conducted a survey of 200 employees working 

for a public organization. The results notably showed that charismatic leadership was positively 

associated with emotional identification. Zhu et al. (2009) examined the relationship between 

transformational leadership and employee professional engagement through the characteristics 

of followers (moderator variable). Data collected from 140 collaborators and 48 supervisors 

from various industries in South Africa showed that the characteristics of followers moderated 

the positive relationship between transformational leadership and professional engagement. For 

their part, Sommer et al. (2016) studied the effect of transformational leadership on 

organizational resilience during a crisis affecting the health sector. Data collected from 426 

team members and 52 leaders made it possible to comment on the influence of the leader’s 

behaviour on team member’s resilience, mainly through affective mechanisms. Additionally, 

many authors (Avolio and Gardner, 2005; Gooty et al., 2009) agree on the existence of a close 

relationship between transformational leadership and resilience and that these two concepts 

have a positive impact on organizational performance. In addition to its effect on resilience, 

transformational leadership can have an impact on group cohesion. Carron (1982) defines this 

cohesion as a dynamic process that is characterized by a group’s tendency to stick together and 

remain united in the pursuit of its objectives. Carless, Mann and Wearing (1995) have shown 

the effect of transformational leadership on strengthening group cohesion, and therefore a 
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positive impact on the Australian banking sector performance. The authors carried out a survey 

of 695 middle-managers working in a large Australian bank. The purpose of the study is to 

examine the relationship between self-efficacy and transformational leadership, as well as to 

show the role of group cohesion as a mediating variable between transformational leadership 

and performance. The hypotheses put forward by the three authors were confirmed since the 

results showed that self-efficacy significantly predicted transformational leadership and 

performance. In addition, group cohesion is confirmed as a significant mediating variable. 

 

• H2: Transformational Leadership contributes positively to instilling a sense of belonging. 

• H3: The Sense of Belonging plays a mediating role between Transformational Leadership 

and the development of Intrapreneurial Capacities. 

 

Figure 1: The research model proposed 

 

3. CONCLUSION 

Research carried out by different authors has attempted to highlight the link that could exist 

between the nature of leadership and the triggering of an intrapreneurial dynamic within 

companies. As we have reviewed, it has been possible to establish the relationship between 

transformational leadership and certain facets of intrapreneurship such as creativity or 

innovation. However, we note that there is a considerable lack in managerial literature, either 

in relation to the triggering factors or the outputs of the sense of belonging. This theoretical 

research is the first in this field, which highlights the role of the sense of belonging as a 

mediating variable conditioning the development of intrapreneurial capacities within 

companies. The proposed model will be the subject of an in-depth study and will soon be tested 

in the Moroccan professional environment. 
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ABSTRACT 

This article views the level and wages dynamics in the context of aggregated categories of 

employed: heads of enterprises and their divisions, specialists, employees engaged in the 

preparation and execution of documentation, accounting and maintenance, skilled workers in 

industry, construction, transport and related enterprises. The data of the Federal state statistics 

service for the period 2005 – 2017 have been used to analyze the statistical information. The 

absence of wide differences in the analyzed indicator between the heads of enterprises, 

specialists, highly skilled workers and employees has been shown. Taking into consideration 

the different nature of the functions performed and the degree of responsibility of different 

categories employees for the results of the work performed, the existing relations in the Russian 

economy, from an economic point of view, should be assessed as acceptable. Information is 

require to analyze deeper and understand clearer the real problems in the field of labour 

remuneration, in particular, on the distribution of each category of employees by wage level in 

terms of decile groups, just as it is done in General for the economy. A gradual increase of 

average monthly nominal pay of the basic employee categories, the tertiary sector presented in 

this research by education system has been found out to fall behind the payment criteria amid 

a gradual increase of average monthly nominal pay of basic employee categories. The 

education sector is observed to have the lowest pay level and slow pay growth among the four 

employee categories under consideration: heads of the enterprises, specialists of the 

intermediate and advanced qualification, skilled workers. This tendency does not facilitate 

solving problems of structural adjustment of the Russian economy and its technological re-

equipment. Current conditions, coupled with an increase of the pay levels of the low income 

employee categories, the need for its sustainable growth for all professional and job groups 

tends to be relevant. As an institutional pre-condition for pay rising, it is necessary to consider 

the application of social standards complying with the modern social standard requirements: 

subsistence minimum and the minimum wage depending on it. Existing social standards do not 

ensure the reproduction of the ability to work of skilled workers and ordinary employees of 

almost all sectors of the economy, as well as a significant proportion of professionals. 

Keywords: categories of employees, cost of living, differentiation, minimum labor wage, pay, 

salary, types of activity, wage 

 

1. INTRODUCTION 

Understanding the issue of inequality existing both in the developed and developing economies 

is becoming relevant in recent decades. The extremes consist of recognizing a thorough 

differentiation in the income level of the population and well-being as a whole, being quite 

acceptable, or, on the contrary, in justifying, the need for radical changes in society, including 

political ones, connected with such differentiation. Emerging markets are generally 

characterized by various forms of so-called excess inequality in the revenue allocation. Since a 

large part of households pay forms a large part of personal income, its amount has a determining 

influence on the level of social stratification. Since the 1990s, within the framework of dramatic 

reform, Russian economists have been actively studying allocation processes applying to the 

realities of the transition economy. Attention has been paid to the analysis of the regulatory 

structure in the social sphere, including social standards - the size of the living wage and the 
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minimum wage. (Bobkov, 1995; Roik, 2006). Since poverty in Russia has become a real 

problem due to a sharp decline in the living standards of the population majority, the reasons 

and ways to reduce it are being analyzed (Gubanov, 2011; Zhuravleva, 2015). The interrelation 

between wages and the level and dynamics of productivity at Russian enterprises is being 

studied (Kapelyushnikov, 2004; Yakovlev, 2003). In recent times, gender differences in wages 

are actively studied, as well as a number of various aspects of allocation in the wide context of 

public relations of the country (Oshchepkov, 2006; Tikhonova, Mareeva, 2009; 

Lyukyanchikova, Yamshikova, 2019). In my opinion, the study of ratios and trends 

characterizing the sectorial and professional-position differences in pay is the most crucial in 

practical terms at the present time. The actual ratios existing at the micro level are hidden in 

aggregated assessment of pays and incomes. Status and professional characteristics of 

employees are factors that directly determine the amount of pay, but the mechanism of pay 

formation depends on social standards and other institutions of society, as well as 

macroeconomic conditions as a whole. In the conditions of modern Russia, the reduction of 

inequality in the pay level of employee of various types of activities and categories can be 

considered as a reserve for reducing income inequality. Moreover the nature of social relations 

in the field of remuneration is of great relevance to implementing the principle of social equity, 

which has an independent value for society and, at the same time, can manifest itself as a factor 

of social development. The article assesses the differences in the amount and dynamics of pay 

in the Russian economy by type of activity and occupation. 

 

2. RATIO AND DYNAMICS OF THE PAY LEVEL OF BASIC CATEGORIES OF 

EMPLOYEES BY ECONOMIC ACTIVITY TYPES 

Excessive social inequality tends to be a characteristic feature of the modern Russian society  

(Doklad o chelovecheskom razvitii v rossiyskoy Federatsii za 2014 god, 2014, pp. 84-105). The 

Gini income index was 41.0 in Russia in 2017, being significantly higher than in most European 

countries, but practically corresponding to the United States level, being 41.5 in 2016 (Rossia 

and strany mira, 2018, p. 108). Despite a sharp decrease in 2008 (after raising the minimum 

wage), inequality in earnings remains quite high: in 2017, the decile coefficient  equaled 14.1 

times (Trud i zanyatost` v Rossii, 2017, p. 233 ). Herein, 1% of the most paid workers in the 

Russian Federation received remuneration (2016) 63 times more than 1% of the least paid ones, 

while in Europe this ratio was 22 (Zarabotnaya Plata v Mire 2016-2017 gg., 2017 ). The high 

level of income and pay differentiation depends, in particular, on differences in pays of certain 

categories of the employees. In aggregate form, in accordance with the classification of the 

Federal state statistics service of Russia (Rosstat), there are four categories of employees: heads 

of organizations and their divisions, specialists, skilled workers in industry, construction, 

transport and related enterprises, employees engaged mainly in accounting and processing of 

information. From our point of view differences in the earnings of these of employee categories, 

should be considered the starting point to shape differentiation of incomes of the population in 

relation to wage labor.The main principle of fair parity remuneration should be the correlation 

of earnings to the results of labor, within the framework of the neoclassical theory-the marginal 

resource return, taking into account compensation payments for unfavorable working 

conditions and the stimulating component. The issue of the interrelation of remuneration with 

labour results is known to be as the most complicated issue in theoretical terms. The 

neoclassical views are based on the idea that each production factor creates an income equal to 

the costs of the corresponding resource for creating an economic good. A certain amount of 

wages is established directly on the labor market ddepending on the ratio between the demand 

for labor and its supply, the marginal return of labor. Moreover, as imperfect competition is 

characterized by the elements of monopolism and being not in the market equilibrium state, 

such a correspondence is usually violated.  
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In my opinion, the assumption that the equivalence of production factors in the production of 

good and the creation of its value, the symmetry of the relationship between labor and capital 

tend to be the disadvantage of this approach, which does not enable studying the phenomenon 

thoroughly. In addition, the Russian emerging market does not yet allow us to consider it as a 

mechanism that is able to appropriately evaluate the contribution of the production factor to the 

of utility creation basing on market principles. The share of the shadow economy and the 

corruption component being large, the structure of the Russian economy is too specific. 

Nevertheless, an analysis of the payment level by type of activity and by the status criterion for 

distinguishing employees enables us to see obvious discrepancies preventing from the tasks 

solution of the structural adjustment of the economic system. Taking into account all these 

circumstances, the correlation analysis of the employee earnings of different categories, 

dynamics and interrelations with existing payment standards, can be considered as information 

for obtaining an indirect assessment of the relationship between the amount of pay and the 

results of labor activity. 

 

Table 1: Average monthly nominal pay of certain categories of employees by types of 

economic activity in 2017 (Svedeniya o zarabotnoy plate rabotnikov organizatsiy po 

kategoriyam personala i professional'nym gruppam rabotnikov za oktyabr' 2017 g.,2018) 
 Executives Professionals Workers Employees 

Natural resources 

extraction 
117075 85648 56862 41705 

Manufacturing 73624 46637 35140 31020 

Construction 85809 57352 41418 34843 

Production and 

distribution of electricity, 
gas and water 

74251 47177 31142 26652 

Retailing and whole 

selling; maintenance 

services 

86484 50508 29877 31997 

Hotels and restaurants 63990 40619 25199 35148 

Transport and 

communications   
75160 54470 37022 30305 

Healthcare and social 
services 

59417 36601 18834 22987 

Real estate transactions, 

rental and services 
79071 43638 26101 25775 

Research and 
development 

102388 58204 41096 30181 

Education 50256 33254 14045 16699 

Recreation and 

entertainment, culture 
and sports activities 

47491 35041 18364 23985 

The ratio of the 

maximum and minimum 
pay 

2,5 2,6 4 2,5 

 

As Table 1 shows, the salary of executives in ratio to the lowest paid category of employees in 

2017 did not exceed three times, except the of research and development area, in which this 

ratio was 3.4 times. By type of activity for all categories of employees, except the workers 

category, difference in earnings was 2.5–2.6 times. Such a difference in pay is not excessive 

when compared with pay ratios in developed economies, moreover, compared with the 1990s, 

when the interindustry pay gap in the Russian economy reached 6-8 times.  
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The fourfold excess of workers' wages in the extractive industries compared with the education 

system is primarily caused by industry specifics and the arduous and harmful labour conditions 

of oil and gas extraction. It is important to analyze the ratio of pay to the minimum statutory 

monthly pay, amounting to 7,500 rubles in specific Russian conditions in 2017 (Fig. 1). This is 

only 69% of the cost of living for the able-bodied population, which was established in the 

amount of 10,899 rubles this year. (Rossiyskiy statisticheskiy yezhegodnik, 2018, pp. 152, 155). 

Those who are employed in the providing educational services tend to be in the worst position, 

in terms of meeting their urgent needs and to reproducing the ability to work. Thus, the wage 

of workers in the educational sector are less than two (1.9), of employees slightly above two 

minimum statutory monthly pay (2.2). Heads of enterprises and their subdivisions have 

undeniable advantages in comparison to all other categories of the employed. In extractive 

industries, pay of this category is almost 16 times higher than minimum statutory monthly pay, 

in education - 7 times, in activities related to leisure and entertainment, culture and sports - 6 

times. 

 

Figure 1: The ratio of the average monthly nominal pay of certain categories of employed by 

type of economic activity to the amount of minimum wage in 2017 (Rossiyskiy statisticheskiy 

yezhegodnik,2018, p. 152; Svedeniya o zarabotnoy plate rabotnikov organizatsiy po 

kategoriyam personala i professional'nym gruppam rabotnikov za oktyabr' 2017 g., 2018) 

 

Thus, the differences in the level of the average monthly nominal wage and salary of the main 

employee categories by type of activity as a whole do not seem excessively high, being within 

3-4 times between their maximum and minimum levels. However, when compared with the 

minimum pay, the problem of inconsistency of the pay level with the demands of modern 

society becomes apparent. The ratios of wages with the minimum wage by type of activity for 

different categories of employees vary from 2 to 16 times, while the categories of workers and 

employees of all types of activity, with the exception of workers in the extractive industries, are 

within 4 to 5 times exceeding of the minimum statutory monthly pay. According to economist 

calculations, the simple reproduction of labor requires at least doubled cost of living, and only 

a seven-fold excess of this value enables a person to have a so-called high-income budget 

(Bobkov, 2005). From the point of view of V. Bobkov, the head of the laboratory of quality and 

living standards of the Institute of Socio-Economic Population Problems of the Russian 
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Academy of Sciences, in the current conditions the cost of living should be on average no less 

than three times higher than the existing level and should be approximately 35 thousand rubles 

(Ivanov, 2019). 

 

3. NFLUENCE OF THE PROFESSIONAL-OFFICIAL STATUS ON THE PAY LEVEL 

Implying an increase in the share of the high-tech sector and high-tech industries structural 

adjustment tends to be an urgent problem for the Russian economy. A necessary condition for 

moving in this direction one should be consider tackling social problems, in particular, the 

improvement of the labor payment system, turning into an incentive for better work under 

certain conditions. It makes sense to consider the modern economy as a structure that includes 

three sectors, depending on the nature of production activity and the type of goods produced. 

The primary sector is the extraction of raw materials and their processing, the secondary -  

making  industrial products, energy and water supply, construction. The service sector can be 

considered as the tertiary sector: transport, communications, trade, education, healthcare, 

tourism and other services. In addition, this includes services related to production planning 

and its arrangement - information technology, research, global marketing, banking and financial 

services (if the quaternary sector is not allocated separately). From a theoretical point of view, 

labor, regardless of industry specifics, but requiring an employee to have approximately the 

same level of qualification, should be evaluated equally by the market. Be it an engineer, 

operator or manager. In any case, if the market mechanism works quite efficiently, then a 

tendency of the equalizing these levels should manifest it. Fig. 1 - Fig. 4 show  the ratio and 

dynamics of the pay level  of particular professional and position groups of employed  within 

the framework of activities representing three sectors of the Russian economy. The extracting 

sector was the leading one in terms of pay for all four categories of employees in 2017. But, if 

the heads of enterprises and their structural divisions in the field of fuel and energy resources 

extraction earned 2.1 times more than in education, so the  professionals of the two categories 

mentioned earned  2.5 and 2.7 times more, respectively, and skilled workers in  extractive 

industries - 3.1 times more. And the point here is not that the education sector has lagged behind 

in hiring highly qualified specialists and skilled workers. The determining factor is that a skilled 

worker in the educational sector earns only 25% of the amount the worker in the extractive 

industry does, according to 2017. At the same time, the executive’s earnings in the field of 

education amounted to only 43% of the executive’s earnings in mining. As for the latter, being 

reasonable a significant share of pay is made up of compensation and incentive payments for 

harmful working conditions. But wages only one and a half times higher than the current cost 

of living and cannot be considered as an adequate assessment of labor of any complexity in the 

modern economy, including the education system. 
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Figure 2: Dynamics of the average accrued wages of enterprise executives and their 

structural divisions by type of economic activity (Trud i zanyatost' v Rossii, 2007, 2009, 2011, 

URL; Trud i zanyatost' v Rossii,2013, p. 470; Trud i zanyatost' v Rossii,2015, s.269; Trud i 

zanyatost' v Rossii,2017,p. 254; Svedeniya o zarabotnoy plate rabotnikov organizatsiy po 

kategoriyam personala i professional'nym gruppam rabotnikov za oktyabr' 2017 g.,2018) 

 

Figure 3: Dynamics of the average accrued wages of highly qualified specialists by type of 

economic activity (Trud i zanyatost' v Rossii, 2007, 2009, 2011, URL; Trud i zanyatost' v 

Rossii,2013, p. 470; Trud i zanyatost' v Rossii,2015, p.269; Trud i zanyatost' v Rossii,2017,p. 

254; Svedeniya o zarabotnoy plate rabotnikov organizatsiy po kategoriyam personala i 

professional'nym gruppam rabotnikov za oktyabr' 2017 g.,2018) 

 

 

 

 

 

 

 

Figure following on the next page 

 

 

 

 

 

 



51st International Scientific Conference on Economic and Social Development – Rabat, 26-27 March 2020 

 

300 

Figure 4: Dynamics of the average accrued payroll of mid-level specialists by type of 

economic activity (Trud i zanyatost' v Rossii, 2007, 2009,2011, URL; Trud i zanyatost' v 

Rossii,2013, p. 470; Trud i zanyatost' v Rossii,2015, p.269; Trud i zanyatost' v Rossii,2017,p. 

254; Svedeniya o zarabotnoy plate rabotnikov organizatsiy po kategoriyam personala i 

professional'nym gruppam rabotnikov za oktyabr' 2017 g.,2018) 

 

Figure 5: Dynamics of the average accrued wages of skilled workers in industrial enterprises 

of construction, transport, communications and related enterprises by type of economic 

activity (Trud i zanyatost' v Rossii, 2007, 2009,2011, URL; Trud i zanyatost' v Rossii,2013, p. 

470; Trud i zanyatost' v Rossii,2015, p.269; Trud i zanyatost' v Rossii,2017,p. 254; Svedeniya 

o zarabotnoy plate rabotnikov organizatsiy po kategoriyam personala i professional'nym 

gruppam rabotnikov za oktyabr' 2017 g.,2018) 

 

One can see the general growth trend in nominal wages, but the rates vary, and therefore the 

ratios become different. The gap between the maximum level (extractive industries) and the 

minimum level (education) at the beginning and at the end of the period under consideration is 

reduced for all categories of employees from 0.4 to 1.0 times, with the exception of highly 

qualified specialists, for whom the gap has grown slightly: from 2 5 to 2.6 times. It has equaled 

3.4 for intermediate level specialists, workers - 2.8, executives - 2.4 times. The prevailing trend 

of reducing differences in the level of wages of the same category of the people employed in 

different types of activities is a positive point, since it reflects the smoothing out of unreasonable 

intersectorial pay differences in in the Russian economy. From a theoretical point of view, it is 

difficult to explain the big differences in the earnings of workers in different activities versus 

the smaller differences between top-level professionals and executives, since more complicated 

work can be more differentiated in terms of pay.  
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However, our previous study, based on the trend identification and determining the reliability 

level of the approximation of data series had shown that workers displayed the lowest wage 

differentiation by type of activity was observed (according to data of 2013). It was somewhat 

lower for professionals, but noticeably higher for representatives of the administrative 

apparatus (Fyodorova, 2016). This was caused, in particular, by the fact that the managerial 

staff, as compared with workers, has a higher level of education and a specific human capital. 

Rregardless the type of activity, the category of intermediate level professionals showed the 

highest increase of nominal wages between 2005 and 2017- more than five times, the earnings 

of executives and specialists of a higher category increased somewhat more slowly, the wages 

of skilled workers increased only three times. Education proved to be a lagging sector for all 

categories of the employed, being not appropriate for the development needs of the modern 

economy. 

 

4. CONCLUSIONS 

1) Analysis of the wage and salary level of the aggregated categories of employed in the 

Russian economy according to official statistics has showed no profound differences in this 

indicator. The salaries of enterprise executives as the highest paid employees in 2017 

exceeded the salaries of the other categories of employees less than two times, and a little 

more than three times, being estimated as acceptable ratios from the economic point of 

view. A thorough  analysis of existing problems in the field of remuneration can be given 

on the basis of additional information, in particular, on the allocation of each category of 

employees by pay level within the framework of decile groups of the employed by type of 

activity. 

2) Along with the gradual increase in the nominal wages of the categories of employed under 

consideration, there is a lag in the tertiary sector, represented in this study by the education 

system. This sphere is characterized by the lowest pay level for all categories of employees 

and its slow growth, being inappropriate for the objective set to shape a new technological 

structure. 

3) Since the existing artificially low social standards do not ensure the reproduction of the 

ability to work of skilled workers and ordinary employees of almost all sectors of the 

economy, as well as a significant part of professionals, it is relevant, along with raising the 

pay level of the lowest paid categories of workers, its steady growth for all professionally - 

position groups. The determining institutional prerequisite for pay raising is the 

development and application of social standards that meet modern requirements for 

economic development. 
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ABSTRACT 

The experience of developed countries testifies to the success of mortgage loan mechanisms. 

This mechanism allows citizens who do not have sufficient funds for a one-time purchase of 

housing, but have a stable income and certain savings, to solve the housing problem. We can 

say that the practice of mortgage loans has been formed in the Russian Federation. The 

foundations have been laid and the legal framework for its operation has been created. This is 

reflected in the dynamics of a number of indicators such as: the number of credit institutions 

that provide mortgage loans; the volume and average size of mortgage loans; the mortgage 

interest rate and terms; the share of mortgage loans in GDP. But does these facts imply that 

mortgage lending has become widespread and affordable for the majority of citizens of the 

Russian Federation? To answer this question, the article assesses the availability of mortgage 

loans and services to the Russian population in 2001-2019 using the case of the Novosibirsk 

region. The most important factors of mortgage loan availability are analyzed on the basis of 

the state statistics: income as a source of monthly loan repayment and servicing; savings as a 

source of down payments; the price of one square meter in a standard two-room apartment on 

the secondary market; the mortgage interest rate; the loan term. The assessment of the 

purchased housing is given from the point of view of such indicator as "adequacy of housing", 

that is, the ability to meet human needs in accordance with modern society requirements. The 

main conclusions of the study are as follows: mortgage loans have become a real way to buy 

housing, primarily of economy class. And this is despite the fact that mortgages are still an 

expensive option for solving the housing problem. The availability of mortgage loans for 

various segments of the population is increasing gradually. There is a considerable potential 

for further growth. A large role in the development of mortgages is played by the state, which 

considers mortgage loans as a priority way to solve the housing problem. 

Keywords: the availability of mortgages; mortgages; factors of mortgage availability 

 

1. INTRODUCTION 

In order to assess the availability of mortgage loans for various segments of the Russian 

population, it is necessary to determine their 'creditworthiness', i. e. the ability of the population 

to take a loan and repay it. On the one hand, this ability depends on average per capita income 

as a source of monthly loan repayment. On the other hand, it depends on average per capita 

savings as a source of down payment when buying a home. The income of the population 

determines, first of all, the availability of mortgages for different strata. And not just that. Such 

factors as the price of 1 square meter in the primary and secondary housing markets, the interest 

rate and the term of the mortgage loans, the "adequacy" of mortgage housing as the ability to 

meet the needs of the population in accordance with modern standards, etc. also have a 

significant impact. Let us analyze the impact of these factors on the mortgage lending using the 

example of the Novosibirsk region for the period of 2001-2019. The year 2001 was not chosen 

for the analysis by chance.  
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2001 is linked to the initial stage of mortgage system implementation – Law No. 98-03 "On 

mortgage loans in the Novosibirsk region" dated 11.05.2000 was adopted; economic and 

institutional framework was developed. The economic foundations of the mortgage lending 

include: the formation and development of primary and secondary housing market; the 

preponderance of private housing in the structure of the housing stock by forms of ownership; 

the decrease in budgetary financing of housing construction; the decline in the volume of free 

accommodation provided to the people in the housing waiting lists, low availability of housing 

for the majority of the population due to their low income; inability to purchase housing for 

those who have a stable income due to the lack of long-term loans. The organizational basis of 

the housing mortgage system was laid down by the establishment of the Novosibirsk Agency 

for Housing Mortgage Loans JSC as an institute of the secondary housing mortgage market. 

The majority stake (70%) belonged to the Housing Construction Fund of The Novosibirsk 

Region (state unitary enterprise). The bank granting loans was the Novosibirsk branch of 

Sibcontact Commercial Bank JSC. In the Novosibirsk region, first commercial mortgage loans 

were extended in September 2001, and by the end of the year only 3 loans were extended 

totalling 998 thousand roubles. In 2002, 24 loans were extended amounting to 12 million 735 

thousand roubles. In 2003 240 loans were extended amounting to 138 million 677 thousand 

roubles. Since 2004, the Novosibirsk branch of Sobinbank and Sibakadembank have become 

primary creditors, in addition to Sibcontact. Independent programmes are implemented by 

Sberbank, Novosibirsk Vneshtorgbank, and others. Since 01.01.2003, the social mortgage 

programme for public sector employees has been implemented in the Novosibirsk region. And 

in 2018, the Novosibirsk region enters the list of TOP 20 regions of the Russian Federation by 

the volume of mortgage lending, taking the 8th position by the following indicators: the volume 

of mortgage loans of 70 billion 494 million roubles; the growth rate of mortgage loans as 

compared to 2017 – 51,2%; the share in total volume of loans in Russia – 2.3%[10]. 

 

2. CALCULATIONS OF THE MORTGAGE LOANS AVAILABILITY INDICATORS 

IN THE NOVOSIBIRSK REGION 

The assessment of the mortgage availability can be presented in the form of an algorithm. 

• Step 1 – calculation of an average monthly per capita income for decile groups. For this 

purpose, the assessment is based on official statistics: income, population, and distribution 

of total cash income by decile groups. 

• Step 2 – calculation of savings per capita. In reality, the population saves only part of the 

income remaining after the deduction of final consumption. Since the saving behaviour of 

the population depends on the level of income, it is also advisable to calculate the savings 

rate for decile groups. But since official statistics data on savings is not available, let us 

assume that savings are distributed in proportion to the income received. At the same time, 

we exclude those groups whose average per capita income is below the subsistence 

minimum, at/or slightly above it. These groups do not have savings. The savings of the 

Novosibirsk region population are represented by cash balances of the population; 

investments in securities, foreign currency deposits, and investments in foreign currency. 

• Step 3 – Calculation of savings and income required to pay the down payment, repayment 

and servicing of the mortgage loan for the purchase of a typical apartment in the 

Novosibirsk region secondary housing market. 

 

Here is an example of the calculation for 2001: 

• cost of 1 sq. m. in a typical apartment on the Novosibirsk region secondary housing market 

amounted to RUB 10,558; 
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• the floor area of a standard 2-room apartment, based on the social norm of housing for a 

family of 3 people, is taken as 54 sq. m. This corresponds to the standard of the Housing 

Federal target programme; 

• the market price of this apartment was, respectively, 10,558 roubles x 54 sq. m = 570132 

roubles; 

• the down payment equal to 30% of the market price of the apartment is 171,039 roubles. 

And since the average family consists of 3 people it makes 57,013 roubles per a member; 

• the amount of the mortgage loan is 70% or 399,093 roubles for a period of 10 years and the 

interest rate is 18%; 

• an average monthly loan servicing and repayment on an annuity are equal to 7,191 roubles. 

• taking into account that these expenses make up 1/3 of the family's disposable income, we 

calculate the required income of 7,191 roubles: 0.33 = 21,791 roubles or 7,264 roubles per 

a family member. We compare the required income with the income calculated using 

statistical data. 

• As the income, we use the average salary for 10 decile groups of employees. The amount 

for 2 working family members in the 10th group is 14,438 roubles; 4,813 roubles per a 

family member. 

• We compare the savings calculated from statistical data with the ones necessary for 

accumulating the initial payment for 7 years – 678 roubles per month. 

 

It is obvious that even the 10th decile group as a whole did not have the income necessary for 

monthly payments to repay and service the loan. Its income constitutes 67% of the required 

amount. It also could not accumulate the amount needed for the down payment. We will make 

calculations to determine the availability of mortgage loan for the population of the Novosibirsk 

region in 2001-2019 and sum them up in a table. 

 

 

 

 

 

 

 

 

 

 

 

 

Table following on the next page 
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Table 1: Dynamics of mortgage availability indicators for the population of the Novosibirsk 

region in 2001-2019[1-4,6,7,16,17] 
Indicators 2001 2002 2003 2006 2007 2009 2011 2013 2015 2017 2019 

1.Cost of 1 sq. m. in a 

standard 2-room 

apartment in the 

secondary housing 

market, thousand 

rubles. 

10.558 13.388 13.419 35.7 50.7 49.9 45.1 50.95 54.97 50.78 53.79 

2.Area of a standard 

2-room apartment, sq. 

m. 

54 54 54 54 54 54 54 54 54 54 54 

• Market price of 2-

room sq. m. RUB., 

(point 1 х point 2), 

570.132 722.952 724.626 1927.8 2737.8 2694.6 2435.4 2751.3 2968.38 2742.12 2904.66 

4. Down payment 

thousand rubles (30% 

p. 3) 

171.039 216.885 217.388 578.34 821.34 808.38 730.62 825.39 890.51 822.64 871.39 

5. Per a family 

member, thousand 

roubles (p. 4: 3) 

57.013 72.295 72.462 192.78 273.78 269.46 243.54 275.13 296.84 272.2 290.47 

6. Mortgage loan 

amount, thousand 

roubles (p. 3-p. 4) 

399.093 506.067 507.238 1349.46 1916.46 1886.22 1704.78 1925.91 2077.87 1919.48 2033.27 

 

7. Loan term, years 

 

10 10 10 15 15 15 15 15 15 15 15 

8. Interest rate, per 

annum, % 
18 18 15 11.5 11.5 12.4 11.6 12.3 12.3 12.3 9.2 

9. Average monthly 

payment (annuity 

payment) RUB. 

7191.07 9119.0 8184.0 15764.0 22388.0 23125.0 20024.0 23487.0 25340.0 23409.0 20865.0 

10. Average monthly 

payments 

(differentiated 

payment), RUB. 

6343.92 8044.37 7423.66 13997.42 19878.73 20276.0 17756.54 20624.63 22252.05 20555.77 19133.51 

11. Monthly income 

required by the family 

to repay the loan, 

RUB (p. 9: 0.33) 

21791.13 27632.06 24800.0 47769.24 67842.24 70075.75 60678.8 71172.7 76787.87 70936.4 63227.3 

12. Monthly average 

per capita income 

required to repay the 

loan, RUB (p. 11: 3) 

7263.71 9210.69 8266.66 15923.2 22614.1 23358.6 20226.3 23724.2 25595.95 23645.5 21075.8 

13. Availability as an 

ability of decile 

groups to service the 

loan: 

tenth 

ninth 

eighth 

seventh 

sixth 

 

 

 

not 

available 

 

 

 

not 

available 

 

 

 

available 

 

 

 

available 

 

 

 

available 

 

 

 

available 

 

 

 

available 

available 

 

 

 

available 

available 

 

 

 

available 

available 

 

 

 

available 

available 

available 

available 

 

 

 

available 

available 

available 

available 

available 

14. Availability as an 

ability of decile 

groups to accumulate 

a down payment: 

tenth 

ninth 

eighth 

seventh 

 

 

 

 

not 

available 

 

 

 

 

not 

available 

 

 

 

 

available 

 

 

 

 

available 

 

 

 

 

available 

 

 

 

 

available 

 

 

 

 

available 

 

 

 

 

available 

available 

 

 

 

 

available 

available 

 

 

 

 

available 

available 

available 

 

 

 

 

 

available 

available 

available 

available 

 

3. THE ANALYSIS OF THE DYNAMICS OF MORTGAGE AVAILABILITY 

INDICATORS FOR THE NOVOSIBIRSK REGION POPULATION IN 2001-2019 

Based on the calculations presented in the table, the following conclusions can be made. 

 

• Conclusion 1. Obviously, the availability of a mortgage loan depends on the dynamics of 

housing prices, since the mortgage and housing markets are closely linked. This connection 

results from the definition of a mortgage as a debt instrument that uses real estate to secure 

a debt obligation. The growth of residential real estate prices is a common pattern in all 

developed countries, including the Russian Federation and its regions. This leads to an 

increase in the volume and average amount of the mortgage loans. Thus, the price of 1 sq. 

m of housing and the price of a standard 1-room apartment in the secondary housing market 

of the Novosibirsk region increased by 5.1 times.  
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The amount of the mortgage loan also increased by 5.1 times. At the moment, the mortgage 

market in Russia does not shape prices in the housing market. The drop in prices that 

occurred during the analyzed period (point 1) did not result from "overheating" of the 

mortgage market. However, when mortgage market grows, the dynamics of housing prices 

will be determined to a greater extent by the availability of loans. 

• Conclusion 2. When mortgage interest rates are decreasing, mortgage availability and 

demand for mortgage loans are increasing, and vice versa. In the Novosibirsk region, the 

mortgage loan rate has almost halved – from 18% in 2001 to 9.2% in 2019. But it remains 

high if compared to developed countries. 

• Conclusion 3. The availability of mortgage loans depends not only on the interest rate, but 

also on the type of mortgage and, consequently, on the type the loan repayment. The table 

shows calculations of average monthly loan payments of two types: annuity payment (point 

9) and differentiated payment (point 10). The comparison shows that with the same interest 

rate and the same loan term, the monthly amount of annuity payments is 10-14% higher 

than differentiated ones. The annuity overpayments by year are shown in figure 1. 

 

Figure 1: The amount of overpayments on an annuity payment within the mortgage term 

 

Obviously, a differentiated payment is beneficial to the borrower, and an annuity payment is 

beneficial to the bank. Firstly, the bank includes a larger amount of interest on the loan in the 

annuity payment, and then the principal debt will constitute a larger proportion of the payment. 

This reduces the bank's risks in the event of the borrower's insolvency. 

 

• Conclusion  4. The average amount of a mortgage loan increased from 399 thousand roubles 

in 2001 to 2033 thousand 270 roubles in 2019, i.e. 5.1 times. Accordingly, the average 

monthly payments have increased; regardless of the way the interest is accrued (see p. 9, p. 

10). For annuity payments they increased from 7191 roubles to 20865 roubles; i.e. 2.9 times. 

And for differentiated payments the increase was from 6344 roubles to 19134 roubles; i.e. 

tripled. 

• Conclusion 5. The average term of the mortgage loan has increased by 1.5 times – from 10 

years in 2001 to 15 years in 2019. It should be noted that the loan terms offered by banks 

operating in the Novosibirsk region vary. They grant loans for a period of up to 30 years. 

In our calculations, we considered the most popular term of the loan. Choosing it, the 

borrower should understand that with the increase in the loan term, the amount of average 

monthly payments decreases. But the total amount of payments on the loan increases 

significantly. In our case, in 2019, a loan of 2033 thousand 270 roubles was taken. At an 

interest rate of 9.2% per annum and for a loan term of 15 years, monthly annuity payments 
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amount to 20,865 rubles; and the total amount of payments to repay the loan is 1,722,430 

roubles. With a loan term of 25 years, monthly annuity payments amount to 17,342 roubles, 

and the total amount of payments to repay the loan is 3,169,330 roubles. At an interest rate 

of 12.3% and for a loan term of 15 years, monthly annuity payments amount to 24,796 

roubles, and the total amount of payments to repay the loan is 2,430,010 roubles. With a 

loan term of 25 years, monthly annuity payments amount to 21,867 roubles, and the total 

amount of payments to repay the loan is 4,526,830 roubles. Thus, the increase in total loan 

payments with increasing terms is less noticeable as the interest rate of the loan decreases. 

Therefore, when the interest rates are high, it is advisable to increase the loan term. 

• Conclusion 6. The availability of a mortgage loan is also determined by the amount of the 

down payment (point 4). It directly determines the amount of the mortgage loan (point 5). 

We can say that the "loan/collateral" ratio at the moment of the mortgage extension reflects 

the ability of the borrower to save money. The greater the share of own funds invested into 

the purchase of housing, the greater the motivation of the borrower to repay the loan, so that 

this housing is not lost.  

 

In the analyzed period, the Novosibirsk Agency for Housing Mortgage Loans JSC for the 

Novosibirsk region, its successor Dom. RF. Mortgage Agent and the majority of banks that 

have their own mortgage programmes in the Novosibirsk region, followed the standard scenario 

– a down payment of 30% of the apartment price, 70% mortgage loan. However, some banks 

lessened the requirements for the borrower and provided a mortgage loan with a lower down 

payment (10-20%) and even without it. This approach has gradually become quite widespread, 

and at the beginning of 2019 in Russia, the share of loans with a down payment of 10-20% in 

the total volume of loans granted reached 43.3% [8]. It may seem that a lower down payment 

is beneficial to both the borrower and the lender. This allows the lender to increase the loan 

portfolio, and makes it easier for the borrower to access a mortgage loan. But in reality, loans 

with a lower down payment are characterized by an increased level of risk for both the borrower 

and the lender. The borrower is more likely to experience a temporary decrease in income and 

will have difficulty repaying the loan. The lender increases possible losses in the event of the 

borrower's insolvency. 

 

• Conclusion 7. The calculations show that the availability of mortgage loans for the 

population of the Novosibirsk region is gradually increasing. This is especially noticeable 

since 2013. This conclusion is confirmed by our calculations made on the basis of other 

methods [12, 13]. In 2001-2002, the mortgage option under consideration was not available 

even to a family with a salary in the 10th decile group. In 2003-2009, such a family could 

afford a mortgage. Since 2011, the availability of mortgage loans has been growing and in 

2019, a family with a salary in the 6th decile group could purchase a standard 2-room 

apartment with a mortgage. Its income is to exceed 60 thousand roubles. This is the evidence 

that mortgages are still an expensive solution to the housing problem. Families with 

incomes in 8-10th decile groups can and will most likely consider other options for 

improving housing conditions [14, 15]. 

• Conclusion 8. Calculations show that the availability of a mortgage loan in terms of the 

ability of the population to accumulate a down payment is also growing (p. 14). In 2001-

2002, even a family with a salary in the 10th decile group could not do this. In 2003-2011, 

such a family could accumulate the down payment required to purchase a standard 2-room 

apartment. Since 2013, the availability of the mortgage loan has been growing, and in 2019, 

representatives of 7-9th decile groups could afford it. At the same time, the availability of 

mortgage loans is increasing against the background of falling real income of the population 

over the past few years. Is there a contradiction? It is believed that the stabilization of the 



51st International Scientific Conference on Economic and Social Development – Rabat, 26-27 March 2020 

 

309 

housing prices, as well as the reduction in the mortgage interest rate played a significant 

role in the growth of affordability. But it is too early to say that the mortgage lending have 

become mass and affordable. 

 

Let us evaluate the housing purchased with a mortgage in terms of its "adequacy". "Adequate" 

is the housing that meets modern standards of society. Modern society recognizes the right to 

adequate housing as basic rights. The size of housing is regarded as a quantitative assessment 

of its adequacy. Adequate housing is a housing of the adequate size. Its sufficiency can be 

determined by a number of indicators: average floor area/home size per 1 person; number of 

families in one residential unit; number of people in one room or number of rooms per 1 person, 

etc. In this case: 

• One family acquires separate, isolated housing, and this corresponds to average European 

standards. 

• There are 18 square meters per a family member. This corresponds to the average floor area 

per 1 person in the Novosibirsk region in 2001-2003. In 2018, the average floor area per 1 

person in the Novosibirsk region was 25.2 sq. m. Thus, the indicator of average floor area 

per 1 person in the purchased apartment is lower than the average for the Novosibirsk 

region. And is not comparable to the international minimum standard of 30 sq. m. per 

person. 

• The occupancy density of the apartment is expressed in formula K=n-1, where k is the 

number of rooms and n is the number of family members. Thus, there are 0.67 rooms per 1 

family member, with the minimum international standard of 1 room per 1 family member 

in a separate apartment or house. It is obvious that the purchased apartment can not be 

considered as adequate housing. It does not meet the requirements of society at the moment 

and will not be able to meet them in 15 years [13]. This is the evidence that with existing 

high housing prices, demand is primarily affected by the family income. And factors that 

are important in other situations, such as family composition, level of housing, lose their 

importance. 

 

4. CURRENT SITUATION IN THE MORTGAGE MARKET 

The general trend in the development of the mortgage market of the Russian Federation and 

Novosibirsk region is the growth of mortgage loans volume over the whole period considered. 

The Russian financial market has not yet faced mortgage crises, although the crisis situation 

was observed in 2009-2010. This is evidenced by the following factors: the decrease in the 

volume of mortgage lending; increase in the mortgage interest rate; increase in the volume of 

overdue debt and its share in the total debt on mortgage lending; decrease in the volume of 

refinanced mortgage lending due to increased risks, etc. However, it was caused by external 

factors – the global financial crisis that began in the US mortgage market []. Some signs of a 

crisis situation were observed after 2014 in connection with economic sanctions against the 

Russian Federation. However, this situation did not change the overall positive dynamics in the 

development of the Russian mortgage market. The growth of mortgage lending has been 

particularly noticeable since 2013. In 2013-2019, the volume of the mortgage loan portfolio 

increased by 3.65 times – from 2.0 to 7.3 million roubles. The share of mortgage loans in the 

total portfolio of loans to individuals increased from 27.8% to 42.8% [8]. And there is a 

significant potential for further growth of the mortgage lending. Despite the growth in the 

volume of housing and communal services, their share in 2019 was less than 7% of Russia's 

GDP. While in emerging markets this share is 10-30% of GDP, and in developed countries it is 

more than 100%. The activities of the Russian Federation Central Bank and the state, which 

considers mortgages as a priority way to improve the living conditions of the population 

contributes to the growth of the mortgage market and ensure its balance.  
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Thus, the Central Bank's policy is directed against the massive reduction of requirements for 

borrowers by banks: providing loans with a low down payment and a high debt load. Weak 

lending standards increase risks, lead to significant losses in the banking sector, and severe 

social consequences if the borrower loses their home. In this regard, the Russian Federation 

Central Bank is already applying macroprudential regulations aimed at reducing the share of 

mortgage loans with a down payment of 10 to 20%. This includes an increased risk ratio that 

affects the capital adequacy of a credit institution. The higher the risk ratio, the more capital is 

to be reserved for the provision of credit and the less profitable such lending is. This activity 

during 2019 led to a decrease in the share of loans with a down payment of 10-20% down to 

35.7%, but it is still high [8]. The Central Bank's policy is aimed at reducing the share of 

borrowers who have simultaneous debts on loans. The higher the borrower's debt load, the more 

likely it is that over the long term of the mortgage loan, they will face a temporary decrease in 

income and will experience difficulties with servicing the loan. As of 01.09.2019, the share of 

mortgage borrowers having other outstanding debts was 46%. Among them are those who take 

out a consumer loan as a down payment on a mortgage. A consumer loan taken three months 

prior to the mortgage loan may indirectly prove it. However, the share of such borrowers is 

insignificant and it does not exceed several percent of the loan [11]. In this regard, the Central 

Bank instructed the banks to calculate the indexes of the individual's debt load for all newly 

granted loans in accordance with a more conservative approach from 01.10.2019. It 

macroprudential regulations may be applied to limit the debt load. The state's activities are 

primarily aimed at creating general conditions for economic stabilization: to decrease the level 

of inflation to the target numbers; to lower unemployment, etc. This should lead to an increase 

in the real income of the population, which have not grown much over the past few years. Great 

hopes are placed on the Housing and Urban Environment national projects, availability and 

massafication of the mortgage loans being one of their priorities; on the Demographics project, 

the implementation of which also creates the possibility of further improvement of housing 

conditions for young families and families with children. So, from 01.01.2020, the "maternity" 

capital programme provides for payments of 466 thousand roubles for the birth of the first child; 

an increase in the "maternity capital", allowance paid by the state for the birth of the second 

child. It can be used as a down payment when taking a mortgage loan. In addition, a part of the 

mortgage loan is written off with the birth of the third child and subsequent children; a part of 

the down payment can be subsidized at the expense of the budget funds. The state should 

promote competition in the mortgage market. The mortgage market in Russia is highly 

concentrated. So, in 2018, 85% of all mortgage loans and 87% of mortgage debt accounted 

were granted by 5 banks: Sberbank, VTB, Gazprombank, Rosselkhozbank, DeltaCredit. 

DeltaCredit is the only private bank in this list, and the state owns a part of the capital of the 

other 4 [10]. It seems that these and other measures will increase the availability of mortgage 

loans and increase the demand for them. 

 

5. CONCLUSION 

The sustainable development of the economy, accompanied by an increase in real income and 

a decrease in the mortgage interest rate, will certainly contribute to the growth in the demand 

for mortgage loans. The state, recognizing the housing market as the main financial instrument 

for providing housing for the population, deliberately stimulates the demand for mortgage loans 

even for those whose income does not allow them to do so, meaning low-income citizens and 

large families. However, "excessive" demand for housing and communal services can have a 

significant negative impact not only on the financial sector, but also on construction, on 

industries that depend on consumer demand, and as a result – on the economy as a whole and 

will lead to severe social consequences.  
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Therefore, both the Central Bank of the Russian Federation and government agencies must 

ensure a balanced development of the mortgage market. 
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ABSTRACT 

The ongoing integration processes in industry markets are the basis for their transformation in 

the direction of rigid oligopolistic structures. The growth of concentration in industries in 

Russia and other countries is dictated by the need to find ways to improve the competitiveness 

of enterprises. The article describes the processes of concentration of production as a result of 

grouping of enterprises in industry and international markets; formation of coalitions to 

coordinate activities in the market. The regularities of combining firms into strategic groups 

are revealed. The article presents the results of analysis of the relationship between the level 

of concentration and profitability of the industry in different ways of grouping enterprises. It is 

proved that the best performance of the industry can be achieved within the framework of a 

structure with a higher level of concentration. 

Keywords: Concentration, oligopoly, efficiency, strategic group, cartel 

 

1. INTRODUCTION 

The patterns of development of material production sectors in the Russian economy based on 

market principles are almost identical to trends in developed countries. A number of objective 

factors (the desire to enter international markets, take a leading position and others) have led to 

a revision of the paradigm of general downsizing of enterprises and the thesis about the 

necessity of competitive "struggle", as an attribute of the market, between manufacturers. The 

empirical reality is that the institutional organization of the economy is increasingly being 

modified in the direction of forming large corporate structures, associations, financial and 

industrial associations, including interstate ones, by integration and coordination of the 

activities of market participants on the supply side. The concentration of Russian industry 

exceeded not only the European level, but also the level of the USA and South Korea. For 

comparison, in Germany, ten integrated business groups (IBG) account for 15% of industrial 

output, in the USA - 27%, in South Korea - 32%. The thesis that the market structure determines 

the behavior of enterprises, and in turn the results of the functioning of the market, has been 

repeatedly tested by Russian and foreign economists. The theory of industrial organization 

focuses on identifying the relationship between the level of structural concentration and the 

profitability of the industry. Most theorists agree that increasing concentration, as a rule, leads 

to the monopoly power of enterprises and the loss of public welfare. However, the 

transformation of a highly concentrated market into a monopoly is possible only under certain 

conditions,  such as high entry barriers. Therefore, the problem of the result of market activity 

is more complex than it appears in the framework of microeconomic theory. 

 

2. GLOBALIZATION AND TRENDS OF TRANSFORMATION OF RUSSIAN AND 

FOREIGN MARKETS 

The concentration growth trend in the industries of Russia and other countries is explained by 

the need to increase the competitiveness of enterprises. Large corporations that have the ability 

to use economies of scale, flexibility of the production base, introduce innovations and carry 

out investment processes, including innovations, usually operate successfully in world markets. 

The desire to maximize profits leads to the formation of various kinds of coalitions and indicates 

a continuous restructuring of Russian industry.  
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Currently, even large companies do not remain completely independent. In this regard, there is 

a growing tendency to conclude strategic alliances, to move to “organized” markets, which are 

a higher form of evolutionary development of markets. Determining the level of concentration 

in the context of coordination remains a difficult task in Russia and other European countries. 

Official concentration indices do not reflect the real level, since they do not allow fixing the 

informal relations of rivals. An interesting task is to determine the relationship between the 

level of concentration and industry performance [10]. What are the reasons for the growth of 

concentration and integration of enterprises in the industry of Russia and other countries? In 

recent decades, the economies of industrialized countries have changed a lot since the modern 

world is undergoing a process of profound transformation. Among scholars of various fields, 

the concepts of creating a new “information society”, “mass consumer society”, “new industrial 

society”, etc., are put forward, and each of them affects the process of globalization. This 

concept is used to characterize various processes, such as global economic, political and cultural 

integration, the unification of the world economy into a single market. On this basis, a single 

global network market economy is formed [8, 15]. The views on the causes of globalization are 

debatable. Historians connect this process with the development of capitalism. Economists see 

the cause of globalization in the transnationalization of financial markets and the rapid growth 

of international trade. Political scientists emphasize the spread of democratic organizations. 

There are information technology approaches to explain the processes of globalization. The 

development of information technologies contributes to the acceleration of this phenomenon 

[8]. The rapid transformation of the economic systems of different countries requires modern 

firms to review management concepts and methods. The large role of concentration of 

production and integration of enterprises is not only preserved, but also acquires a qualitatively 

new significance. A previous understanding of these processes seems limited in the new 

changing environment. Improving the competitiveness of enterprises is the main factor in the 

transformation of markets in the direction of increasing concentration [13, 14, 16]. Mergers and 

acquisitions of firms by combining assets are not always successful and often lead to lower 

economic performance of organizations and markets. Therefore, the issue of finding the most 

optimal form of enterprise integration that can improve the performance of enterprises and 

markets remains relevant. Numerous results of empirical studies indicate that the concentration 

level of a large number of traditional industry markets has reached its critical value. New 

markets associated with high technology require new approaches. Concentration research 

remains an important task when trying to answer the question - which market structure is the 

best? In the modern theory of management, researchers are interested in market structures that 

contain elements of competition and cooperation. As a rule, these are oligopolistic markets [3, 

4]. A modern form of enterprise integration is the formation of strategic groups on an informal 

basis with the aim of coordinating activities on the market. The coalition (strategic groups) 

combines enterprises on the basis of the similarity of strategies: the same areas of product 

diversification, the number and types of distribution channels, product quality, volume and 

direction of investment, level of fixed costs and dynamics of changes in marginal costs. The 

fundamental motive for grouping enterprises is the desire to maximize profits. The formation 

of coalitions requires certain market conditions, namely a high level of concentration. Such a 

combination allows firms to achieve greater stability in the market than in autonomous 

functioning, while maintaining legal independence. Obviously, this method of integration is not 

traditional and requires new approaches to management, both from the state and from the 

managerial staff of firms. Full control over the activities of integrated firms without legal 

registration of mergers and acquisitions can be achieved with the help of thoughtful 

management. At Sheresheva M.Yu. such a phenomenon is called “quasi-integration”, “when 

there is control over the management of assets of legally independent companies in the absence 

of control over property” [19, p. 63].  
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We are interested in the integration of this kind from the standpoint of the efficiency of 

enterprises and industries, their sustainability, as well as the application of antitrust regulation 

measures. It is important to determine the principles for combining firms in a coalition. While 

maintaining a legally autonomous position, the key prerequisite for the sustainability of 

strategic groups is the motivation of each participant to act in a coordinated manner in order to 

achieve greater profitability. The stability of coalitions is also determined by the stability of 

demand, the height of entry barriers to the market, the number of sellers, and the fear of 

punishment for violating the agreement. The ongoing integration processes in industry markets 

are the basis for their quality transformations. Intercompany interaction in a coalition should be 

considered as cooperation of partners based on trust. However, cases are not excluded when 

cooperation involves a certain restriction on the autonomy of partners and is associated with an 

unequal distribution of costs and benefits. That is, oligopolistic cooperation does not exclude 

conflicts related to power, control, dependence, competition and unequal exchange. The 

opportunistic behavior of firms entails large costs of organizing penalties for breach of 

agreements. The probability of violation of agreements will be low if the benefits of cooperation 

in the coalition are higher than from autonomous functioning. Therefore, to achieve the stability 

of the coalition, it is necessary to find ways and mechanisms of the optimal distribution of 

production volumes, profits and costs [3, 5, 7]. 

 

3. EMPIRICAL EVIDENCE. PRINCIPLES OF ASSOCIATION OF FIRMS IN THE 

COALITION 

A study of the relationship between the level of concentration and the results of market 

functioning, the determination of the laws governing the formation of strategic groups, was 

carried out in the building bricks market of Novosibirsk. Cost data and demand functions were 

used. According to the methodology for calculating the concentration level described in 

previous publications, an analysis of the industry profit 
=

=
0

1

)()(
k

k

kk QПQП  indicator was 

carried out on the building brick market in the Novosibirsk Region for all values of the 

coalitions number (k0 is a variable) and for different composition of enterprises forming a group 

(the set  is Ik (k0), k=1(1)k0) [8]. If the industry is represented by 7 enterprises, the number of 

coalitions is 6. The number of options for grouping enterprises into a coalition, even taking into 

account the restrictions imposed by the permissible level of market concentration, can be quite 

substantial. The analysis of the maximum values of industry profit depending on these 

parameters allows us to interpret the patterns of the coalition formation [1, 2]. Industry output 

and product price were taken as constant values (200 million units, 2200 rubles). Table 1 shows 

the results of the industry operation (profit, ATC , HHI), depending on the number of coalitions 

and the composition of enterprises in them. 
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Number of 

coalitions ( 0k ) 

1 

Cartel 

2 3 4 5 6 7 

The 

Cournot 
Model 

Number of the 

company that is 

part of the 
coalition 

(1, 2, 3, 

4, 5, 6, 7) 

(1,2), 

(3,4,5,6,7) 

(1), (3), 

(2,4,5,6,7) 

(1), 

(2),(3), 

(4,5,6,7) 

(1),(2), 

(3,7), 

(4), 
(5,6) 

(1),(3), 

(2,4), 

(5),(6),(
7) 

(1),(2), 

(3),(4), (5), 

(6) (7) 

1 89660 79350 74300 64410 62950 67400 60370 

2 29780 25650 32510 41540 40600 32410 38800 

3 50800 59500 60770 52710 49070 55160 49400 

4 21280 25200 23130 29410 33270 23080 31850 

5 2630 3150 2880 3720 6240 7030 6250 

6 1550 1900 1720 2230 3740 4370 3880 

7 4300 5250 4690 5980 4130 10550 9450 

Profit, thousand 
rubles 

144077 142418 142075 137950 134332 134163 132306 

Table 1: Оutput indicator Values for different number of coalitions in the industry that 

provide the highest industry profit, thousand rubles. 

 

Consideration of the coalition, including enterprises with high costs and lowest market shares, 

allowed the following conclusions. When the weakest market participants unite in a strategic 

group, their output will depend on the competitive environment - the number of coalitions 

operating in the market and the composition of enterprises in them. The volume of production 

and profits of such a coalition will be the less, the more on the market of autonomous 

competitors. The market share of this coalition is growing as the remaining firms group more 

and more. Therefore, less competitive participants often come together in strategic groups to 

increase their effectiveness. In the formation of coalitions consisting of leading enterprises and 

less efficient producers, there is an effect of suppressing the capacity of enterprises with high 

marginal costs. The more marginal costs differ, the lower is the economic motivation to form a 

coalition on the part of a less efficient producer. Thus, maximum profitability is achieved when 

a group of enterprises is formed on the basis of the principle of similarity in the dynamics of 

changes in marginal costs. When the enterprise has a significant competitive advantage, 

expressed in the lowest marginal costs and a significant market share, the alternative to the 

formation of coalitions is the desire of the enterprise to dominate the market [8]. The essence 

of coordinating the activities of leading enterprises in the building brick market is to observe 

price discipline in the supply of brick to its largest consumers. A cooperative policy is seen by 

most enterprises in oligopolistic markets as the most preferred behavior strategy. The 

conclusion of agreements on the division of the market by consumers allows us to avoid price 

competition and ensure a stable position in the future. 

 

4. EMPIRICAL ASSESSMENT OF THE RELATIONSHIP BETWEEN 

CONCENTRATION LEVEL AND MARKET PERFORMANCE 

A study of the relationship between the concentration level and industry profitability was 

carried out for the building brick market in the Novosibirsk Region on the basis of multivariate 

calculations. All market participants (seven firms) were grouped in coalitions from one to seven 

with different composition. Further, calculations were made of such indicators as profit, average 

costs, Lerner index, production volume for each company and coalition. Based on the 

calculation results, a graph was built. The figure 1 shows the relationship between the level of 

concentration of production and the profitability of the industry. 
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The horizontal axis shows the number of coalitions from one (this is an option to create a full 

cartel) to seven (where 7 is the original Cournot option) [1, 2, 6]. 

 

Figure 1: Change in the largest and smallest values of relative indicators depending on the 

number of coalitions k0: (Chepunova,  S., 2004, p.24 ) 
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Moreover, a different number of coalitions provides industry output equal to 200,000 thousand 

pieces. The intersection of two areas (1) and (2) shows that the same industry performance 

(profit,  ATC ) is achieved through cooperative interaction, when enterprises are combined into 

three, four, five coalitions with different composition of participants, and non-cooperative 

behavior according to the Cournot model . The functional causal relationship between 

concentration and industry profitability is true on average. There are gaps in the concentration-

profitability relationship. Market results (profit and ATC ) remain virtually unchanged, with a 

threefold increase in the concentration level (from HHI = 3357 to HHI = 10000). Thus, as a 

result of a study of concentration in the building brick market in the Novosibirsk Region, in 

terms of group coordination of actions, it was found that market efficiency can be almost equal 

for a different number of coalitions in the industry, but with a different composition of 

enterprises forming these coalitions. Accordingly, the concentration level can be significantly 

different for similar market parameters, which is confirmed by the presence of zones in Figure 

1: different numbers of coalitions with different structure of enterprises in them correspond to 
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the same values of relative indicators.  It is established that the equal level of concentration in 

the industry with a varying number of coalitions and the composition of enterprises in them 

demonstrate varying market activity results. An analysis of the results of the calculations allows 

us to state that an industry structure with a higher concentration level may be more effective 

than a structure with a lower concentration level. In the context of the organizational cartel, the 

volume of output is distributed among the participants most effectively (the lowest level of 

average costs per unit of goods produced is ensured). In addition, an increase in costs at one of 

the enterprises (or several) leads to a redistribution of output in favor of enterprises with the 

lowest marginal costs. However, with the full integration of participants into the cartel, full 

compensation for the reduction in industry output is not carried out, but only a part of it. The 

conclusions are identical with regard to the mechanism of interaction within coalitions [11, 13]. 

Thus, a positive aspect of the cooperative strategy of enterprise behavior is the focus on 

minimizing costs, which leads to resource savings. In addition, the greatest stability of the 

enterprise and the market structure is achieved. Without government intervention, a high level 

of industry profitability is ensured. A negative effect could be the threat of supply restriction 

and price inflation. However, as Leibenstein noted in his work, relying on empirical studies of 

other authors, the losses from monopolization for a country do not exceed several percent of 

GNP, and in most cases less than 1 percent [18, p. 478-481]. That is, if the costs of the monopoly 

are lower than those of competitors, the effect of cost savings may be higher than the effect of 

overpricing. In addition, the positive effect of coordination of actions can be kept with the help 

of state regulation, for example, through taxation of excess profits. This mechanism is able to 

restrain price growth and ensure production volumes at a level that meets the interests of not 

only firms, but also consumers. 

 

5. CONCLUSION 

Thus, an analysis of the relationship between the level of concentration and the profitability of 

the industry for various options for grouping enterprises (subject to the effect of identity) 

allowed us to conclude that the best performance of the industry can be achieved within a 

structure with a higher level of concentration. Consequently, the classification of markets, 

including “dangerously concentrated,” on the basis of such a legal guideline as the level of 

concentration can lead to undesirable economic consequences [17]. This provision should be 

taken into account in antitrust practices so that the rule of competition law would not contradict 

the objective processes of the concentration growth and would not interfere with the required 

competitiveness level of domestic enterprises and especially in world markets [9, 12]. Thus, it 

is necessary to change priorities in antitrust policy. A more important task than assessing the 

real level of concentration is to evaluate the performance of the industry at the appropriate level 

of concentration. The aim of regulation should be precisely to increase the efficiency of the 

industry, and not to maintain concentration at a level not related to the effectiveness of its work. 

Therefore, it is necessary to revise the norms of antitrust legislation regarding the establishment 

of the boundaries of the concentration level. They should be differentiated by industry, type of 

market, take into account the size of production, the nature of the technology, type of product. 

 

LITERATURE: 

1. Chepunova, S. N. (Lyubyashenko S. N.) (2004). Assessment of structural concentration 

and market performance: Abstract. dis. ... the economy. sciences'. Novosibirsk. 

2. Chepunova, S. N. (Lyubyashenko S. N.). (2004). Assessment of the level of structural 

concentration and the results of market functioning. The dissertation of the candidate of 

economic sciences. Novosibirsk. 

3. Lyubyashenko, S. N. & Mamonov, V. I. (2013). Market concentration in the conditions of 

grouping of enterprises and economic efficiency. Vestnik of NSUEM.  Novosibirsk. 



51st International Scientific Conference on Economic and Social Development – Rabat, 26-27 March 2020 

 

319 

4. Lyubyashenko, S.N. & Mamonov, V.I. (2015) Regional development trends and dynamics 

of production concentration.  Antitrust and competition protection in the Russian 

Federation: the economic content and essence of public law regulation Collection of articles 

of the III All-Russian Scientific and Practical Conference. Penza. 

5. Lyubyashenko, S.N. & Mamonov, V.I. (2015). The relevance of applying the grouping 

method in assessing the effectiveness of enterprises and markets. In the book: We continue 

the traditions of Russian statistics. Russian Statistical Congress. 2015. Р. 39-40. 

6. Lyubyaschenko, S.N. & Mamonov, V.I. (2013). Market concentration and economic 

performance / Modern research on social problems (electronic scientific journal). 2013. No. 

7.  Retrieved 19.02.2020 from https://elibrary.ru/item.asp?id=21156775 

7. Lyubyashenko, S. N. (2006). Evaluation of the level of economic concentration and the 

results of market functioning // Scientific and Technical Gazette of St. Petersburg State 

Polytechnic University. Economic sciences. St. Petersburg: SPbSPU. № 6. P. 275. 

8. Lyubyashenko, S. N.  (2019). Methodological aspects of assessing the  market structure: 

concentration and efficiency. Economic and Social Development 49th International 

Scientific Conference on Economic and Social Development. Development – "Building 

Resilient Society" Book of Proceedings Zagreb, 468-475. Retrieved 20.01.2020 from 

https://www.esd-conference.com/upload/book_of_proceedings/Book_of_Proceedings_ 

esdZagreb2019_Online.pdf 

9. Lyubyashenko, S.N. (2009). Trends in structural concentration in industries in a crisis // 

Science. Industry. Defense. Proceedings of the X All-Russian Scientific and Technical 

Conference. Edited by: Levina V.E., Mishneva V.I. 2009. P. 244-247. 

10. Lyubyaschenko, S.N. (2013). Globalization as a cause of transformation of the structure of 

Russian industry // North-East Asia Academic Forum. China, 2013. Harbin University of 

Commerce. 

11. Lyubyashenko, S.N. (2013). Optimization of the results of enterprises in the context of 

increased integration in industry markets // The state of the financial system after an 

epidemic of moral hazard: monograph / team of authors; edited by A.Y. Rymanova. 

Novosibirsk: NSTU Publishing House, 2013 . Р. 154. 

12. Lyubyashenko, S.N. (2013). Oligopolies and sustainable development in the context of 

globalization. In the collection: Challenges of the modern world. Reports of the 

international scientific-practical conference. 2013. Р. 113-118. 

13. Lyaskin G.G.(2015). History of Economic Thought. The module-problem course / 

Novosibirsk, 2015. 

14. Lyaskin G.G. (2013). Economy. The module-problem course / Novosibirsk. 2013. 

15. Lyaskin G.G. (2001). Formation of antitrust policy in the transition economy of Russia: 

Federal and regional aspects. The dissertation for the degree of candidate of economic 

sciences / Kemerovo State University. Kemerovo. 

16. Tatarenko V.I., Lyaskin G.G. (2012). World Economy and International Economic 

Relations. Novosibirsk, 2012. 

17. Mamonov, V. & Lyubyashenko, S. & Borodin, V. (2012) Dynamics of structural 

concentration and its influence on the performance of industrial enterprises. Vestnik of 

NSUEM. Novosibirsk. Р. 87-93. 

18. Scherer, F. & Ross, D. (1997). Industrial Market Structure and Economic Performance. 

[Translated from English] M.: Infra-M. 697 p. 

19. Sheresheva, M. (2010) Forms of network interaction between companies / Publishing 

House of the State University Higher School of Economics. - Moscow. 



51st International Scientific Conference on Economic and Social Development – Rabat, 26-27 March 2020 

 

320 

THE BRAIN DRAIN OF PEOPLE FROM SLOVAKIA 
 

Martina Chrancokova 

Institute for Forecasting, Centre of Social and Psychological Sciences, Slovakia 

Faculty of National Economy of the University of Economics in Bartislava, Slovakia 

martina.chranckova@gmail.com; martina.chrancokova@euba.sk 

 

Gabriel Weibl 

Faculty of Social and Economic Sciences, Comenius University in Bratislava, Slovakia 

gabriel.weibl@fses.uniba.sk 

 

Dusana Dokupilova 

Institute for Forecasting, Centre of Social and Psychological Sciences, Slovakia 

progdusa@savba.sk 

 

ABSTRACT 

The word ‘migration’, is used frequently at the present. Unfortunately, many people relate to 

this word negatively. This paper will portray the voluntary and legal migration of Slovaks, from 

their smaller and landlocked Central European EU member state. It borders Poland, Ukraine, 

Hungary, Austria, and Czechia. The mobility habits of Slovak citizens has changed since the 

accession of the country to the EU in 2004. This paper will explore the reasons why so many 

Slovaks choose to leave their home country with the vision to study and later live abroad. 

Despite serious economic repercussions, the Slovak government has yet to address this 

recurring trend, although recently some initiatives sprang out with the aim of encouraging 

Slovaks to return. At the same time, most recently, the Slovak diaspora became an unsuspected 

target for the highest Slovak governmantel officials, who referred to them as second class 

citizens and questioned their right to vote in the February 2020 elections. Data collected for 

this study originates predominantly from Eurostat and OECD reports as well as from a case 

study of Slovak undergraduate students enrolled in a social science programme between 2016 

– 2018 at the Comenius University in Bratislava in terms of their possible future employment 

abroad. Although students are rather conservative in terms of their estimates of working abroad 

after their graduation, one third of them actually wish to work and live abroad indefinately. 

Their imagined destinations partly confirm the top ten study destinations abroad, although the 

scores are clearly higher for the UK, the US and Canada in comparisson to the remaining seven 

contries on the top 10 list.  

Keywords: Slovak migration, brain drain, knowledge management, student mobility EU, 

Slovakia 

 

1. INTRODUCTION   

The word migration is used commonly today. Most people associate it with illegal migration, 

hence the word migration gained a negative connotation. Many Slovaks associate this word 

with illegal crossings and misbehaving migrants or even with criminal activities. However, this 

article concerns voluntary migration, more precisely the migration of Slovaks, about their 

voluntary departure abroad. Inter EU migration mobility is not as closely monitored or as 

widely publicised as migration from developing countries, especially in comparison to migrants 

crossing the Mediteranean. There is no accurate data, which would record the number of 

Slovaks migrating to live abroad. Databases such as Eurostat and OECD contain only data on 

Slovak students studying abroad. Since this article is interested in brain drain from Slovakia, 

the focus was mainly on student flows, in the study destinations and types of study. The main 

focus was on the movement of Slovaks to the other V4 countries (Hungary, Poland and the 
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Czech Republic), but also to other countries. Since the European databases only offered data 

since 2013, data was analyzed with descriptive statistics and was sufficient to sketch a picture 

of Slovak migration. Many Slovaks seek academic degrees from abroad, especially from 

Western European countries or countries where English is the first language (The USA, Canada, 

Australia and New Zealand), however, the whole degree studies are seldom recorded. This 

study also offers an insight to Slovak students perceptions of living and working abroad after 

graduation. 

 

2. THEORIES ABOUT MIGRATION  

Most of the research on migration focuses on the evaluation of the migration flow, the reasons 

behind and the factors determining the scale of the migration. Research on international 

migration has increased since the mid 1990s. Russell King termed this era as the era of 

migration (King, 2008). The causes of increased migration are: developments in transportation 

and also in information technology and others. The foundations of migration theories were 

created by neoclassical economists, who regard the move for work as the main reason behind 

migration (Todaro, 1980). Massey (1993) stated, that the neoclassical theory focuses and is 

concerned with the income differences, especially in wages. They consider the main reason for 

migration is to maximize income. On the other hand, the so called neo-economists of migration 

offer a different view of migration as they don’t consider the households, instead the 

individuals, when it comes to migration (Stark, 1996). Another important theory of migration 

is the concept of push and pull factors of mobility. It is based on the relationnship and interplay 

between the two principles, which act simultaneously. Lee (1972), is one of the main scholars, 

who argues that it is especially the push factors which cause people to leave their country of 

origin. Some of the push factors are: dire economic situations in home countries, low living 

standards, ethnic unrest, violent conflicts, political discrimination, growing population density 

and so on. In the case of student migration it is the combination of perception of the scarcity of 

work opportunities after completing a degree, especially if one wants to remain in the chosen 

study fields, combined with the low income, scarcity of work opportunities, low living 

standards and dissatisfaction with the political situation in home countries (Chrančová, 2016; 

Weibl, 2015). These are matched and reinforced by a plethora of pull factors, such as: higher 

salaries, higher living conditions, better prospects in terms of new employment, positive 

experiences with migrants, greater sense of personal and political freedom, or the relative 

proximity of the migration destination from the home countries. Another concept is the world 

systems theory. The stronger the institutional systems, the more sought after the individual 

country as a migration destination. There is also a theory concerning work; the theory of dual 

labor market. It is based on the idea of Piore (1979), according to which the migration is not 

caused by push factors but by the pull factors of the receiving countries (scarcity in labor force). 

We agree with King (2008) and Boris Divinsky (2009) in that in reality there isn’t any unifying 

and systemic theory, which would offer a compact view on the issue of migration, its causes, 

dynamics nor effects. The preference is to consider the combination of several approaches and 

theories with the aim of utilising to a greater extent their advantages in order to extract the most 

relevant and exact conclusions. In this project we will examine the flow of migration: the brain 

drain and brain circulation. Brain circulation concerns mostly developing countries. In terms of 

the brain drain, the stress is on the exchange of knowledge and technology between the country 

of origin and the country of destination, which is further focus of this research. There is a reason 

why the focus should be on theories about human capital. Currently, the definition by G.S. 

Becker (1967) is the most favored, which understands human capital as utilisation of one's 

abilities, knowledge and skills with matching motivations. The focus is on the tacit knowledge, 

which is un-measurable with quantitative methods. Tacit knowlege is primarily revealed 

through face-to-face interviews as a thorough examination of experiences, reasons and 
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relflections and making sense of them all. The well known idea of Polanyi in this regard is that 

“we know more than we are able to say” (Perraton, Tarrant, 2007: 354). Williams and Baláž 

(2010) offered another categorization of tacit knowledge as: embrained, embodied, encultured 

and embedded. This categorization served as a base for this research on the types of tacit 

knowledge acquired by Slovak migrants and returnees.  

 

3. SLOVAK MIGRATION FLOWS FROM SLOVAKIA FOR EDUCATION 

The most up-to-date information published on Slovak migration originates form the Institute of 

financial policy, which states that Slovakia is facing a significant brain drain alongside the 

country's demographic deficit. Based on the registrations of compulsory health insurances there 

was a significant decrease in number of people residing in Slovakia, 300 000 people within the 

last 15 years, which is approximately 5% of the population. The steepest decline of insured 

people occurred during the time of joining of the EU. The numbers dropped between  2004 – 

2005 by more than 200 000 individuals. The situation has consolidated since then, and annually 

15 000 Slovaks leave the country, which accounts for 3% of the population. During the last 15 

years half of the Slovak migrants were below the age of 30 (MFSR, 2017). Since obtaining data 

on legal Slovak migration is unrealistic nowadays, European databases, in particular from 

Eurostat and OECD was used for data analysis. Between the years 2010 – 2013 according to 

this, every 10th university graduate left Slovakia, which represented cca. 12 – 14% of the 

graduates. These were mostly medical graduates and students who had completed technical 

degrees at Slovak universities. This is considered as a loss in terms of the country’s investment 

in education (MFSR, 2017). According to Eurostat data in 2013, as many as 32 078 Slovak 

students went abroad to complete their university education. This data also includes the short 

time study exchanges. For comparison in 2017 it was only 523 fewer Slovak students. Data 

show that the short study visits have become increasingly attractive as the number of student 

study visits rose from 409 in 2013 to 736 students in 2017. While the Bachelor degree studies 

are the most attractive in terms of volume, from 2014 to 2017 the number fell by 1094 students. 

Both, the MA and the PhD programmes recorded an increase of 102 students in the case of MA 

and of 142 in the case of PhD studies between 2013 and 2017, see Table 1 for the data and 

Figure 1, for the visual illustration.  

 

Figure 1: Migration flows of Slovaks for education in foreign in year 2017 

Source: Eurostat, 2020 
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Table 1: Migration flows of Slovaks for education 

Type of education 2 013 2 017 

Short 409 736 

Bachelor 17 612 16 518 

Master 11 916 12 018 

Doctoral 2 141 2 283 

Sum 32 078 31 555 

Source: Eurostat, 2020 

 

The further analyzes focuses in particular on studies concerning the Bc, Master and PhD. The 

top 10 study destination countries of Slovak students were selected for consideration and 

recorded in the following tables. Trends were followed in terms of country enrolments as well 

as the top 10 positions of the individual l0 countries. Data for the last 5 years shows that the 

order of countries has not changed in the bachelor study. The most visited country for the Bc 

was Czechia where 11 472 students studied in the year 2017. The second most popular country 

was the United Kingdom, where the number of students is significantly lower at 1 295. The 

third most popular study destination was Hungary which attracted 1211 students, followed by 

Austria with 571 students and Poland with 528 students. The remaining top 10 countries are 

Denmark, the Netherlands, Germany, France and Italy. Interestingly, the top 5, except the UK, 

were all Slovak neighboring countries. Table 3 shows in detail the top 10 study destination 

countries for the Bachelor between 2013 -2017 followed by Table 4 which contains the MA 

degree seekers. Other countries in which Slovak students studied bachelor's degrees were Spain, 

Switzerland, Belgium, Croatia, Finland, Norway, Ireland, Greece, Sweden and Iceland. 

 

Table 2: Slovak migration flows of students for bacherol education 

No. GEO/TIME 2013 2014 2015 2016 2017 

1 Czechia 13 396 12 667 12 015 11 747 11 472 

2 

United 

Kingdom 954 976 1 056 1 101 1 295 

3 Hungary 1 577 1 519 1 228 1 291 1 211 

4 Austria 606 640 628 594 571 

5 Poland 63 69 81 375 528 

6 Denmark 103 157 273 407 499 

7 Netherlands 183 207 255 271 314 

8 Germany  251 251 279 274 262 

9 France 118 104 102 114 97 

10 Italy : 123 102 80 72 

Source: Eurostat, 2020 

 

Similarly to the Bc students, Czechia was the most popular country for the Slovak MA students 

in 2017 with 9 141 enrollements. The second most popular MA study destination was Hungary, 

which attracted a significantly lower number of Slovak students, only 583, but the following 

two countries, Germany and Austria had similar numbers of MA students from Slovakia to 

Hungary, with 532 and 450 students. The UK was in fifth position with 267 MA students and 

the remaining countries, positions 6 – 10, were identical with the Bc destinations. They were: 

Poland, Denmark, France, the Netherlands and Italy, so the top 10 countries have not changed 

in this case. See Table 3 for more details. 
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Table 3: Slovak migration flows for master education 

No. GEO/TIME 2013 2014 2015 2016 2017 

1 Czechia 9 185 9 216 9 119 8 937 9 141 

2 Hungary 711 678 559 616 583 

3 Germany  595 631 652 618 532 

4 Austria 464 372 426 462 450 

5 

United 

Kingdom 280 285 244 212 267 

6 Poland 54 57 90 130 215 

7 Denmark 76 103 146 183 197 

8 France 177 210 190 160 165 

9 Netherlands 87 91 118 123 123 

10 Italy 82 69 74 72 69 

Source: Eurostat, 2020 

 

Czechia, perhaps not surprisingly, is the number one country with 1 842 Slovak doctoral 

students in 2017 and the trend has been steadily increasing since 2013 with an annual increase 

of approximately 50 students. The UK was the second most popular study destination for the 

Slovak PhD students, with a considerably lower number to that of Czechia. There were only 93 

enrolments in the UK, followed by 64 students in Austria, then 60 students in Hungary and 59 

in Switzerland. The actual numbers are given in Table 4 below. 

 

Table 4: Slovak migration flows for doctoral education 

No. GEO/TIME 2012 2013 2014 2015 2016 2017 

1 Czechia : 1 697 1 759 1 766 1 809 1 842 

2 

United 

Kingdom : 87 72 71 82 93 

3 Austria : 95 64 66 61 64 

4 Hungary : 70 86 71 81 60 

5 Switzerland 31 36 38 41 48 59 

6 France : 32 36 35 37 35 

7 Netherlands : 19 17 17 18 20 

8 Spain : 4 : : 10 17 

9 Sweden : 13 15 13 15 15 

10 Poland : 2 10 10 11 14 

Source: Eurostat, 2020 

 

Figure 2 shows the number of doctoral studies of Slovaks to European countries. Although in 

2015 there was a slight decrease in this amount to the previous year, the study of PhD degree 

abroad is a growing trend. While in 2013 there were only 2 139 PhD Slovak students, in 2017 

it was already 2 283 students. 

 

 

 

 

Figure following on the next page 
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Figure 2: Doctoral studies of Slovaks to European countries 

Source: Eurostat, 2020 

 

The goal of this article is to showcase in greater detail trends in the flow of Slovak higher 

education students abroad between the years 2010 - 2013, in particular to the V4 partners and 

the other European countries, as they attract the most Slovak youth as study destinations. The 

data revealed that from those Slovaks who studied in foreign countries, most of them study in 

Czechia which in future predisposes this country to become a favourite employment 

destination. Most of these foreign enrolments, 24 300 students, were in 2013 and although this 

number decreases every year, the rate of decline is very slow as in 2017 22 478 Slovaks still 

studied there. The second significant study destination within the V4 countries is the flow of 

students to Hungary. It peaked in 2013 when 2 436 individuals left Slovakia for Hungary and 

the trend since has been downward, because by 2017 it was down to 1 885 Slovak citizens who 

emigrated to Hungary. Finally, the third stream of migration of Slovaks within the V4 is that to 

Poland, While in 2013 it was only 119 emigrants by 2017 this number rose to 757. Thus, Poland 

is increasingly becoming more attractive to Slovak students. The annual migration data is 

shown in Figure 3. The attractiveness of the V4 countries as study destinations lies in the close 

geographical proximity of the V4 countries to Slovakia, good neighborhood relations and the 

ease of communication due to the language efficiency when it comes to Czechia and to some 

degree Hungary and Poland also. 
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Figure 3: Migration flows of Slovaks to countries V4 

Source: Eurostat, 2020 

 

4. QUALITATIVE DATA 

This paragraph is based on a narrow sample of Slovak undergraduate social science students in 

their first study semester, between the years 2016 – 2018 at the Comenius Uinverstiy in 

Bratislava. Their Bc study programme was mostly delivered in English, so their English 

language proficiency was at B2 average. Following the earlier mentioned statistical data, 

information here relates to the likelihood of future migration for work. Data originates from an 

online surveys and follow up face-to-face interviews. The survey was completed by first year 

students in 2016, 2017 and 2018 in their first semester of study and the interviews were 

conducted during the second semester. The topics of the online survey were: the likelihood of 

students working abroad after they finished their studies in Slovakia; their preferred country of 

employment abroad; and their preferred time spent working abroad. These questions were then 

further discussed in the interviews in order to gain greater clarity and understanding of students’ 

rationale, thinking and calculations in regards to their future employment. There were in total 

185 responses to the online survey during the three year data collection period and in total 96 

interviews were conducted. Not all students agreed to take part in the interview part of the study. 

Data initially revealed, that there wasn’t any clear likelihood of students working abroad (online 

survey), however the interviews helped to explain, that students were mostly pragmatic and 

rational in their responses in regards to their likelihood of being able to find work and 

employment abroad, so the expectations and the likelihood were medium. On the scale of 0 to 

10, where 0 meant 'very small', 5 meant 'medium' and 10 equalled 'very big', the average score 

ended up being 5.7. Students further explained, that if it wasn’t the likelihood of the 

employment questioned, but the wishes, aspirations or dreams in this regard, then they would 

be more inclined and positive towards this idea. This is because, the likelihood to work abroad 

would depend on many factors and the perception is, that it is difficult to secure a job in the 

foreign country, partly because of being foreigner and being less competitive as the degrees 

from Western universities are worth more. Moreover, for many students the prospect of 

employment after their finished their university studies seems to be an issue for the far distant 

future. Students’ preferred future employment abroad would be subjet of the interplay of a 

variety of push and pull factors, for example wanting to earn a fair amount of money for their 

work, which would most likely incline them towards Austria, Germany, Czechia or to the UK 

as opposed to staying in Slovakia.  
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Table 5 below records students’ country preferences which consisted of 46 coutnries. The 

survey had predefined EU Member States as the choices as well as some other popular study 

and employment destinations, such as the US and Canada and the option to record other 

countries also. The top three ideal work destinations for respondents were the UK, albeit Brexit 

wasn’t that much of a reality back in 2016, at the same time interviews revealed that Brexit did 

not raise much of a concern. The UK was followed by the USA and Canada, and by Czechia, 

Austria, the Netherlands, Belgium, Switzerland and Germany, to close the top 10. The home 

country, Slovakia scored in the top 15 as most desired working destinations. Some of the 

students chose only one country while others considered 5 different countries in this regard. 

Hence, the top work destinations do not entirely correspond with student mmigration trends. 

 

Table 5: Slovak migration flows for doctoral education 
1 The UK (103) 2 The USA 

(92) 

3 Canada (85) 4 Czechia 

(77) 

5 Austria (71) 

6 Netherlands (63) 7 Belgium 

(59) 

8 Switzerland 

(59) 

9 Germany 

(53) 

10 Australia 

(52) 

11 Denmark (50) 12 Norway 

(49) 

13 Slovakia (49) 14 Sweden 

(47) 

15 Spain (46) 

16 France (40) 17 New 

Zealand 

(39) 

18 Luxembourg 

(38) 

19 Italy (33) 20 Finland (33) 

21 Ireland (26) 22 Russia 

(17) 

23 Iceland (16) 24 Estonia 

(15) 

25 Portugal 

(15) 

26 Slovenia (12) 27 Malta (9) 28 Latvia (8) 29 Lithuania 

(6) 

30 Poland (6) 

31 Greece (5) 32 Turkey 

(5) 

33 Cyprus (4) 34 Croatia (3) 35 Romania (3) 

36 Serbia (3) 37 Albania 

(3) 

38 Molodova (3) 39 Ukraine 

(2) 

40 Macedonia 

(2) 

41 BosniaHerzegovina 
(2) 

42 Bulgaria 
(2) 

43 Belarus (1)     

Source:author 

 

Data revealed an interesting fact, in regards to the ideal time spent abroad working. 43 out of 

the 185 students would prefer to work and live abroad permanently, which can be considered 

as a potential brain drain. 35 students would like to live abroad for the period of 2 – 5 years and 

24 students wish to live abroad for more than five years. Students had only one choice in this 

regard. The responses under the ‘other’ option consisted of a variety of answers mainly 

gravitating around the idea that the length of the employment period abroad would depend on 

the type of job and the job satisfaction. Other students mentioned, that they don’t want to live 

and work abroad for a variety of reasons, on top was the fact that students didn’t want to leave 

their families behind. In the case of working in Austria however, many students could commute 

daily. Interviews then further identified students who categorically wouldn’t want to live 

abroad, because they have such strong patriotic feelings, they explained in the interviews that 

they would like to help Slovakia improve politically and economically and they felt that they 

need to stay in this country for that. Another group of students plan to work abroad for shorter 

periods of time and would decide based upon that experience about their future plans in this 

regard and some students wanted to undertake short-term Erasmus study exchanges while 

studying in Slovaia and decide later. Returning to the first group of students, who firmly stated 

their desire to live abroad permanently, they explained in the interviews that their first job 

abroad after graduation does not necessarily need to be in the field of their study, meaning that 

they would execute any job, for example in the hospitality area or manual work and search of 

a ‘proper’ job in the mean time.  
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Few students mentioned that even though they would like to live abroad for good, their job 

position would have to be secured while still in Slovakia, they would search for the right job 

extensively prior to departure. Figure 4 captures students’ preferred time spent living abroad 

after graduation. 

 

Figure 4: Ideal time spent working abaraod 

 

5. CONCLUSION 

Based on these analyzes, we can say that the study abroad is remaining and becoming an 

increasingly attractive for Slovak students. The analysis showed that the most popular study 

destinations are the V4 countries (Czech Republic, Hungary and Poland). The most important 

flow of Slovak students for education is the Slovak - Czech flow. In 2017, up to 22 478 Slovak 

students officially left for Czechia. This flow can be considered the most important brain drain, 

since Czechia was the number one study destination for both, undegradauate and postgraduate 

students in all types of degrees (Bc., Master, PhD.), who completed their whole degree outside 

of Slovakia. Czechia came first and was followed by Hungary and Poland. The UK and Austria 

were often among the top 10 countries and some of the strongest reason for the latter two 

choices was the wish to improve foreign language skills, however, in the case of Czechia the 

language factor is different, it is the enabler or is easier integration. Many Slovak citizens speak 

Czech and vice versa, so study at Czech universities does not require learning an additional 

foreign languge. On top, the joined historical legacy of Czechoslovakia, and the convenient 

geographical distance of Czechia to Slovakia, similarity of culture which is also to a large extent 

true in the cases of Poland and Hungary, the V4 student migration.  
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In terms of the brain drain, it is arguably important to monitor student migration together with 

the preferences of students in terms of their future career. This should be done for both, students 

who study abroad and also for those studying in Slovakia. This can offer a more comprehensive 

picture about the brain drain. Qulitative study on a smaller and isolated sample revealed a firm 

aspiration of approximately one quarter of students wishing to live abroad permanently. The 

Slovak government could create more favourable conditions to retain students and to mitigate 

the large numbers of Slovaks studying abroad as they represent a serious brain drain to Slovakia, 

which is ongoing and runs the danger of becoming chronic, when paired with the country’ 

demographic deficit.  
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ABSTRACT 

This article is devoted to the adequacy of economic theories of the reality of social and 

economic development. The author shows the scholastic nature of many scientific 

constructions, the speculative nature of economic models. Criticism of neoclassical theory and 

a number of others from the standpoint of the theory of economic constructivism is given. The 

article discusses the impact of the economic worldview of scientists on the nature and 

development of social and economic processes. Economic theory is not only a construct in itself, 

but also capable of constructing an independent reality. The practical activities of economists 

are always tied to one or another theory. The creation of social and economic reality in 

accordance with the principles of the vision of theoreticians increases the credibility of 

economic theory, since it creates the illusion of an objective reflection created by theory. 

Keywords: construct, economic consciousness, economic theory, rationality, social reality 

 

1. INTRODUCTION 

We can't call the current state of economic theory prosperous. And the topic of crisis in 

economic science is heard from quite often. Main accusations are pushed towards the 

neoclassical theory because it's considered to be one of the most influential ones. It's no 

coincidence that the word "mainstream" is associated with neoclassics which stresses on 

distribution of the limited resources within the competing agents. It is thought to be that the 

participants of social-economical interaction are aiming towards optimization of their behavior, 

minimization of the cost and increasing of utility, and that all helps them to mediate economic 

market. Besides that, a lot of theorists of economy have been criticizing the neoclassical theory 

for years for its isolation from reality and for its passion to create only the schemes of models. 

Swedish economist Lars Pålsson Syll said: "Its main result, so far, has been to demonstrate the 

futility of trying to build a satisfactory bridge between formalistic-axiomatic deductivist models 

and real world target systems" (Pålsson Syll, 2010). 

 

2. CRITICISM OF NEOCLASSICAL THEORY 

Economists grudgingly admit the importance of mental and cultural factors in explanation of 

economical behavior, because it puts a doubt on the rational model itself as an instrument of 

explanation of how the market functions. The economy is becoming more broad for 

interpretation and frequently it's not able to predict the future of economical cataclysms, rises 

and falls since it all comes from a number of assumptions that are not taken from the real world 

but from a psychological pursuit of regulations of knowledge. As Alan P. Kirman wrote: "We 

have wound up in the weird position of developing models that unjustifiably claim to be 

scientific because they are based on the idea that the economy behaves like a rational individual, 

when behavioural economics provides a wealth of evidence showing that the rationality in 

question has little or nothing to do with how people behave" (Kirman, 2009). Severe criticism 

of neoclassical theory also exists among economists. Representatives of behavioral economics 

and the institutional theory were particularly successful in this, purporting a more realistic 

reflection of economic reality. Scientists studying economic behavior, experts in the field of 

marketing and advertising psychology are much closer to daily practice and quite clearly see 

the discrepancy between the theoretical design and empirical reality.  



51st International Scientific Conference on Economic and Social Development – Rabat, 26-27 March 2020 

 

331 

According to their opinion, theoretical valuations are used to achieve a spurious streamlining 

of economic behavior (Kroeber-Riel, 1971). Professional economists become increasingly 

aware of the need to explore and take into account mental and cultural factors, the impact of 

which on economic behavior is impossible to deny. 

 

3. ECONOMIC FIELD IN TERMS OF SOCIOLOGY 

In his time, P. Bourdieu convincingly showed that economic theory and, above all, 

neoclassicism in many ways is a typical product of scholastic thought and confuses reality with 

its model. Economic theory is nothing more than a projection of scientists' practical 

assumptions into the world of theory, the universalization of their own predispositions to 

calculation. (Lebaron, 2004).  These mind games, as a rule, do not reflect the activities of people 

or firms, whose behavior is very far from the logic of theoretical reasoning, if only because a 

person is by nature an irrational being driven by passions, drives, emotions, etc. It would be 

erroneous to assume that economic behavior and economic structure are radically different from 

any other type of social action and the rest of the social world. Economic forms of social 

interaction are just a special case of social contacts observed in public life. At the heart of both 

the economic and any other field, there are the inherent interests and ideas for people that exist 

at the level of both physical and mental. Nevertheless, people tend to isolate the economy into 

something separate, to contrast it with other areas of society. The isolation of the economy is a 

property and a characteristic of consciousness. The opposition of the economy to politics, law 

and culture is carried out primarily on the mental level, and therefore exists in the form of 

subjective representations. The autonomy of the economic field is not characterized by the field 

itself, but by the consciousness that this field singled out. Moreover, this consciousness, like 

any other, is basically mythological, which was shown by K. Jung and K. Levi-Strauss. 

Autonomization of economic reality and endowing it with unique properties of development 

and functioning are associated with the spread in society of a special kind of faith, specific value 

orientations that contribute to the construction of a special symbolic space with its own rules of 

the game and perception rules that are imposed by the "uninitiated". Formed at the level of 

consciousness and fixed with the help of economic theory, the economic field is propagated as 

an autonomous and objective reality. The reproduction of theoretical, practical, and ideological 

ideas that arose on the basis of economic theory only strengthens and supports the fiction of 

such autonomy. Individuals involved in the process of inclusion in it are brought up on the 

corresponding perception patterns and begin to think, perceive reality with the basics of 

economic theory as it was constructed. Under the influence of interpretations and knowledge 

about money, credit, labor, economic reality is reproduced and more and more begins to seem 

objective, and economic theory adequately reflective it. 

 

4. CRITICISM OF RATIONALITY AS A PRECONDITION FOR ECONOMIC 

ANALYSIS 

Acting as another construct, economic theory claims to be universal, actively interferes with its 

research methods, based on the rational behavior of the individual, in related social sciences. 

Even institutional theories, the theory of bounded rationality, that criticize neoclassic for 

distortion of reality, construct such a social space in which rationalism, which in economic 

theory acquires the character of a total context, remains the starting point. Prominent economist, 

specialist in the field of institutional economics, professor of Behavioural and Institutional 

Economics Morris Altman does not abandon rationality, as a premise of analysis, and 

fundamental postulates of neoclassic theory. In his opinion, the evidence demonstrating that 

individuals do not behave neoclassically does not undermine economic theory (Altman, 2008). 

The "normal" behavior of an economic subject is seen by economists of different schools in the 

same way in the context of rationality.  
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The only difference is the recognition of different degrees of rationality. In any case, rationality 

serves as a global center of knowledge, a starting point, a standard; the behavior of the subject 

is judged by the degree of remoteness or approximation to rationality. As emphasized by 

Herbert Simon, economics, whether normative or positive, is not just a study of the distribution 

of limited resources, but a study of the rational distribution of limited resources (Simon, 1978). 

The discourse of economic theory itself necessarily postulates the existence of a total context, 

a total original meaning, through the involvement of which all sorts of individual events and 

phenomena can only get their own meaning. Economic theory, as another metanarrative, seeks 

to pre-enter any economic action or thought in the framework set from the outside. It is obvious 

that rationality, as a total context that underlies all economic theories, is selective, artificial, and 

is taken not from the real economic world, but from the inherent propensities of economic 

scientists to organize the observed reality and the desire to find some hidden regularity in it. 

What is overlooked is the fact that the so-called laws of social development are nothing more 

than the connection that our minds make to the observable world of phenomena. Claiming the 

role of a total context, rationality and other important methodological postulates of economic 

theory construct such a system of scientific knowledge that initially undermines the idea of the 

objectivity of knowledge, because it imposes its own matrix, coordinate system, perception 

scheme, its own vision and division of the world into the studied objects of the economic field. 

At the same time, theorists are not always aware of this fact, although economists often do not 

know when their theories are effective. Economic theory is not physics; therefore, it always has 

a "prescientific" character (Kling, 2020). 

 

5. IDEOLOGICAL ORIENTATION OF ECONOMIC THEORY 

Becoming the next metanarrative, economic theory has demonstrated its ideological orientation 

and began to influence objectively on the formation of human behavior, began to construct a 

new reality according to external parameters. Marxism has taken a similar path at the time. At 

the stage of its emergence, it not only reflected the real class structure of society and the state 

of the class struggle, but rather influenced on the real nature of social relations. Stating the 

objective nature of class relations, constructing non-existent laws of social development, 

Marxism exerted a tremendous influence on the consciousness of the lower classes of society, 

helping to shape the very idea of the working class (Bourdieu, 1984) and the corresponding 

type of thinking, followed by a vision of reality according to Marxist postulates. As well as 

Marxism, economic theory, implementing own constructs into the mass consciousness, 

objectively contributes to the construction of such standards of economic behavior which were 

initially set by economic theorists as basic and attributed to people as if they had them from the 

moment of their birth. The economic theory, introducing own designs into mass consciousness, 

objectively promotes construction of such standards of economic behavior which were initially 

set by economists-theorists as initial, basic and attributed to people as if they had them from the 

moment of their birth. It is no accident that attempting to minimize costs on the part of the 

producer in accordance with the laws of economic behavior led in the late XX - early XXI 

centuries to a sharp decline in the quality of products in Russia. The legitimization of dishonest 

forms of competition has occurred. Consumer fraud, hiding information, setting traps have 

become morally justified by the tasks of the business. However, the construction of economic 

theory, its sometimes subjective interpretation of reality does not mean that this mental 

formation does not reflect reality, especially since the theory, like any scheme of perception, is 

able to generate and reproduce this reality. Approaching the ideal type in Weber's 

understanding, economic theory, in fact, normalizes its studied space and thereby subordinates 

the social structure to its own logic. Playing an important role in the construction of modern 

national economies, economic theory creates a system of preferences, demonstrating and 

enforcing some economic institutions and judging and rejecting others.  
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In this regard, the scientific economic Outlook largely develops the economic policy being 

pursued. "The ideas of economists, both when they are right and when they are wrong, are more 

powerful than is commonly understood. Indeed, the world is ruled by little else than the theories 

of economists and political philosophers Practical men who believe themselves to be quite 

exempt from any intellectual influences are usually the slaves of some defunct economist" - 

wrote the famous economist John Keynes (Keynes, 1936). It is not by chance that in Russia E. 

Gaidar acted in two qualities at once: as a scientist-expert and as a politician-reformer at the 

same time. Therefore, economic theory does not so much explain reality as it constructs it, 

justifies it, legitimizes it, and along with it legitimizes the policy pursued in accordance with 

this theory, and therefore anticipates it, demonstrating brilliant heuristic abilities, which 

contributes to its spread and popularity. Arnold Kling writes: "Economists have always had 

their biases about which sorts of theories seemed reasonable; some of these biases are 

idiosyncratic, as when one economist is inclined to believe that labor demand responds very 

little to a change in wage rates and another is inclined to believe that labor demand responds a 

great deal. But going forward, biases are likely to increasingly be driven by political viewpoints 

rather than by other considerations" (Kling, 2020). The nature and the direction of economic 

decisions made by the government always depends on the perception of the state of affairs in 

the economy, the identification of the most significant variables that are placed in an abstract 

model. Depending on which theoretical scheme will include what is seen there will be made a 

specific decision. Russia`s dominant ideology of economic liberalism sets the tone to the policy 

of the government. As a result, there is a refusal to introduce a vertical scale of taxation, hard 

monetary policy, etc., with all the ensuing social consequences. In modern science, an 

understanding of constructivism is gradually revealing the nature of the economic theory. V. 

Popkov, actively working in this direction, defines the economic constructivism as "a deliberate 

construction of economic reality in accordance with axiological preferences of a social subject 

(individual or collective) that considers a structural and parametric interaction of a subject and 

an object based on the principles of self-comprehension, ambivalence, circularity and cyclic 

causality" (Popkov, 2017). While supporting the overall direction of this kind of research, it 

should be noted that the choice in favor of a particular economic theory is not accidental, but 

depends on many factors, among which values and intellectual aesthetics should be highlighted. 

Only with a change in the system of preferences do scientists-economists begin to lean towards 

other scientific theories, which in turn determine the fashion for a particular doctrine and, 

having spread in a wide intellectual environment, stimulate the types of social and economic 

activities corresponding to the chosen theory. It was economic theory and its neoclassic that 

played an important role in the victory of the values of neoliberalism, which were the result of 

work on the production and distribution of intellectual products of a predominantly economic 

nature. By imposing on society the principles of the vision of the economic field, economic 

theory has awakened a corresponding belief in the scientific and objective nature of its own 

postulates. By convincing people that they are constantly thinking about maximizing their own 

utility, and money is the main guide in the pursuit of winning, economic theory, first of all 

neoclassical, has achieved a significant approximation of man to the type of homo economicus, 

as the initial postulate of its theory, thus providing the necessary correspondence to the theory 

of empirical reality. People were offered, and later they adopted the type of personality that was 

declared as the original. People convinced themselves that they were rational economic utility 

maximizers and they perceived the economic theory as an adequate reflection of the reality of 

the economic field. The appeal of the economic theory and the belief in its science are due to 

attempts to explain some moments of life. These moments of life can be significant enough for 

an individual or become significant in the transition to bourgeois society. It is not a coincidence 

that the appearance of economic theory in its modern form overlapped chronically with the 

period of the emergence and establishment of capitalism.  

https://www.nationalaffairs.com/authors/detail/arnold-kling
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In the Middle Ages, collective consciousness prioritized the thought of God and other entities. 

And money was not perceived as a value that it is perceived now. At that time such 

constructions like the economic theory never occurred to thinkers. Speculative philosophy 

developed in a completely different direction. We can observe the same in the ancient world 

where the level of development of money relationships was very high, but the pursuit for 

personal enrichment was not a basic value. Therefore, in social thought, there was a clear 

demarcation of the types of activity depending on what it was directed at: for itself or for the 

public good. Aristotle considered economics as a goal-oriented activity for creating wealth 

contrasting economics with chrematistics and the art of enrichment. And wealth accumulation 

is an end in itself. Aristotle said that chrematistics was related to economics, but it was not 

economics: the main difference is that chrematistics aimed at exploitation (Aristotle,1983). The 

ancient philosopher also noted the influence that the vision of the world had an impact on 

economic activity. According to Aristotle, chrematistics contributed to the emergent of these 

ideas about unlimited wealth. Protestant morality, changing attitudes towards work, the 

rationality of consciousness and new types of thinking of people became decisive factors of 

constructing a new scientific theory that complied with the way people thought in the New Age. 

In that way, Max Weber was right connecting the origin and development of modern society 

with Reformation, the emergent of the Protestant ethic and the spirit of capitalism (Weber, 

2001). Economic theory, as a product of the New Age, has absorbed the basic values and 

aspirations of the bourgeoisie. It was a reflection of new life principles, with a new emphasis. 

It was not a reflection of empirical reality. But the principles of knowledge, which should ensure 

the impartiality of scientific research, were taken from the real world. In this respect, economic 

theory could look like a reflection of reality. 

 

6. CONCLUSION 

The economic theory was the product of the era and reflected the principles of vision and 

division of the world. And therefore, the theory found the strength to construct reality with its 

subsequent reflection. That's the reason why the economic theory, considering its quality of 

being a basic principle of construction for economic relationships and society in general, never 

had an irrational side to it. It occurred in particular historical circumstances and certain 

conditions. In that case, the theory can reflect and interpret reality created by itself. It can 

replicate a belief and that mental attitudes constructed by itself. As a regular construct, the 

economic theory can claim the role of an objective interpreter of reality. That’s the reason why 

the theory can predict a lot being strengthening its position in the world. However, the 

predictive, explanation and interpretation abilities are not equated. So, let the economic theory 

be sort of metaphysical creation which is accumulated by its own creation of well-organized 

habitual rituals and capable of such abilities as self-reflection and prediction.  
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ABSTRACT 

The paper examined the impact of global economic crisis on the Nigerian economy and traced 

the causes of global financial meltdown not only to the United States but spread to all parts of 

the world. The Nigerian policy makers said that, there is no problem in the Nigerian capital 

market as shareholders are getting dividends and bonuses until capital market was badly 

affected when it witnessed the lowest level of shares deals as against a remarkable drop in the 

volume transactions and value in 2008 and again when market capitalization had dropped 

drastically was time when the government finally accepted there was a financial crisis. The 

paper also identifies the causes of Global financial Crisis, impact of Global Financial 

Meltdown on Nigerian Capital Market and the impact of financial meltdown on Nigerian 

Economy. Based on the existing findings, the study recommend that Nigeria need to adjust 

government spending to the reality of time and should go back to backward integration through 

agriculture to encourage export rather than depending on import. 

Keywords: Global Financial crisis, Global Financial meltdown, Capital market, Economy 

 

1. INTRODUCTION 

Global financial meltdown is said to have originated from US and the crises is not restricted to 

the United States Financial markets only but spread all over the world from London to Tokyo, 

Seoul to Sydney, Sao Paulo to Moscow, Bombay to Frankfurt, and generally from Europe to 

Africa. Capital market all over the world has been experiencing some level of economic 

depression since the global recession started. However, the origin of the problem was said to 

be credit crunch that started globally and institutional investors were then pulling out in other 

to service their facilities elsewhere and then stock price went down and even developed capital 

markets began to experience global financial meltdown. But Nigerian policy makers went to 

extent of saying that it will not affect our economy because of their myopic thinking or either 

they did not understand the global financial crises or they underestimated its magnitude and 

thought that the financial crisis is only in the developed nations. The Policy makers said that 

there is no problem in the Nigerian capital market as shareholders are getting dividends and 

bonuses until capital market was badly affected when it witnessed the lowest level of 10.65 

billion shares worth N134.4 billion in 197,213 deals as against the preceding a total of 17.4 

billion shares valued at N169.64 billion in 249,937 deals indicating a remarkable drop in the 

volume transactions and value in 2008 and again when market capitalization had dropped from 

N12 trillion to less than N9 trillion that was time when the government finally accepted there 

was a financial crisis. The Nigerian Stock Exchange, the regulator of the Nigerian Capital 

Market has witnessed unprecedented turbulence since April, 2008 with a downward slide of the 

stocks on the market which affected the banking sector extremely making capital market experts 

and regulatory authorities to be worried of the situation. Such turbulence has never been 

experienced in the history of the Nigerian capital market operations. The global financial crises 

brought about the liquidity squeeze in the capital market and if allowed to continue the Nigerian 

economy will suffer which can lead to inability of people investing in the capital market.  
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The other crisis which has not manifested yet is on currency crisis and hope that currency crisis 

will not happen. But in a situation where major currencies begin to lose confidence in the Dollar 

as a reserve currency then we might have another new historic era global currency crisis. It is 

in view of the above, this paper addresses the causes and impact of global financial crisis 

associated with Nigerian capital market and the economy. 

 

2. GLOBAL FINANCIAL MELTDOWN 

The phenomenon called financial meltdown as it is sometimes referred to as credit crunch or 

financial crises has different meanings. Financial crises according to (Kindleberger and Aliber, 

2005, Laeven and Valencia, 2008) include stock market crashes and the bursting of other 

financial bubbles, currency crises, and sovereign defaults. However, there are some economic 

theories that explained financial crises to include; World systems theory which explained the 

dangers and perils which industrial nations faces at the end oil crisis of 1973 while Coordination 

games is a mathematical approach to modelling financial crises that emphasized that positive 

feedback on dramatic changes in asset values in response to small changes in economic 

fundamentals between market participants' decisions (Krugman, 2008). Minsky’s theorised that 

financial fragility levels move together with the business cycle while Herding and Learning 

models explained that asset purchases by a few agents encourage others to buy too, not because 

the true value of the asset increases when many buy (which is called "strategic 

complementarity"), but because investors come to believe the true asset value is high when they 

observe others buying (Avery and Zemsky, 1998, Chari and Kehoe, 2004, Cipriani and Guarino, 

2008). This financial crisis had its roots from United States has put many countries into financial 

mess. No economy is really totally immune to the state of flux that became the lot of the global 

economy by the closed of the third quarter of 2008. Since then, economic managers, financial 

experts and economists, especially those in the worst hit, have been characterizing the 

phenomenon in various ways. The argument is that many scholars, public policy analysts and 

financial experts are confused as to who between the industrialized nations and the emerging 

developing economies, will bear the brunt of the global phenomenon. The world economy has 

suffered and is still suffering because of the global financial meltdown. The major sectors of 

the economy mostly hit by the crunch are: capital market, financial institutions and 

employment. These are all essential factors that need attention. The issue of concern here is 

that, the credit crunch has lead to the collapse of the world stock markets. This is because 

according the global stock market Fact book released in 2008, non of the developed market 

exchange featured on the list  of the world’s top 25 performing exchanges as at the end of 2007 

(Ekungayo; 2008). World financial firms had, towards the end of October 2008, lost about $2.8 

trillion as a result of the crisis (Shah, 2008). In a similar development, global tax payers have 

spent about $8 trillion in order to revamp the worlds ailing banks. These amounts will increase 

as the crisis spreads into the real economy. The supreme mortgage in the US has equally 

suffered similar damages. Some of them had to be bought out by the government of US this 

could be explained by the US treasury’s takeover of Fannie Mac and Freddle Mac in September, 

2008 in the employment sub-sector, one hundred and fifty nine thousand (159,000) jobs were 

lost as a result of the crisis. This is because the lay offs resorted to by the banks in the US and 

Europe City group, for example, announced 900 jobs cuts globally in the middle of April 2008, 

UBS also revealed a job cut of 900 banking staff in London and Wachovia the 4th largest bank 

in the United States dropped 500 workers following the financial meltdown (Uzor, 2008). These 

actions have led to an increase in unemployment rate. For instance, the rate of unemployment 

in the US rose from 5.7% in July to 6.1% in August, 2008 (October Economic Report, 2008). 

As the credit crunch continues to take its toils, government of the affected countries saw the 

need to work out bail out packages that could cushion the effects. According to George W. 

Bush of the United States initiated a $700 billion bail out plan.  
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The package is for combined purposes such as direct equity investment, bank debt guarantee 

and purchases of troubled assets. The intention is to revamp the economy after the collapse of 

its banking and insurance sub-sectors. The US government is of the belief that the plan will not 

only minimize the effect of the crisis but will also serve as a means to protect the interest of the 

depositors and other US tax payers. It was estimated that in US alone, investors lost about one 

trillion dollars and stock market across Asia fell sharply with some of them losing over 4% of 

their values, (BBC News, 2008). In further attempts to bail out financial institutions globally, 

governments of the countries in the European Union (EU) have pledged a total of $2.5 trillion 

to guarantee bank debts and purchase equity states. Some of the specific national policies of the 

affected countries according to October Economic Report (2008) was guarantee bank debt and 

inject money into financial institution. Of these countries include UK, Germany, Spain and 

France. These plans according to the report became necessary because of the growing fear s 

that the effects of the crunch are fast and degenerating to all other countries of the world. Since 

it is growing and degenerating to Nigeria among other developing world, what plan and or 

provision do we have to either avoid it or take advantage of the crisis when possible? 

 

3. CAUSES OF GLOBAL FINANCIAL CRISIS 

Avgouleas (2008) enumerated the causes of the financial crisis as: breakdown in underwriting 

standards for subprime mortgages; flaws in credit rating agencies’ assessments of subprime 

Residential Mortgage Backed Securities (RMBS) and other complex structured credit products 

especially Collaterized Debt Obligations (CDOs) and other Asset-Backed Securities (ABS); 

risk management weaknesses at some large at US and European financial institutions; and 

regulatory policies, including capital and disclosure requirements that failed to mitigate risk 

management weaknesses. While Soludo (2008) enumerated the causes of the financial crisis as 

follows: 

• False assumption of ever increasing housing prices, leading to sub-prime mortgage lending 

• Continued fall in house prices and borrowers inability to refinance, thus leading to defaults 

• Investment banks exposure through leveraging 

• With crash of structured products and mortgage market, consumer loans and mortgage 

market distress, led to counter- party risk 

• Rising illiquidity 

• Banks stopped lending and recalled some of their loans; potential financial instability 

• Stock markets burst 

• Pressure on banks to raise capital 

• Huge write-downs 

• Ratings downgraded 

 

Other causes are: 

• Poor economic management 

• Mortgage burst in the USA 

• Corruption 

• Inflation 

 

4. IMPACT OF GLOBAL FINANCIAL MELTDOWN ON NIGERIAN CAPITAL 

MARKET 

The effects of the financial meltdown could be seen from different sectors of the economy. One 

of the major segments of the economy hit by the credit crunch is the Nigerian Stock Exchange 

(NSE). The Nigerian Stock Exchange Index has suffered persistent decline in share values over 

the past years due to over supply by those divesting and lack of demand.  
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Although its performance was rated as excellent, and ranked number II out of the 106 stock 

market world wide in 2007 (Ekundayo, 2008), the market faced significant meltdown in 2008. 

That is, it suffered and is still suffering losses as a result of the financial melt down that hit the 

economy. At the end of the second quarter of 2008 for example, the market’s losses were put 

at about N4 trillion (Simojo and Agada, 2008) in fact, up till this moment the market has not 

been stabilized because it recorded additional losses amounting to N42 billion just at the 

beginning of the last quarter of 2008 (Ekundayo, 2008). One of the reasons for this crasing 

according to Ekundayo (2008) is because of diminishing interest of investors in investing in 

stocks. This could further be explained by the growing fears among investors that the global 

crisis could degenerate into Africa and Nigeria in particular. The successive losses suffered by 

the market have placed it into liquidity problems. Meaning the ability to settle liabilities on the 

due date becomes a problem. 

 

Figure 1: The impact of the global financial meltdown on the Nigerian capital market 

 

The impact of the global financial meltdown on the Nigerian capital market, since from March 

5, 2008 seems to be an overlap of distress periods? Bearing in mind that there is virtually no 

cross ownership of banks (investment or otherwise) between Nigeria and foreign countries, and 

there is hardly any domestic mortgage market as sub-prime problem as found particularly in 

the UK and the USA, it is difficult to pronounce any direct impact. Nevertheless, three factors 

on which global situation may direct or indirect impact are as follows: 

• Foreign portfolio investments withdrawals and withholding (in order to service financial 

problems at home), as well as prospect of reduced direct foreign investment, are bound to 

affect investor’s confidence in and the economic health of Nigeria especially now that 

Nigerian Government is encouraging public private partnership (PPP). 

• Parallel to the concept of sub-prime mortgage problem abroad is the rife phenomenon of 

marginal borrowing/lending in Nigeria, whereby investors borrow money from banks to 

invest in other financial instruments (particular IPO’s of banks) with the hope of making 

profit all around. This may have been Nigeria’s own “sub-prime” problem version. 

• Nigeria being an oil producing country has to think very well on the declining crude oil 

prices and prospects for economic recession in the developed world with its attendant 

reduced energy needs, coupled with interests in innovative energy resources, are bound to 

give a pause to confidence in Nigeria’s economy. For example, during the period of this 

financial crisis, Nigerian bonny light crude oil spot price in January 2008 was $95.16 per 
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barrel and rose to $146.15 in the first week of July 2008 before closing in October 17, 2008 

at $76.24 per barrel. On October 21, 2008 the NYMEX West Texas intermediate crude oil 

for November delivery closed down $3.36 at $70.89 per barrel. In this respect, it will look 

as if Nigerian capital market began to see decline in oil prices. 

 

The labour and employment sector of the economy is also one of the sectors that have impacted 

by the financial crisis. The old saying that, if the mother is sick, the child is also sick, there are 

fears that the lay offs and other related jobs cuts in the US and UK as a result of the credit 

failure would escalate into Africa and Nigeria in particular. The job cuts announced by some 

major companies in US and UK constitute a threat to Nigerian workers.  

 

5. IMPACT OF FINANCIAL MELTDOWN ON NIGERIAN ECONOMY 

• Commodity prices collapse (especially oil price) 

• Revenue contraction (possible burst syndrome) 

• Declining capital inflows in the economy 

• De-accumulation of foreign reserves and pressure on exchange rate 

• Limited foreign trade finances for banks—credit lines may dry-up for some banks. 

• Capital market downturn, divestment by foreign investors with attendant tightness and 

possible second round effects on the balance sheet of banks by increasing provision for bad 

debt and decrease in profitability 

• Counter party risks vis-à-vis external reserves but CBN has taken measures to safeguard the 

reserves. 

 

However, impact of financial meltdown has been felt by Nigerian populace in terms of: 

• Increasing prices of basic commodities - foodstuffs 

• Raising transport cost 

• Nigerian banks cannot provide even soft loans to companies to enhance production neither 

has the ability to finance SME”s 

• Increase rate of unemployment through retrenchment and downsizing  

• Reduce fixed deposit interest rate from 13% in January 2009 to about 5% in March 2009 

not commensurate with leading rate,  

• Crude Oil prices falling (Affecting Federal Government revenue) 

• Currency devaluation (Naira loosing heavily against major currencies)  

 

The financial crisis forced some organizations and companies in Nigeria to take negative 

measures to ensure sustainability by reducing the workforce through down seizing, 

retrenchment or sacked which led to unemployment. 

 

6. MEASURES TAKEN BY NIGERIAN GOVERNMENT TO CURTAIL GLOBAL 

FINANCIAL CRISIS 

All over the world stock markets have fallen beyond expectation, large financial institutions 

have collapsed and many more are at the point of collapse and various governments in even 

developed countries have had to come up with one rescue measures or packages that can bail 

out the financial mess in the world economy.  Ajakaiye and Fakiyesi (2009) stated that some of 

the policy measures already in place to reduce the problem of the global financial crisis in 

Nigeria are as follows:  

1) reduction in the monetary policy rate (MPR) from 10.25% to 9.75%;  

2) reduction in the cash reserve requirement (CRR) for banks from 4% to 2%; and  
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3) cutting the liquidity ratio from 40% to 30%. In addition, the CBN has given a directive to 

banks that they have the option to restructure the already crystallised margin loans up to 

2009; inter-bank lending facilities to banks are expanded and extended up to 360 days. The 

same goes for discount window facilities, which have been expanded as well. 

 

Other measures by Nigerian Government according to Soludo (2008) as policy adjustments 

taken to forestall any unforeseen or uncertain circumstances that may arise from the 

international financial markets: 

• Presidential Steering Committee on Global Economic Crisis  January 16, 2009 

• Presidential Advisory Team on capital market set up (Aug. 2008) to deliberate on measures 

to reverse the declining fortunes of the Nigerian capital market. 

• SEC, NSE and all capital market operators reduced fees by 50%. 

• NSE reviewed trading rules and regulations. 

• 1.0 per cent maximum downward limit on daily price 

• movement and 5.0 per cent on upward movement. This has been harmonized to 5 % either 

way from end-October 2008. 

• SEC released guidelines/rules on market makers. 

• Strict enforcement of NSE’s listing requirement with zero tolerance for infractions. 

• NSE de-listed 19 moribund companies. 

• Rules on share buy-back have been released, with a limit of 15.0%. 

• Central Bank has reacted by the following measures: 

• Reduction of the MPR from 10.25 per cent to 9.75 per cent 

• Reduction in Cash Reserve Requirement (CRR) from 4.0per cent to 2.0 per cent 

• Reduction of Liquidity Ratio from 40 .0 per cent to 30.0 percent 

• Directive to banks that they have the option to restructure margin loans up to 2009 

• Expanded lending facilities to banks up to 360 days 

• Introduced expanded discount window facility 

• Stopped Liquidity Mopping-up since September 2008 

 

7. CONCLUSION  

The global financial crisis is causing a serious set back in the world economy and many 

speculators are saying that worst is yet to come. One can conclude that Nigerian Capital Market 

is in uncertain economic condition as a result of the domestic financial crisis. Our capital market 

is in an unprecedented situation as shareholders and prospective investors have lost confidence 

in the market, our banks and other financial institutions are under difficult conditions struggling 

to survive while Oil and Gas sector continues to live in confusion about the fluctuating world 

oil prices and foreign reserve situations remains in a glimpse and the exchange rate of dollar to 

Naira is unpredictable. What is left for Nigeria is to adjust government spending to the reality 

of time and should go back to backward integration through agriculture to encourage export 

rather than depending on import. 
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ABSTRACT 

Currently, business activities are most often studied in economic and legal aspects. At the same 

time, the axiological analysis provides an analysis of the social features of entrepreneurial 

activity, which allows us to show the importance of this activity for the development of society 

in a market economy. In addition, through the prism of axiological analysis, it is possible to 

study the basic legal principles of business activities and, above all, the freedom of its 

implementation, which can be understood not only as a principle, but also as an independent 

value, a public good. Moreover, the very concept of law as freedom in the framework of the 

libertarian approach corresponds to the special emphasis of the principle of business freedom 

in the system of business law principles. In addition, the axiological analysis will be incomplete 

without mentioning the social responsibility of business, which can be considered as a special 

type of legal responsibility. Social responsibility of business is understood as voluntary social 

obligations imposed on an entrepreneur in relation to a certain social assistance and 

participation in social support programmes by the state and society. 

Keywords: axiology, business activities, freedom, responsibility 

 

1. INTRODUCTION 

Traditionally, business activities are studied from the standpoint of economic and legal analysis. 

In recent years, the analysis of the business activities concept and characteristics has not lost its 

popularity in the legal literature, which is due to the great importance of this category both in 

science and in practice. At the same time, the debatable nature of the study of particular features 

of business activities has not changed, since the position of the legislator in this issue remains 

largely unchanged, which means that the scientific analysis being conducted and the proposals 

being made to amend the current legislation regulating business activities are still relevant. At 

the same time the harmonious development of society as a coherent integrated system is 

impossible without the development of social relationships and entrepreneurial activities, since 

social activities contribute to the development of the welfare state. The axiological approach to 

business activities became possible when business activity was considered as a public good. 

The economic analysis of law proposed by R. Posner [32] makes it possible to justify the value 

of business activities not only for entrepreneurs themselves, but also for the entire society, as it 

contributes to the development of market relations. In addition, business activities is the basis 

for balancing public and private interests. 

 

2. THE PROBLEM OF ECONOMIC AND LEGAL DEFINITION OF BUSINESS 

ACTIVITIES  

In Russia, the legal definition of business activities is fixed, which is abstract from the legal 

viewpoint, since it lists the principle features of business activities. According to article 2 of the 

Russian Federation Civil Code, the business activity shall be an independent activity, performed 

at one's own risk, aimed at systematically deriving a profit from the use of the property, the sale 

of commodities, the performance of work or the rendering of services. Persons engaged in 

business activities shall be registered in this capacity in conformity with the law-established 

procedure, unless otherwise stipulated by the Civil code of the Russian Federation [9]. 

However, most of these features require the application of special regulations that regard or do 

not regard a particular type of activity as entrepreneurship.  
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The norms, defining business activities in the legislation of the CIS countries, in particular, 

Kazakhstan, Kyrgyzstan [23], Belarus, [22] also have abstract character. For example, in 

Kazakhstan, entrepreneurship is defined as an independent, initiative activity of citizens, 

oralmans and legal entities aimed at obtaining net income through the use of property, 

production, sale of goods, performance of works, provision of services, based on the right of 

private property (private entrepreneurship) or on the right of economic management or 

operational management of a state enterprise (state entrepreneurship). Entrepreneurial 

activity is carried out on behalf of, for the risk and under the property responsibility of the 

entrepreneur [8]. However, in most European countries, there is usually no legal definition of 

business activity, and casuistic methods are used to determine the characteristics of 

entrepreneurship. Accordingly, the features of this type of activities are characterized through 

the analysis of the entity that carries out this activity - the business person. Thus, the 

Commercial code of France defines the subjects of commercial activities - business people - 

and establishes a list of certain types of business activities (article L110-1) [10]. Also, the 

business entity is defined casually in the Uniform commercial code of the United States [34]. 

German legislation uses a broader approach in determining the nature of business activities, 

since it both establishes a list of the types of business activities and gives the definition of a 

business person [7]. All of the above definitions contain, first of all, economic features of 

entrepreneurship, which, being stipulated by the legal definition, become legal features. 

However, abstract definitions also contain formal legal features, such as the need to register 

business entities. Such registration is required in Russia, Kazakhstan, Kyrgyzstan, and Belarus.  

 

3. THE NECESSITY OF BUSINESS ACTIVITIES AXIOLOGICAL ANALYSIS 

All the definitions of entrepreneurial activity analyzed above do not contain norms that define 

the meaning of this activity. Meanwhile business activity can be understood in broader terms: 

as part of the culture, a particular kind of a manufacturing business. And from this perspective, 

the axiological approach to business activities becomes mostly significant. Axiology as a theory 

of values (from others-Greek. ἀξία — value; ancient Greek. λγγος — the word) has been known 

since ancient times. So, it was Socrates who formulated a value approach by asking the question 

"What is good?": "The value of a man is not in his strength and capacity for violence in the 

name of power, but in his mind, in his understanding of the good for the Polis and the possession 

of political virtue" [27]. First of all, axiological analysis is associated with the study of 

evaluative concepts [15]. For example, in private law relations, such concepts are 

reasonableness, conscientiousness, and materiality, which are the subject of numerous studies. 

Thus, good faith is considered as the main evaluation category in English [17] and American 

law [20]. It is difficult to overestimate the significance of evaluation concepts. Such concepts 

ensure the completeness and dynamism of civil legislation, cover ethical phenomena in law, 

"guide the judicial bodies to assess the actual situation specifically, taking into account the 

peculiarities of a each situation, and elaborate the general formula of the law" [1]. When 

analyzing certain legal aspects regulating business activities, researchers also turn to the 

analysis of the main evaluation categories of private law. At the same time, the essence of 

business activity itself has an axiological basis and, first of all, is determined by the special 

significance of business activity. Therefore, the value approach to business activity can be 

reduced to the analysis of moral and ethical qualities, as well as the general personal values of 

a businessperson. Thus, in 1912, the Russian Union of Industrialists and Entrepreneurs 

approved 7 principles of doing business in Russia, based on ethical requirements aimed at 

achieving the public good, and not only the narrow goals of entrepreneurs themselves ("be 

honest and truthful", "love and respect the person", "be purposeful", etc.) [10], and in 2004, at 

the final plenary session of the VIII World Russian People's Council, the "Code Of Moral 

Principles And Rules Of Management" was adopted, which emphasizes that "management is a 
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socially responsible activity" [11]. However, the importance of entrepreneurial activities for 

society on a broader scale does not depend solely on the subjective qualities of the entrepreneurs 

themselves. Accordingly, the axiological approach to understanding the essence of business 

activities became possible just when business activities were regarded not just as a profit-

generating activity, but as an activity that carries the public good. This, in turn, is related to the 

attitude of the state to the individual's free economic activity.  

 

3.1. Elements of axiological analysis of business activities  

As N. Nenovsky emphasizes, the lack of a value approach does not allow us to identify the true 

role of law in the socio-cultural process, "purely human, personal aspects of the law" [26, p. 

34]. According to the theory of value pluralism by I. Berlin, society is constantly confronted 

with a values conflict, because values are not only incompatible, but also incommensurable [5, 

p. 2-3], which means that values can not be generalized and are incomparable in their 

significance. Indeed, the values of individual entrepreneurs can be understood in a utilitarian 

way, as a direction of business activity, and can be reduced to making a profit. However, even 

in this case such private utilitarianism has a positive impact on the achievement of a public 

good: increase in employment, increase in production, and others. At the same time, another 

American philosopher R. Dworkin emphasizes that the majority of the central normative 

concepts (such as duty, responsibility, and justice) are interpretative concepts, and R. Dworkin 

reffers to the concepts, that are opposite to interpretative ones, as "critical concepts" [14, p. 

166]. According to R. Dvorkin, any value categories are subject to additional interpretation. 

The objectives of entrepreneurial activities are diverse: from the utilitarian objective of making 

a profit to the public objective of generating a social good, which can cause competition and 

even create a conflict of social objectives, given the high stratification of society and the role 

of business entities in this society. As N. S. Bondar notes, social contradictions themselves are 

"normal", and, recognizing the fact of their existence, it is necessary not to absorb them, but to 

offer "effective legal means of resolving them" [6, p. 33-34]. In particular, the Constitutional 

Court of the Russian Federation has repeatedly given a judicial and legal assessment of the 

necessity to find a balance between public and private interests. The conflict of social objectives 

in the context of entrepreneurial activities is particularly evident in the need to maintain social 

justice declared by the state. If we understand the purpose of entrepreneurial activities only as 

a profit making, then it is difficult to imagine entrepreneurship in a social context. The concept 

of social entrepreneurship has appeared in science and practice relatively recently. The 

development of social entrepreneurship is associated with the creation of the Ashoka 

international non-profit organization in the United States in 1980 [32, p. 7], which is aimed at 

promoting social entrepreneurship. The main activities of the organization are to provide 

financial and professional assistance, to unite the community of social entrepreneurs so that 

they interact, help each other and bring their ideas to a higher level, to promote the creation of 

infrastructure and financial systems necessary to support and expand the private sector and to 

spread social innovation on a global scale [13]. The following criteria for the definition of social 

entrepreneurship can be listed: the social objective of the activity, the focus on addressing the 

social issues, the existence of a business model and economic stability [32, p. 17]. Ya. S. 

Grishina defines social entrepreneurship as the activities of business entities, regardless of 

ownership and legal form, aimed at integrating the social and economic effect in order to 

address the social and property needs of citizens in socially-required goods, contributing to the 

solution or smoothing of critical social problems [18, p. 389]. The term itself, at the first glance, 

is paradoxical, since entrepreneurship is associated with profit-making, which usually excludes 

participation in the implementation of social projects that are not aimed at obtaining material 

benefits. However, eventually, any business initiative is connected in one way or another to the 

solution of social problems.  
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The social objective by itself indicates the well-being of entrepreneurs and the usefulness of 

their activities in general for society. Therefore, it is impossible to oppose the well-being of an 

entrepreneur to the social goals of their activities. Entrepreneurial activity is a priori useful for 

society, i.e. it is simultaneously social and pursues not only the private interests of individuals, 

but also the interests of the whole society (in fact, public interests). As R. Posner notes, 

eventually, the principle of wealth maximization rewards and encourages traditional 

benefactors and abilities associated with economic progress [30, p. 69]. The interpretation of 

the "public interest" category has been repeatedly given by the Constitutional Court of the 

Russian Federation. Most often, this interest is equated with the state interest based on the 

implementation of public functions, but in some cases, the general social nature of the public 

interest is also emphasized.  

 

3.2. Features of social entrepreneurship 

Social tasks of an entrepreneur are manifested in various aspects of entrepreneurial activities, 

in particular, in the framework of public-private partnership, which is aimed primarily at 

solving problems of public importance. A lot of countries have adopted special legislation on 

social entrepreneurship [21]. For example, in 2011, Spain, Greece and Ecuador, which 

commited themselves to a social economy, adopted laws on social economy and social 

entrepreneurship. In 2012, similar laws were adopted in Mexico and Slovenia, and in 2013 – in 

the UK and Portugal [18, p. 7]. The United States demonstrate a broad approach to 

understanding social entrepreneurship. In particular, the Social Enterprise Alliance defines 

social enterprise as an activity or strategy that creates decent jobs for the most needy [29]. 

Moreover, social enterprises are not limited to organizations that serve the disabled, or even 

social service organizations. A lot of environmental organizations are social enterprises. At the 

national level, the Nature protection service can be an example of cause related marketing, 

when it approves and licenses the use of its name on products [12]. Furthermore, a number of 

studies emphasize the innovative component of social entrepreneurship [2, p. 11]. The social 

policy of EU states, which is primarily targeted to support socially vulnerable segments of the 

population, requires the understanding of the special status of social entrepreneurship, which 

traditionally includes the protection and support of socially vulnerable citizens within a 

narrower framework. Thus, if in the United States social entrepreneurship is included in the 

market economy and is an integral part of it, in European countries such entrepreneurship is 

associated with the support of certain segments of the population – socially unprotected citizens, 

and is a part of the "social economy" theory [25, p. 23-24]. It is the European approach to 

understanding social entrepreneurship that has been developed in Russia, where there is no 

special legislation on social entrepreneurship. Only the Federal law of 26.07.2019 No. 245-FZ 

"On Amendments To The Federal Law" on the development of small and medium businesses 

in the Russian Federation" legally established the concept of social entrepreneurship, which is 

understood as entrepreneurial activity aimed at achieving socially useful goals, contributing to 

the solution of social problems of citizens and society and carried out in accordance with the 

conditions provided for in part 1 of article 24.1 of the Federal law "On The Development Of 

Small And Medium Businesses In The Russian Federation". Among these conditions there is 

an employment of some categories of population (disabled, pensioners, children from 

orphanages, large families, the poor and some other less socially protected layers of the 

population), ensuring the implementation produced by the citizens from among the above 

categories of goods (works, services), implementation of activities for production of goods 

(works, services) intended for the above-mentioned citizens, providing conditions helping them 

to overcome or compensate limitations of their activity, as well as opportunities to participate 

on an equal basis with other citizens in society. The above-mentioned Law clearly defines the 

scope of social entrepreneurship, since these acts are aimed at implementing certain objectives 
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– providing subsidies and other state support measures. Meanwhile, the area of social 

entrepreneurship should cover all areas of public activities. In fact, any business should address 

social problems. Any business activity, stipulated by article 2 of the Russian Federation Civil 

Code, is socially oriented, since it is associated with the achievement of socially significant 

goals (production, performance of works, provision of services). In general, such activities 

contribute to the development of a market economy and the creation of jobs. In our opinion, 

there is no contradiction between the social attitude and the main goal of business activity – 

profit-making.  

 

3.3. Features of business's social responsibility 

Modern axiological analysis of business activity is unimaginable without studying the features 

of business's social responsibility, which is expressed in voluntary and conscious acceptance 

by entrepreneurs of increased obligations in the social sphere and participation in the 

implementation of social support programmes [4, p.69]. The main argument to justify the need 

for social responsibility of business is the fact that the business under the conditions of market 

economy is an integral part of public life, so the very existence of business is impossible without 

the support of society [3]. This means that the economic interests of business and the social 

interests of society do not confront each other, but are consistent with each other, even 

interdependent. Accordingly, business, in addition to generating wealth, is also responsible for 

social issues, in addition to its economic and legal responsibilities. This includes businesses' 

ethical requirements and discretionary or philanthropic activities benefiting society. In other 

words, increasing corporate social responsibility "means changing corporate behavior in order 

to reduce harm and increase benefits for society" [24, p. 2]. Such responsibility is often referred 

to as a special type of social responsibility, emphasizing that positive responsibility is ensured 

exclusively by moral standards adopted in society [4, p. 52]. Indeed, first of all, business social 

responsibility is not based on state coercion. However, in our opinion, the main argument 

proving special nature of such responsibility should be based on a broader understanding of 

responsibility, since in the context of business' social responsibility, it is an issue of positive 

responsibility. The concept of positive responsibility in law is disputed by some authors. And 

even supporters of such responsibility see its place in the system of legal responsibility in 

different ways. Let us turn to the analysis of positive responsibility in the context of 

entrepreneurial activities. Carrying out business activities in complience with the legal 

requirements implies positive responsibility of the entrepreneur, since legal responsibility can 

be positive when it is provided for by regulatory legal relations. Moreover, legal regulation can 

be based both on the entrepreneur's sense of duty and on motivating business to perform socially 

significant functions. For example, employing people with disabilities for certain types of 

economic activities may provide tax benefits for the business entities. This is the context in 

which social entrepreneurship is interpreted by the Russian legislation. At the same time, social 

entrepreneurship in the context of this Law is narrowly understood, since it involves the 

implementation of business activities only towards socially unprotected population groups 

defined in the Law (pensioners, disabled people, large families, graduates of orphanages, and 

some others). As we can see, the axiological aspect of the business activity study also affects 

the legal principles of this activity, among which the principle of freedom of business activity 

is highlighted. This principle is polysemical and can be studied through the prism of not only 

legal and economic, but also axiological features, which allows us to see the manifestation of 

transparency guarantees in this principle. In this broad sense, business freedom has a special 

economic, social, and legal value. The concept of freedom of business activity is actively 

considered by many researchers. So, F. Hayek recognizes the priority of economic freedom 

over the state [19]. The same position is held by M. Friedman, who notes that the state is to 

provide economic freedom only when the market cannot regulate such freedom by itself [17, p. 
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50-51]. Basically, the term "freedom" has an evaluative character. Moreover, representatives of 

the libertarian approach to understanding of the law directly link the right to freedom. So, V. S. 

Nersesyants points to the axiological foundations of understanding law through the category of 

freedom [28, p. 70]. Freedom of business activities is most often expressed in a system of 

benefits for the participants of business activities themselves, since it belongs to people in the 

natural course of things. Thus, an entrepreneur realizes their creative abilities and motivations 

for entrepreneurship. However, this principle is valuable not only for the participants of 

business relations, but also for the whole society, since it is the basic characteristic of a market 

economy, which, as we know, cannot exist without the free exercise of entrepreneurship.  

 

4. CONCLUSION 

Thus, the traditional economic and legal study of business activities is supplemented by an 

axiological analysis that should not be limited only to the study of certain categories of business 

evaluation. Within this approach the legal aspects of social entrepreneurship, as well as the 

characteristics of the social responsibility of the entrepreneur should be studied. At the same 

time, social responsibility has a positive character and expresses the particular importance of 

entrepreneurship not only for the business actors, but also for the whole society. Axiological 

analysis not only justifies the social significance of entrepreneurial activities, but also allows 

polysemically interpret the legal principles of business. 
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ABSTRACT 

The article analyzes the features of teacher training in Europe. The integration processes that 

started back in the 20th century affected all spheres of life, including education. It is with the 

process of modernization of education that the concept of “Europeanization of education” is 

associated, which has come into use and has been actively used since the signing of the 

Maastricht Agreement in 1993, when the European Union received legal authority in 

implementing the educational policy of European countries. Western European teacher 

training systems have also undergone profound reform. However, it should be noted that the 

process of Europeanization of teacher training systems is slower than in other areas. This is 

primarily due to national traditions that have evolved over several centuries. The Bologna 

Declaration, which gave the name to the process of harmonization of educational systems, 

became the fundamental document of integration for European countries in the field of higher 

education. The main concept of this strategy was the concept of “unity in diversity,” which 

embodies the ideological meaning of the European integration process in the field of education. 

The authors of the article give some general trends in the Europeanization of teacher education, 

which contribute to some harmonization in this area. The authors will consider in detail the 

system of teacher training in two European countries: in Germany and in France. 

Keywords: education, European countries, Europeanization of education, teacher training, 

“unity in diversity” 

 

1. INTRODUCTION 

More recently, teacher training systems in European countries have undergone global changes. 

This is mainly due to the processes of integration in various areas of human existence. Despite 

the fact that teacher training is currently a priority in the European Union, the process of 

integration of European teacher training systems is slower than in other areas of higher 

education, which is primarily associated with national traditions that have developed over the 

centuries. Thus, the unique two-phase German system of pedagogical education with its 

university and practical training was not easily subjected to the reform process. 

The situation was similar with the training of teachers in France, where before the reform 

processes there were several ways to get the teaching profession. In Germany and France, 

countries with unique historical experience in developing teacher training across Europe, there 

have been recent active adaptations of examples of effective teacher training. Despite the 

structural diversity in the field of teacher training in European countries, some general trends 

that allow us to talk about the Europeanization of teacher education can be distinguished. 

 

2. THE SYSTEM OF TEACHER EDUCATION IN GERMANY  

Looking back at the history the teachers for higher levels of the German school system have 

always been educated at universities. Teachers of elementary schools and elementary grades of 

secondary schools did not reach university preparation until 1970.  
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They studied at teacher training colleges and even before that, in seminaries for teachers. During 

the 20th century, “lower” teachers received more academic education and training, while 

“higher” teachers maintained their traditional high academic status and received even more 

pedagogical and didactic elements [7]. Looking at these events, it becomes obvious that various 

types of primary teacher education were integrated to the university. In the past 20 years teacher 

training in Germany has undergone fundamental changes, which is related to the creation of a 

common European Higher Education Area and the introduction of a two-cycle system 

consisting of Bachelor's and Master's degrees. This in fact means a complete revolution of the 

German university system.  

 

2.1. Modernization in Teacher Education 

But the Bologna process has changed the system of teacher training education in Germany - but 

in each of the 16 federal states in a different way, so that there are currently a variety of different 

models of teacher education [1]. This is due to the fact that teacher education lie in the hand of 

our 16 „Länder“, that means: the 16 states Germany as a federal state consists of. The Ministries 

of Education and Cultural Affairs of the German states are responsible for teacher training and 

regulate it through study regulations and examination regulations. As a result of the Bologna 

process, there are different levels of reform in the German states when Introduction of 

bachelor's and master's programs that qualifies for a teaching position. For a long time, 

Germany was a leader in teacher training compared to other countries. In no other country 

students do not need so much time before they begin to teach yourself. When the educated 

teachers enter teaching a position they are much too old: 26-30 years. In many cases they are 

even older. In addition, German teacher education programs differ by secondary school type. 

There are special training programs for teaching positions for primary schools, integrated 

secondary schools and high schools, vocational schools and special schools. The PISA results 

as well as the educational analysis of the OECD and the Bologna Agreement of 1999 were 

decisive for the reform discussion in the area of teacher training. During this time, a large 

number of scientific publications on the situation of teacher training as well as a whole series 

of commission reports on the topic of the reform of teacher training appeared in Germany. But 

the inclusion of teacher education in the reform process is especially problematic from a 

German perspective, which is due to national and cultural contexts. Therefore, despite the 

ongoing reforms, she continues to maintain her two-tier teacher training system. The first stage 

is university training, which ends with the First state exam. The second stage is additional 

practical preparation phase as trainee teachers (Referendariat). The future teachers are trained 

in special „teacher training seminars“ by special teacher trainers, who have to be experienced 

teachers. The second phase ends with the Second State Examination, the final stage of teacher 

training in Germany. Upon passing this final examination, teachers can teach at state schools 

or private schools. The contents of the first and second phase are not really accorded to one 

another. It should be noted that teachers and teacher education is part of the public sector 

organized by state agencies. Therefore, after the first and the second phases, the state 

examination is taken, which enables the teaching profession. And many federal states want to 

maintain this two-phase approach in the future in order to maintain civil servant status for 

teachers. 

 

2.2. Teacher training models in Germany 

In Germany there is no common teacher education but a wealth of different teacher education 

models that differ not only from state to state, but from university to university. Various study 

structures have different lengths of the courses result. This article describes two different 

models of teacher training: the integrated model and the consecutive model. The integrated 

model of teacher training provides for the professional orientation from the first semester and 

http://www.hu-berlin.de/studium/lust/lehrer/master/referendariat
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corresponds to the traditional form of teacher training, which dominated for several years in 

Germany. Graduates who have completed the First State Examination for the teaching 

profession can apply for the second phase Referendariat - practical preparation phase. At the 

end of second phase the students have to pass the Second State Examination. After that the 

examined teacher has to apply for a teacher position at a certain type of school. For several 

years now, the consecutive model of teacher training with the Bachelor-Master-Structure has 

been implemented at many universities in Germany. This organizational form corresponds to 

the basic idea of a tiered study structure. The 6 semesters-bachelor’s course is polyvalent, so 

that after that students can also take master’s courses that have nothing to do with the teaching 

profession and are geared towards other professional fields. The course with the professional 

goal of teaching is followed by a master’s degree. The Master of Education enables candidates 

to apply for induction service as trainee teachers. The practical preparation phase ends with a 

state examination, the final stage of teacher training in Germany. Upon passing this final 

examination teachers can teach at public or private schools. Compared to the integrated model 

of teacher training the university degree no longer provides for a state examination according 

to the consecutive model. Instead, the first phase of teacher training ends with a master's thesis 

or a master's exam, which is recognized as the First state exam by the state examination office 

for teaching positions at schools. This is an important change in the field of teacher education 

for many years. The organization of the examination is now the responsibility of the university 

and not of the State Examination Board as before. Defying the diversity of realized models must 

be said that the teacher training programs have a modular structure in all 16 German states. The 

changes that are currently taking place in the second phase are the shortening of the induction 

service. Now the duration of the second phase varies between 18 and 24 months. Also worth 

mentioning is the cooperation of the induction service with the universities. One can speak of 

better cooperation between First and Second phase of teacher education, which was formerly 

regarded as the most important disadvantage. In addition, the practical components in the course 

have been increased. Up until now, the problem of teacher training was mainly that the students 

had no opportunity to get in touch with the school during the university phase of the training. 

And then when the future teachers are in front of a school class in the Second phase, they 

experience the so-called “practical shock”. For that reason many universities have introduced a 

practical semester in the first phase of training, which will allow future teachers to get enough 

practical experience to go through the second phase - the induction service. In this way, the 

knowledge acquired during the First phase in practice. This makes the teaching degree more 

practical, which is appreciated by many educational researchers. This makes the teaching 

education more practical, which is positively evaluated by researchers. Another feature of 

teacher training is the introduction of a fundamentally new practical phase on the “professional 

suitability and professional aptitudes” of future teachers. This phase has already become a 

prerequisite for university admission in many federal states of Germany. It should be noted that 

the idea to make entrance to the teaching profession in Germany “selective” exists as much as 

the teaching profession itself [3]. Thus, many universities in recent years have introduced a 

fundamentally new type of practice, during which future students will be able to get acquainted 

with school life from the perspective of a teacher and, based on the experience gained, make a 

choice regarding their future profession. Like Prof. Dr. Dorit Bosse (University of Kassel) 

emphasizes that not everyone is suitable for the teaching profession. The fact that the aspect of 

suitability is particularly important for teacher training is due to the increased demands on the 

teaching profession. Especially teachers have a formative influence on young generation and 

the role play not only the specialist knowledge, but also the personality of the teacher. This type 

of practice under the new law on teacher training allows universities to choose their students 

more than before [5]. As another practical element, the “orientation practice”, that is used to 

check the suitability and professional aptitudes for the teacher profession.  
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This type of practice is completed in the first academic year of the bachelor's degree. So one 

can say that teaching students have to complete different kinds of practices both before and 

during their studies. But Prof. Dr. Dorit Bosse (University Kassel) warns that so much school 

and teaching practice is not per se effective in learning [1]. Important factors for the 

effectiveness of the practical phases are coaching, mentoring and inclusion of individual 

resources of the students. Only then the future teachers can be better prepared for the teaching 

profession. In conclusion, it should be said that teacher training in Germany has undergone 

fundamental changes. The standard period of study for teaching students was considerably 

reduced. Different models of teacher training are implemented; new practical phases are 

introduced, which can be assessed positively. But this variety of models that have been 

implemented does not have to be seen as a disadvantage, but as an opportunity that can lead to 

better-trained teachers. 

 

3. FROM THE HISTORY OF TEACHER TRAINING IN FRANCE 

At the end of the 20th century - the beginning of the 21st century in Europe, the system of 

teacher training is changing. Each country seeks to study innovative experience in reducing 

existing training models to a single system, as well as to improve teaching technologies. France 

is a leading country in the field of education, so it is especially interesting to consider the 

existing system of teacher training. Teacher education in France is one of the most important 

public policy priorities. The requirements for teacher training in the country are extremely strict, 

which explains the large number of highly qualified specialists in the country. Teacher 

education in France lasted 4 years for primary and secondary school teachers. In the secondary 

education system, a separate qualification is required for each academic unit. The first two years 

the future teacher spends at the university, developing the necessary theoretical base either in 

the subject that he will teach in high school, or in all the main areas of primary school. After 

graduation, future teachers spend another two years at university schools. («Les instituts 

universitaires de formation des maîtres»). In France, the university teacher training institutes 

were training establishments for public education professionals (primary and secondary 

teachers, principal education advisers). They were replaced by the higher schools of teaching 

and education, then by the national higher institutes of teaching and education. Teacher training 

in France at teacher training institutes consisted of several equally important blocks for 

successful learning: 

1. academic knowledge - Usually the first two years of study at the university are devoted to 

their preparation; 

2. educational knowledge - A thorough study of science, familiarity with various teachings 

and theories; 

3. educational technologies and methods - Students not only study each method in detail, but 

also learn to apply it in practice; 

4. child psychology - Classes are usually held in the form of a group discussion under the 

guidance of an experienced psychologist. Students receive the necessary knowledge about 

the features of the child’s development and together look for a way out of a difficult 

situation: for example, they decide how to help a shy student adapt in the classroom or how 

to work with a multinational group of children. 

 

Teacher training in France necessarily included practical exercises. For two years, future 

teachers regularly conducted classes at the school with which the institute cooperates. An 

individual mentor from among the most experienced teachers helped prepare the lesson. The 

last semester for those who receive teacher training in France took place in the practice of 

continuing education. Only if successful will the student be allowed to take final exams. 

 

https://fr.wikipedia.org/wiki/Institut_universitaire_de_formation_des_ma%C3%AEtres
https://fr.wikipedia.org/wiki/Institut_universitaire_de_formation_des_ma%C3%AEtres


51st International Scientific Conference on Economic and Social Development – Rabat, 26-27 March 2020 

 

355 

3.1. Modernization in Teacher Education (MEEF masters in France) 

Nowadays professional training for future teachers is organized within Higher national 

institutes of teaching and education ("MEEF masters-Métiers de l`enseignement, de l`éducation 

et de la formation"). The training is also organized over 2 years, these courses combine 

fundamental theoretical knowledge and practical work. In France there are 32 higher national 

institutes of teaching and education. They replace the higher schools of pedagogical studies. 

They welcome all future teachers who can work in kindergarten, elementary school, college or 

lyceum. Higher national institutes of teaching and education also train future senior education 

advisers, as well as students destined for other educational professions, including adult training. 

The higher national institutes of teaching and education organize vocational training: the MEEF 

masters (teaching, education and training professions), in 2 years after the license. For example, 

the National School of Agricultural Training in Toulouse is a public institution of higher 

agricultural education which reports to the Ministry of Agriculture and Food, and which 

provides initial and continuous training in all teachers and education staff of agricultural 

technical education establishments. It should be noted that the “MEEF master” makes it 

possible to prepare for the teaching competition corresponding to a specific professional choice: 

exercising the profession of teacher in middle or high school, becoming a school teacher, etc. 

Three of the four degrees offered allow to prepare for teaching competitions corresponding to 

the different teaching professions that it is possible to practice: 

• 1st degree to become a school teacher, 

• 2nd degree to teach in middle and high school (general, technological and professional) 

• "educational supervision" to exercise the profession of senior education adviser 

• "training practices and engineering" does not prepare for competitions but opens up to other 

training professions: engineering of digital approaches to pedagogy, training engineering 

for specialized audiences, training of trainers, etc. 

 

3.1.1. The training course for specialized education   

A new standard of learning for future teachers of first and second degrees and principal 

education advisor was implemented at the start of the 2019 school year. It defines the content 

of the training delivered within Higher national institutes of teaching and education and 

provides 800 hours of teaching and training. It must be said that from 2022, the competition 

will be organized at the end of Master 2. The 1st year (Master 1) will include an observation 

and practical training course in schools for 4 to 6 weeks. The future teachers of the first degree 

and the second degree follow, according to the mention chosen, a significant volume (45 to 

55% at least) of lessons in fundamental knowledge (reading, writing, knowing how to count, 

respecting others, etc.), teaching and learning strategies, general pedagogy and classroom 

management, reflective practice and research, etc. Based on the work-study program, the 2nd 

year (Master 2) includes a part-time responsibility internship (paid). A new training standard 

for future teachers of first and second degrees and educational senior advisor was implemented 

at the start of the 2019 school year. It defines the content of the training delivered within Higher 

national institutes of teaching and education and provides 800 hours of teaching and 

pedagogical supervision outside internship, over 2 years. It should be noted that the Higher 

National Institutes of Professorship and Education do not prepare for aggregation. Sometimes 

they offer modules for preparation for external aggregation and, as part of teacher training, for 

internal aggregation. On the other hand, to become an associate professor, students who have 

won the aggregation competition benefit from training and an adapted course in Higher national 

institutes of teaching and education aimed at acquiring the skills necessary for exercise of the 

profession. 
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4. CONCLUSION 

Current global development is characterized by the rapid innovation process. Fundamental 

reform affects all areas of life in society, requiring the renewal of all social institutions and 

systems, including education. Having analyzed the features of teacher training in Germany and 

France, we can draw the following conclusions: 

• firstly, an increase in the practical component of the teacher training process; 

• secondly, there is the opportunity to make teaching practice in one of the European 

countries, which corresponds to the principle of the Bologna Declaration on student 

mobility; 

• the introduction of a fundamentally new practical phase on the “professional suitability and 

professional aptitudes” of future teachers.  

 

Based on the analysis, it can be said that some common trends can be noted in the European 

teacher training systems, which helps to achieve some harmonization of teacher education. 

However, the specific characteristics that are inherent in national systems continue to persist 

and impede the integration process. European institutes plan long-term work to provide 

conditions for further rapprochement of teacher education systems in the context of the Bologna 

process. 
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ABSTRACT 

The operation in small family businesses is based on trust. Existence of trust in transactions 

lowers cost of such transactions, as it allows financial agreements to be less dependent on 

formal regulations and facilitates investment and innovations. Trust supports the capability of 

creating the extra added value originating from the family tradition and the reduction of 

administrative costs. Between native people trust can be relatively easily achieved, as they have 

the same language, background and origin. However, when it comes to the integration of 

employees from different cultures this is not the case. Relevance of this topic comes from the 

fact that small family businesses are essential drive for our economy, however in most cases 

they face difficulties to benefit from labor migration. It is an accepted fact that on national level 

labor migration is positive. However, the challenges and the possible benefits of global labor 

migration on small family businesses have not been investigated in detail. The authors of this 

paper present an educational concept that includes the different attitudes of a non-native or 

labor migrant employee. Trust is one thing difficult to learn and to understand. We conclude 

as the focal point of this the research the education on understanding the cultures and the 

habits. The proposition is that within a small (family) business labor migrants can only be 

employed when trust between the owners the native employees and the labor migrant employee 

exists. To achieve this trust education of all employees in understanding the different cultures 

is needed. We present the different education methodologies of our concept.   

Keywords: Family Business, Labor migrant, Trust 

 

1. INTORDUCTION 

Family business is defined as being owned and managed by family members (Sharma, 

Chrisman and Chua, 1997). Firms are usually led by family members across generations 

(Miller, Steier and Miller, 2003). Family businesses are one of the most widespread 

organisations globally, almost all firm’s started in this business form. (Lee, 2006). The majority 

of family firms is in the range of small and medium size enterprises. Gagné Sharma and 

DeMasis (2014) concluded, that SME size family businesses are both conceptually and 

qualitatively different from the others mainly due to the influence of the family members.   

Every family in business has a story to tell, a legend to live up to a tragedy to lament (Hamilton, 

Cruz and Jack, 2017). Such elements not only shape the narratives that are shaped by members 

of a family but have an influence on the career opportunities of the employees. The integration 

of labor migrant employees in small family businesses is often a burden difficult to get over. 

The problem we deal in this research is the concept of trust.  
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Although it is a widely accepted fact that on national level labor migration is a positive 

phenomenon, however, the challenges and the possible benefits of global labor migration on 

small family businesses have not been investigated in detail. There is a gap in scholar literature 

in our current understanding about this new trend. 

 

2. THEORETICAL BACKGROUND 

Family in business broadly relates to members of a family that engage in the foundation, 

management and continuity of one or several family businesses. Entrepreneurial behavior can 

be influenced by inherent characteristics of the management, such as age and tenure, as well as 

by the degree of family influence in the firm, as indicated by the number of generations involved 

in the business (Kellermanns et al, 2008). The attitude towards innovation is often an 

overlooked characteristic. Previous articles (Pittino et al, 2013) have highlighted, that the 

innovation literature virtually ignores the role of the family dimension in innovative strategies 

and outcomes (Craig, Moores, 2006). The family business literature also devotes rather limited 

attention to the analysis of innovation processes. As highlighted by Kraus, Harms, Fink (2011). 

It is possible to recognize innovation in family business as a nascent stage that undergoing 

significant development (De Massis, Frattini and Lichtenthaler, 2013). We will present, that 

innovation is a key factor, where labor migrants can do their contribution to. On the other hand 

one of the most researched fields within family businesses is the field of trust. There is a large 

number of studies focusing on the impact of trust on performance and highlight, that trust is a 

main competitive advantage of family businesses (Corbetta and Salvato, 2004). The capability 

of creating the extra added value originating from the family tradition. In the existing literature, 

this is defined as follows: Existence of trust in transactions lowers cost of such transactions, as 

it allows financial agreements to be less dependent on formal regulations and facilitates 

investment and innovations (Petrakis, Costis 2015). We conclude this fact as essential for SME 

size family businesses to increase the firm’s performance. The reason behind this finding is 

rooted in the human behavior and the client-supplier relation. Clients aim to select a supplier, 

where the cost-benefit ratio is sufficient, and the risk of failure is minimized (EC 2010). Risk 

of failure can be minimized using strict terms of references or based on personal relationship 

between client and supplier. The literature (Kachaner, Stalk and Bloch 2012) highlights, that 

during good economic times, family-run businesses don’t earn as much money as companies 

with a more dispersed ownership structure but when the economy slumps, family business far 

outshine their peers. The simple conclusion to be found in the literature is that family businesses 

focus on resilience more than performance. We identify the chances for an SME size family 

business to compete is the personal relationship building; and personal relationships to clients 

strongly depends on the quality of employees. Trust in the family business literature has been 

discussed so far, it has been used to explain the firm's performance. In our paper the main focus 

is on trust between family and non-family or in some cases even labor migrant non-native 

employees. The need for this research is underlined by the fact, that in recent years family 

businesses has gone through an institunalization process, where not only business operation and 

management was involved, but organizational culture as well. Based on a study (Evren  2017), 

we found, that change int he organizational culture is a crucial issue and due to the lack of trust 

family members are afraid of losing decisional power. This resistance of the family members 

is burden in the overall process, and a burden in the evolution of the firm itself. Contents of 

trust determine the family member’s perception of the employee’s trustworthiness in family 

businesses. Azizi et al (2017) states, that family firm’s owners and managers must take steps to 

strengthen the perception of the non-family employees to have positive attitudes, there is a need 

for family members to get familiar with the requirements of trustworthiness and they need to 

focus on what to demand, how to achieve a positive trustworthiness perception in order to pave 

the road for the desired long term development for the firm.  
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Sharma and Carney (2012) concluded, that family businesses have large growth potential as 

they have the habit of developing intangible assets such as social capital trust and tacit 

knowledge. Trust in general occurs when none of the parties expects the other to harm or abuse 

(Rousseau et al 1998). Trust has an affective and a cognitive basis. Cognitive trust can be 

achieved through integrity, credibility, responsibility, reliability and competence (Ribere and 

Sitar 2010). Cognitive trust between family members and non-family employees in a family 

can be achieved when development programs of the firm are focusing on the cognitive attitudes. 

However, when it comes to non-native or labor migrant employees’ culture is the main factor 

towards integrity. In this paper we, present why understanding the culture is important to 

achieve cognitive trust.  

 

3. ACTUALITY OF THE RESEARCH 

The goal of this research is to examine how cognitive trust between family members and labor 

migrant employees can be achieved. The reason we focus this research on labor migrants is 

given by the fact that migrants accounted for 70% of the increase in the workforce in Europe 

over the past ten years. Migrants fill important niches both in fast-growing and declining sectors 

of the economy. There are several positive aspects in connection with labor migration such as 

a) it boosts the working-age population, b) migrants arrive with skills and contribute to human 

capital development of receiving countries or c) migrants also contribute to technological 

progress and drive innovation. The question remains: how to maximize the benefits of migration 

for SME size family businesses. The need for this research is underlined by the fact that the 

rapid population ageing increases demand for migrants to make up shortfalls in the workforce. 

The literature defines the direction of migration as coming from the Central / Eastern region of 

Europe flowing towards the Northern and Western part (Friberg, Eldring, 2013). Another 

source states, that in Europe the scope of labor mobility greatly increased within the EU/EFTA 

zones following the EU enlargements of 2004 and 2007. This added to labor markets’ 

adjustment capacity. Recent estimates suggest that as much as a quarter of the asymmetric labor 

market shock – that is occurring at different times and with different intensities across countries 

– may have been absorbed by migration within a short period of time (Jauer et al, 2014). Central 

Europe suffers from a significant asymmetric labor shock: the English-speaking generation is 

leaving, and there is a significant migration from Eastern Europe, the Middle East and Asia. To 

conclude there are few major challenges for Central European family businesses: a) the local 

employee market is drying up as highly skilled, English speaking employees increasingly look 

for jobs elsewhere. b) this asymmetry of migration must be balanced with labor migrant 

workforces.  Furthermore, beside overcoming labor shortage on the local labor market we see 

significant advantages why a family business shall consider the integration of labor migrant 

employees: a) innovations through exchange of culture b) support in understanding the needs 

of new or undeveloped markets c) local knowledge increases the credibility of the firm and the 

trust in foreign markets d) cost-effective work force 

  

4. PROPOSITION 

The objective of the research is to justify the hypothesis if understanding of the culture leads to 

achieve cognitive trust in an SME size family business between family member and labor 

migrant employee and to define the necessary educational concept. The study focuses on 

Vibrocomp’s case and general educational concept. Vibrocomp is a family owned SME in the 

engineering consultancy sector. The firm was founded in 1992 and remained a two-man firm 

until 2002. The next generation took over the firm in 2002 and turned it into a globally known 

multinational firm. The successful generational change in leadership that resulted in this 

significant growth of the firm is not included in this paper, however, could be topic of a future 

research.  
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Built on the family knowledge, the firm currently deals with governments all over the world: 

Hungary, EU (Brussels), Romania, Serbia, Shenzhen (China), Dubai, Federal UAE, and the 

Qatar Royal Family. The language and the habits are different, but the goals are the same: 

support their achievements in reducing pollution and increasing the well-being of residents, 

hence maintaining the economic growth. In the following we present how to overcome the 

differences mainly originating from the different culture of the labor migrants. It can be stated, 

that on an SME size traditional conflicts between countries do play a significant role, which the 

management must be aware of. In our case study we identified three reasons for the integration 

of labor migrants. a) if a firm is entering foreign market, even if close to the home country b) 

the start of larger expansion process: the firm expanded to 3 new countries in 2 new regions 

outside the home continent. c) the employment of labor migrants in the home country due to 

labor shortage. When a firm is small and only present on the national market in most cases it is 

or at least it used to be enough to have native employees. Every firm must grow, expand in 

order to grant long term success and to be an attractive employer. In the investigated case, when 

Romania became part of the European Union the decision was made to open a subsidiary to 

serve the Romanian market. With the opening the number of employees immediately increased 

by +20% as new employees from Romania joined the firm. Family members being afraid from 

the changes, required all employees to speak beside Romanian also the native language of the 

firm. The official communication in the firm remained the native language of the family. Driven 

by the fact, that the whole firm still speaks the common native language of the family no 

dedicated development trainings were designed to meet the requirements of being a 

multicultural bi-national firm. Only the manager received training in the culture and habits of 

the new country. The basic educational concept was enough for one country but had to be 

further developed when the firm started its larger expansion process. In our case the firm 

continuously opened new subsidiaries as follows: 1. Dubai, UAE, 2. Shenzhen, China, 3. Doha 

Qatar. During this expansion not only, employees from different countries but from 

significantly different religions, habits, political background and time-zones joined. Hard skills 

are the technical expertise and knowledge needed for a job. Soft skills are interpersonal 

qualities, also known as people skills, and personal attributes that one possesses (Robles, 2012). 

As employer, one considers soft skills as very important attribute in job applicants. The firm 

introduced an innovative integration program. Main innovations of the educational concept 

were a) the integration program was mandatory for the new employees as well as for the existing 

ones; b) skills like ethics or knowledge about different cultures religions have been included 

and trained as a hard skill. As long employees from different cultures are located in different 

countries and/or continents communication between the employees is mostly limited to written 

communications. Personal interaction between employees from different cultural origin is 

limited to division leaders and the management. In their case mentoring was applied to have 

even better understanding of the different culture originated decision processes. Nowadays as 

described earlier it is not necessary anymore to be present on the international market to face 

the challenges of integrating employees from different cultures. As a reason of migration all 

firms at some stage have to start to employ non-native employees. Focal points of the 

educational concept are a) differentiated career development for native and labor migrants b) 

include the culture in the development of all employees c) provide consulting and mentoring to 

increase the possibility of labor migrants to be leaders in their respective field and being 

accepted by the native employees d) change the official communication from the native 

language to English, giving support to all those who have difficulties e) introduce global trends 

and local values into the project-based approach. The above-mentioned educational concept 

will result in cognitive trust between family members and employees.  
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Based on this cognitive trust we propose a successful integration of labor migrants even on an 

SME size family business level. Furthermore, the archived cognitive trust will result in 

employees willing to stay longer at the firm which reduces the time and the cost spent on 

acquisitions. 

 

5. PROPOSED RESEARCH METHOD 

In this paper we presented the problem and a case study based concept to solve the problem. In 

this chapter we will present the proposed research method to a) to prove the hypothesis b) to 

generalize the concept. In most academical research the main question is to consider whether 

sampling is needed. In some cases, it is possible to conduct the research on every group 

member. In our case it is impossible to have an analysis of every SME size family business. We 

plan to generalize the concept based on a sample research. In our case the entire population will 

be reduced to samples with the following attributes: a) Hungarian Firms b) Firms with 

employees less than 100. The second research question is to conduct a) semi structured 

interviews with the owners/managers of the sampled companies or b) prepare a questionnaire-

based survey. The main advantages of semi-structured interviews are: they are carried out with 

an open framework to allow focused, bi-directional conversational. Semi structured interviews 

are a good tool to give and receive information. Questions are not formulated ahead; the semi-

structured interview starts with general questions. Questions on the focal points are created 

during the semi-structured interview, in a way to allow flexibility for both parties. The main 

disadvantage comes from this flexibility, as it might lessen reliability and honesty, while 

answers are difficult to analyze and compare. A secondary disadvantage is the high time and 

cost of the survey and tend to have a geographical limitation. Opposite to semi structured 

interviews web-based surveys are cost effective. Those surveys are practical and an easy way 

to gather data. The survey can be put on a website or sent directly to the target sample group. 

Results are already in an electronic format, which allows easy analysis without digitizing data 

first and are quickly collected and evaluated with online tools provided by the survey host. 

Web-based surveys have no geographical limitations, online one can distribute the questions to 

anyone, anywhere in the world. However, the necessity of this opportunity must be reconsidered 

when defining the target sample group.  It is an important aspect to consider cultural differences 

when conducting cross-national research. Web-based surveys can be designed to allow 

respondents to maintain their anonymity. With this type of questionnaire results can be expected 

based on the most honest answers, where sometimes sensitive data is included. Respondents 

will often answer more truthfully, based on the literature research has shown that having a 

researcher present can lead to less honest and more socially desirable answers. Respondents, 

willing to answer can take their time to. A point of discussion is the length of the questionnaire 

some literature state, that asking as many questions as possible is an advantage, however the 

authors believe to keep individual questionnaires short, straight to the point, where respondents 

are willing to focus on the answers. Among the disadvantages of web-based surveys is the lack 

of conscientious responses, there is no tool to be sure respondents have thought the question 

through before responding. The only way to overcome this disadvantage is to make the 

questions simple and the survey short. Furthermore, there is the disadvantage of differences in 

the interpretation of the questions. compared to personal interviews the researcher here has no 

possibility to explain the questionnaire and ensure full understanding. Respondents might not 

understand the meaning of some questions; hence results can be very subjective. Furthermore, 

if the researcher is not present it is hard to capture emotional responses or feelings of the 

targeted individuals. As with most research, bias is an issue. Proclivities lead to inaccuracies in 

the result data, caused by the imbalance of respondents who see the topic in an overly positive 

or negative light. Pre-screening with a few indirect questions will remove those results from the 

database.  
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Based on the above we will continue the research with a web-based questionnaire. The 

questionnaire will consist of of a quantitative (firm’s performance, career development training 

budget allocations) and a qualitative (educational concepts, cultural habits, willingness of cross-

cultural employment) part. Quantitative methods use numbers for interpreting data (Maki, 

2004). Large numbers of cases can be analysed using the quantitative approach, and this type 

of design is deductive in nature, often stemming from a preconceived hypothesis (Patton, 2002). 

Results can be generalized, and situations make this type of assessment expandable. Although 

assessment can be carried out with the rigor of traditional research, including a hypothesis and 

results that are statistically significant, this is not a necessary component of programmatic 

outcomes-based assessment. It is not essential to have a certain sample size unless the scope of 

your assessment is on the institutional level. On the other hand, according to Denzin and 

Lincoln (2011), qualitative research is multimethod in focus, involving an interpretive, 

naturalistic approach to its subject matter. Upcraft and Schuh (1996) states, that qualitative 

method is the detailed description of situations, events, people, interactions, and observed 

behaviours, the use of direct quotations from people about their experiences, attitudes, beliefs, 

and thoughts. Qualitative assessment is focused on understanding how people make meaning 

of and experience their environment or world (Patton, 2002). Qualitative assessment is narrow 

in scope and only applicable to specific situations and experiences. This type of approach is not 

recommended for generalization to broad situations. Different from quantitative research, 

qualitative research employs the researcher as the primary means of data collection. In opposite 

to quantitative assessment, the qualitative approach is inductive, leading to the development or 

creation of a theory rather than the testing of a preconceived theory or hypothesis. To verify 

our concept, we defined a method to measure and to evaluate the success of career planning 

and development in SME size family business. We plan to apply the mixed approach in order 

to verify our proposition.  

 

6. LIMITATIONS, FUTURE RESEARCH 

The research conducted so fare is based on the findings of a case study from a Hungarian family 

owned SME. However due to the setup: 2 main shareholders from the same family, the size: 

currently about 50 employees in 4 different countries and the sector: engineering consultancy 

the authors believe that the findings can be generalized for similar companies. In the future 

questionnaire-based research as described above will be conducted in order to generalize the 

concept. 

 

7. CONLCUSION 

The focus of this research is on labor migrants given by the fact that migrants accounted for 

70% of the increase in the workforce in Europe over the past ten years. Due to the current lack 

of workforce SME size family businesses are facing the challenges of employing labor migrants 

from different countries and cultures. Family businesses are based on trust, trust is one thing 

difficult to learn and to understand. Within a small (family) business labor migrants can only 

be employed when trust between the owners the native employees and the labor migrant 

employee exists. Cognitive trust can be achieved through integrity, credibility, responsibility, 

reliability and competence. Cognitive trust between family members and non-family employees 

in a family can be achieved when development programs of the firm are focusing on the 

cognitive attitudes. We conclude as the focal point of this the research the education on 

understanding the cultures and the habits. The authors have presented based on a case study, 

how  to achieve cognitive trust in an SME size family business between family member and 

labor migrant employee. The presented differentiated educational concept in understanding the 

culture resulted in cognitive trust between family members and employees. Based on it a 

successful integration of labor migrants even on an SME size family business level is possible. 
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Furthermore, the archived cognitive trust will result in employees willing to stay longer at the 

firm which reduces the time and the cost spent on acquisitions. In the future questionnaire-

based research as described above will be conducted to generalize the concept. 
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ABSTRACT 

At present, marketing communication is important in the business sector, leading to the 

necessary promotion of businesses and their products or services, as well as to the acquisition 

of potential customers. Among other things, appropriate marketing communication can lead to 

a better position of the company among other market participants and increase sales and profit. 

In the theoretical part of the article we focused on defining the business sector and marketing 

communication, which is divided into online and offline forms of communication channels. We 

focused on the different forms of communication and the different types of communication 

channels currently used by businesses. We compared their positives and negatives as well as 

different ways of using them and their impact on potential customers. In the analysis of the 

current situation, we dealt with secondary research, which was focused on online and offline 

marketing communication and communication channels in the business environment. From the 

online environment, the paper focuses mainly on social networks, influencers and business 

presentations via websites. From the offline environment, the article focuses on classic ads in 

magazines, newspapers, billboards, television and radio. The practical part was devoted to 

primary research, which was focused on the identification of communication channels and to 

what extent they influence the purchasing behavior of customers in the Slovak Republic. 

Through factor analysis we identified two different factors. The first factor reflects a low degree 

of influence on customer buying behavior through influencers, offline advertising, youtube 

advertising, and newsletters. The second factor, on the other hand, expresses a high degree of 

influence on the social purchasing behavior of customers, the quality of the content of social 

contributions as well as the design of the websites of specific companies 

Keywords: Marketing, Marketing communication, Offline communication channels, Online 

communication channels 

 

1. INTRODUCTION   

The business environment can be characterized as the environment surrounding the business 

entity and affecting its business activity. Furthermore, it is necessary to emphasize its close 

connection with the competitive environment, but also with the governing institutions that 

determine the rules and conditions of the business environment (STRÁŽOVSKÁ a kol., 2008). 
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When defining the business environment within the European Union, we can talk about the 

business environment of the 27 EU Member States, which is influenced by EU legislation, 

which implies the effort to create a single internal market (eúsav)2.To promote the business 

environment, it is necessary to conduct marketing communications to best promote individual 

businesses and their products.  Marketing communication is one of the four basic elements of 

the marketing mix.x  The 21st century is an impulse for market players to accelerate the pace of 

innovation and to make full use of all management and marketing tools, including marketing 

communication. 3. Marketing communication is an important part of modern marketing, which 

currently requires more than just to produce a good product or to attractively evaluate or make 

it available to the target consumer. The essence of marketing communication is not only to 

inform customers about products, about their utility properties, the area of use etc., but to know 

their needs and requirements and to respond appropriately to them.4 For this reason, appropriate 

marketing communications can lead to a better position in a given market, bring new potential 

customers and also increase sales and profit. Given the focus of the article, it was necessary to 

analyze electronic marketing, which is focused on online and offline forms of communication 

means of marketing communication. In business practice, interaction often involves offline and 

online marketing techniques being used to generate a constant stream of interested recipients 

(e.g. website visitors).5 Online marketing refers to certain Internet activities that lead to the sale 

of goods or services. The goal of online marketing is to increase traffic to potential customers 

on each company's website. In order for online marketing to be carried out correctly, individual 

customers must reach the forms of online marketing at the right time on the right device. 6 

Subsequently, offline marketing refers to marketing methods that are implemented outside the 

Internet. The goal of offline marketing is to engage, generate demand for a product or service 

and reach as many potential customers as possible.9 Despite the development of offline 

technology, marketing remained unchanged. In the following table no. 1. we can see the most 

used online and offline communication channels. 7, 8 
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Table 1: Compare online and offline communication tools 

Online communication channels Offline communication channels 

Websites – advertising is focused on the defined 

internet environment.  
Advertising in newspapers and magazines – 

this form of advertising provides a way of 

promoting in the form of print media. 

SEO – displaying websites in the top positions in 
internet browsers (google, bing, yahoo ...) 

Participation in exhibitions and fairs – 

provides a promotion method where a customer 

meets the business being promoted directly. This 

means that the customer can come into direct 
contact with certain goods or services. 

Email marketing – is targeted advertising that is 

used in e-mail as a means of communicating with 

customers. 

Outdoor advertising – provides advertising on 

billboards, banners, suburban and urban 

transport stops, etc. 

Affiliate marketing – is based on a performance 

that rewards 1 or more affiliates for each visitor 

or customer brought to the business page. 

Television and radio advertising – through a 

short visual or audio spot the potential customer 

gets to know the product or service of the 

promoted company. 

Social network marketing – like advertising on 

Facebook, Google+, LinkedIn, and Twiter.
 

 

PPC advertising (Pay per clic) – advertising 

provided within the advertisement. This kind of 
ad is charged only when someone clicks on the 

ad. 

 

Promotion through Influencers – is based on 
sharing the private life experience of a person 

being promoted through a variety of 

communication channels. Influencers mostly 

promote various world brands with which they 
have personal experience.  

 

Source: 7, 8 

 

The table shows different communication channels through which and promote individual 

business entities in order to get the best position in the market. After a detailed analysis of 

individual online and offline communication channels, we can then determine the individual 

advantages and disadvantages of these communication channels, which can be seen in the 

following table 2. 10, 11, 12 
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Table 2: Advantages and disadvantages of online communication channels 

Advantages and disadvantages of online communication channels 

Advantages of online communication 

channels 

Disadvantages of online communication 

channels 

✓ Low advertising implementation costs, 

✓ High number of potential online customers,  
✓ Diversity of online advertising choice, 

✓ Wide coverage of Internet advertising,  

✓ Targeting to a specific customer or group 
of customers,  

✓  Realize interactivity to rework ads, 

✓ Creating the ranking of collected data 

through different methods, 
✓ Measurability makes it possible to evaluate 

each ad activity separately and in terms of 

return on investment. 
 

✓ Promotion of advertising only if the ad is paid 

for, 
✓ No-readiness of companies to communicate 

with clients,  

✓ No-readiness of companies to move from 
local market to global market, 

✓ Satureness of given ads in online space and 

subsequent ignorance from the perspective of 

a potential customer. 

Advantages and disadvantages of offline communication channels 

Advantages of offline communication 

channels 

Disadvantages of offline communication 

channels 

✓ Increase sales of products and services,  

✓ Ad access directly to potential customers 

(e.g. mail delivered directly to the mailbox),  

✓ Reach customers who do not have Internet 
access, 

✓ This kind of advertising is longer term in 

terms of time (e.g. rental of advertising 
space for 2 years), 

✓ Targeting inadequate goods or services in a 

particular region (e.g. publishing a service 

or product in a regional TV or regional 
newspaper), 

✓ High credibility ads when they appear e.g. 

in an official regional newspaper, etc.  
 

 

✓ High cost of realization of advertising,  

✓ Time of preparation of the advertisement,  

✓ Satureness of advertising on the streets, in 

boxes, benches, etc, 
✓ Poor measurability of the created ad 

activity, e.g. in terms of return on funds. 

 

Source: 10, 11, 12 

 

From the table no. 2. it follows that offline or online communication channels have different 

advantages and disadvantages. It is essential that the individual benefits arising from both online 

and offline communication channels are fully exploited. At the same time, the disadvantages of 

these selected communication channels must be eliminated as little as possible. 

 

2. METHODOLOGY  

The main goal of the article was to identify individual communication channels and 

subsequently to find out to what extent they influence the purchasing behavior of customers in 

the Slovak Republic. To achieve this goal, it was necessary to use methods such as the method 

of excerpting, the method of analysis, primary research, factor analysis, the method of induction 

and deduction. The method of excerpting was used to obtain theoretical knowledge of the 

researched issue. We used the method of analysis to analyze the current situation, when we 

followed secondary research, which was focused on online and offline communication in the 

business environment. Subsequently, primary research was carried out, which was oriented to 

find out what communication channels affect the purchasing behavior of customers in the 
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Slovak Republic. To calculate the minimum sample size, it was necessary to find out how many 

people in the Slovak Republic are over 15 years old. As of December 31, 2018, the population 

over 15 years of age in the Slovak Republic is 4,592,376. After finding the population over 15 

years of age, we used the following formula to calculate the large population base. 

 

𝑛 ≥ 𝑡
1−

𝛼
2

2 ∗
𝜎2

∆2
 

 

where: 

n - is the minimum sample size (minimum number of respondents), 

t_(1-α/2)  - s the critical value determined from the tables (critical values of the normalized 

normal distribution), 

σ2 - is the spread calculated from the standard deviation, 

Δ - is the maximum allowable margin of error. 

 

Then we put the values into the formula: 

 

𝑛 ≥
1,962

0,032
x 0,52 = 1067,11 ≐ 1068 respondentov 

 

After substituting the values into the formula for the large sample population calculation, we 

found that at a 95% confidence level and a 3% error margin, the minimum sample size was 

1068 respondents. In conducting the primary research, we managed to address up to 1814 

respondents. Therefore, it can be stated that the requirement to fulfill the minimum sample size 

has been met. Subsequently, a factor analysis was used to evaluate the results of the primary 

research, where two factors were identified through this analysis. The first factor reflects a low 

degree of influence on customer buying behavior through certain selected communication 

channels. The second factor expresses a high degree of influence on the purchasing behavior of 

customers through other selected communication channels. Methods such as induction and 

deduction were used to evaluate the results and individual recommendations. 

 

3. RESULTS  

The primary research conducted in the form of a questionnaire yielded results in the form of 

responses from repo respondents to eight questions concerning various online and offline 

communication channels. Respondents answered to what extent they considered the particular 

communication channel mentioned in the question to be important in influencing their 

purchasing behavior. 

 

3.1. Results of primary research 

The results are shown in the following graphs. 
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Graph 1: The importance of social networks 

Source: Author 

 

Graph 2: The importance of quality of the content on social posts 

Source: Author 

 

Graph 3: The importance of influencers 

Source: Author 
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Graph 4: The importance of sales actions 

Source: Author 

 

Graph 5: The importance of website design 

Source: Author 

 

Graph 6: The importance of offline advertising 

Source: Author 
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Graph 7: The imortance of youtube business activities 

Source: Author 

 

Grpah 8: The importance of newsletter 

Source: Author 

 

3.2. Factor analysis 

In the next part the data presented in the graphs are processed by factor analysis. 
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Table 3: Eigenvalues and percentages of explained variability of identified factors 

Component  Initial Eigenvalues Rotation Sums of Squared Loadings 

Total % of 

Variance 

Cumulative  

% 

Total % of 

Variance 

Cumulative  

% 

1. The 

importance 

of social 

networks 

2,50 31,21 31,21 1,92 23,95 23,95 

2. The 

quality of 

the content 

on social 

posts 

1,22 15,28 46,49 1,80 22,54 46,49 

3. The 

importance 

of 

influencers 

,92 11,55 58,0
3 

   

4. Sales 

actions 

,85 10,62 68,6
6 

   

5. Website 

design 

,79 9,85 78,5

0 

   

6. Offline 

advertising 

,69 8,68 87,1
8 

   

7. Youtube 

business 

activities 

,65 8,12 95,31    

8. 

Newsletter 

,38 4,69 100,00    

Source: Author 

 

The intrinsic value of the first factor is 2.50. Two factors explain the 46.49% variability of all 

variables. 

 

Table 4: Factor matrix for all factors and all questions derived from primary research 

Variables Component 

1 2 

1. The importance of social networks ,68 ,49 

2. The quality of the content on social posts ,68 ,52 

3. The importance of influencers ,57 -,30 

4. Sales actions ,48 ,03 

5. Website design ,34 ,37 

6. Offline advertising ,50 -,39 

7. Youtube business activities ,57 -,36 

8. Newsletter ,57 -,45 

 Source: Author 

 

In our case, the factor matrix shows the factor load of the variables in relation to the identified 

factors. Correlation coefficient values range from -1 to 1 where -1 represents the highest 

possible negative correlation and 1 the highest positive correlation. A value of 0 represents a 

zero correlation. The given matrix shows what the relations between the variables have.  
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The factor matrix represents the matrix of identified factors and the correlation values between 

the identified factors 1 and 2. This is the main output of the factor analysis. 

 

Table 5: Rotated factor matrix for all factors and primary research questions 

 Component 

1 2 

1. The importance of social networks ,17 ,83 

2. The quality of the content on social posts ,15 ,84 

3. The importance of influencers ,62 ,17 

4. Sales actions ,34 ,34 

5. Website design ,00 ,50 

6. Offline advertising ,63 ,04 

7. Youtube business activities ,66 ,11 

8. Newsletter ,72 ,06 

Source: Author 

 

For a better interpretation it is necessary to proceed to the next step, which is the rotation of 

factors. After the rotation is applied, it is possible to identify the correlation values for the 

individual factors and define them so that the load of that factor can be identified by the relevant 

variable. In this case we proceed by sorting the relevant variables to the factors by assigning 

them to the factor by their highest value. In the case of variable 4 we assign the variable to both 

factors as it reaches the same value. 

 

3.3. Factor reduction 

Based on the results presented in the rotated factor matrix, it is possible to interpret the outputs. 

It can be stated that all variables affect respondents when buying, each of which has a different 

importance. We found that the dependence between attribute variables can be characterized by 

reducing variables to two factors.  

 

3.3.1. Factor No. 1.  

Factor number 1 contains variables whose acquired value is from 0.34 to 0.72. All attribute 

variables positively correlate with factor No. 1. Factor No. 1 represents a combination of 

variables such as influencers together with youtub activities and the existence of newsletters 

advertising. Based on the results of the factor analysis, it can be confirmed that this is a minor 

factor affecting the customer when making a purchase.  

 

3.3.2. Factor No. 2.  

Factor number 1 contains variables whose acquired value is from 0.34 to 0.84. All attribute 

variables positively correlate with factor No. 2. Factor No. 2 represents a combination of 

variables such as social networking and website design. Based on the results of the factor 

analysis, it can be confirmed that this is the most important factor affecting the customer when 

making a purchase. 

 

3.4. Determination of significance value 

For transformed factors 1 and 2, a significance value was determined which evokes the 

importance of influencing them in the purchase. The table shows the significance values of 

these factors. The determination of materiality was based on the values determined using the 

liquor scale in the realized primary survey. 
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Table 6: Determination of significance value 

Serial number Factor Significance value 

1 Factor No. 2 [(3,15 + 3,18 + 2,76+ 3,54)/4] 

= 3,15 

2 Factor No. 1 [(1,76 + 2,76 + 2,29 + 2,06 + 

1,96)/5] = 2,16 

Source: Author 

 

4. CONCLUSION   

Based on the results of the factor analysis, it can be seen that customers' buying behavior is 

most influenced by the advertising and promotion of products and services on social networks, 

and then by the actual design of the website where specific products or services can be 

purchased. At the same time, this demonstrates that online communication channels have a 

greater impact on customer purchasing behavior. This is not a surprising result, as almost all 

activities and operations are now going online. People are used to accessing all information 

through the Internet. For this reason, the Internet is becoming an increasingly better means of 

promoting a variety of products and services, while different companies are trying to offer and 

sell to potential customers, as well as advertising that affects potential customers. 
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ABSTRACT 

The study was conducted to determine the concentration of heavy metals such as (Cd, Pb, Cu, 

Ni, Mn, Fe, Zn and Co) in seed, pulp, leaves, stem and  root of watermelon (sugar baby and 

crimson sweet) from Kaga local government area, Borno State, for the period of three months 

(September, October and November). All parameters were analyzed using standard analytical 

tools (Atomic Absorption and UV visible smart spectrophotometer).. The result showed that 

iron (Fe) has the highest concentration in all the samples analyzed with value (4.38 ±0.03) µg/g 

in crimson sweet variety of Ngamdu area followed by Zn with value (1.78 ±1.17) µg/g in soil 

sample while lead showed the least concentration with value 0.01 µg/g ±0.001 in watermelon 

pulp of Minok agricultural location in all the samples analyzed.. The order of metals 

concentration in sugar baby sample were Fe > Zn > Cd > Mn > Ni > Cu > Co > Pb. The order 

of concentration in sugar baby samples were Root < Stem < Pulp < Seed < Leaf. Similarly, the 

order of metals concentration in crimson sweet sample were Fe > Mn > Ni > Zn > Co > Cu > 

Cd > Pb. The order of concentration in crimson sweet sample were Leaf > Pulp > Seed > Root 

> Stem. In conclusion, the concentrations of all the parameters analyzed were below the 

threshold limits set by world health organization (WHO). Thus, watermelon samples from these 

three different locations (Minok, Benisheikh and Ngamdu) from Kaga Local Government Area,) 

may not constitute possible health hazard and can be consumed as supplements to the body. 

Keywords: Kaga, Heavy metals, soil, watermelon, AAS, Borno, Nigeria  

 

1. INTRODUCTION 

Watermelon (Citrullus lunatus) is one of the most cultivated and consumed crops in the world 

(Huh et al., 2008). The global consumption of watermelon is greater than any other cucurbit 

with China leading in its production followed by Turkey, United States, Iran and Republic of 

Korea (Huh et al., 2008). There are over 1,200 varieties of watermelons worldwide with wide 

variety of watermelons being cultivated in Africa (Zohary and Hopf, 2000). Watermelon is an 

annual plant of the Cucurbitaceae family. The edible fruit is produced on trailing vines that are 

more in length. Fruit vary in shape. Watermelon fruits have a thin, firm outer rind, a layer of 

white fleshed inner rind that may be up to about one inch thick and an interior edible pulp 

containing seeds, a few varieties are actually seedless. Pulp color of most commercial varieties 

is some shade of yellow or red (Sackett, 1974). Watermelons have four distinct parts namely, 

the rind or peel, the seed, the fleshy white and the fleshy red or pink or yellow parts. The seeds 

can be brown, white green, or yellow and a few varieties are actually seedless (Murray et al., 

2005). Watermelon pink flesh part is used to make wine, as ingredients in salads and juices or 

just eaten as raw or as sweet juicy treat, while the rind and flesh white part are used as skin 

smoothers (Mayo, 2007). The amounts of mineral nutrients in plants vary with species and 

genotype, age of plant, site and season and they vary in different organs and tissues of the same 
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plant (Pallardy and Theodore, 2008). Watermelon belongs to the gourd family called 

Cucurbitaceous and the genus Citrullus. The entire content of watermelon constitutes 96% 

water that is very sweet and refreshingly tasty. The outer cover of the fruit is relatively hard 

compared to the pulp. The pulp initially is white and changes colour as it matures to ripening. 

The seeds are flat, having marginal groove on each side near the base and white black margins 

10-15 mm long (Alexander,1981). Heavy metal accumulation in plants depends on plant 

species, and the efficiency of different plants in absorbing metals is evaluated by either plant 

uptake or soil-to plant transfer factors of the metals. (Covelo et al., 2010). The risk to health 

from certain elements in food can be assessed by comparing estimates of dietary exposures with 

the Provisional Tolerable Weekly Intakes (PTWIs) and Provisional Maximum Tolerable Daily 

Intakes (PMTDIs) recommended by the Joint Expert Committee on Food Additives (JECFA) 

of Food and Agriculture Organization (FAO) and World Health Organization (WHO) 

programmes on chemical safety (WHO, 1982a,b, 1989a,b, 1993a,b).  However, some of the 

metals for example Cu, Fe, Mn, Ni and Zn are essential as micronutrients for life processes in 

plants and microorganisms, while many other metals like Cd, Cr and Pb have no known 

physiological activity (Kar et al., 2007).  

 

1.1. Objectives of the Study 

The objective of the study is to determine the concentration of some heavy metals (Cd, Pb, Ni, 

Cu, Zn, Co, Fe and Mn) in some variety of watermelon samples.  

 

2. METHODOLOGY 

2.1. Sampling Area 

Kaga is a Local Government Area of Borno State, Nigeria. Its headquarter is in the town of  

Benisheikh. It is located in the Northern part of  Borno State 72km away. It has an area of 2,700 

km² and a population of  90,015 at the 2006 census. It is one of the sixteen LGAs that constitute 

the Borno Emirate, a traditional state located in Borno State, Nigeria. Ngamdu and Mainok are 

12km2 and 28km2 away from each other respectively.The major occupation of people in this 

area is farming.  
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Figure 1: Map of Borno State Showing the study area Kaga S1: Ngamdu, S2: Mainok  and 

S3: Benisheikh 

 

2.2. Sample Collection 

Fresh leaves, stem, root and a total of 108 fresh, ripped fruits of two different varieties of 

watermelon (crimson and sugar baby) were collected from three different agricultural locations 

of Kaga Local Government Areas of Borno State, Nigeria. At each sample location, samples 

were collected for the period of three months, (September, October and November). 

Watermelon samples were put in clean polythene bags, labeled with identification numbers and 

transported to chemistry research laboratory, University of Maiduguri for preparation and 

analysis. 

 

2.3. Digestion of Watermelon Samples 

The watermelon samples were weighed to determine the fresh weight and dried in an oven at 

110°C for 72 h to determine their dry weight. The dry samples were crushed in a mortar and 

the resulting powder digested by weighing one grams (1 g) of oven-dried ground and sieve (<1 

mm) into an acid-washed porcelain crucible and placed in a muffle furnace for four hours at 
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500°C. The crucibles were removed from the furnace and cooled. 10 mL of 6 M hydrochloric 

acid (HCl) was added covered and heated on a steam bath for 15 minutes. Another 1 mL of 

nitric acid (HNO3) was added and evaporated to dryness by continuous heating for one hour to 

dehydrate silica and completely digest organic compounds. Finally, 5 mL of 6 M HCl and 10ml 

of water were added and the mixture was heated on a steam bath to complete dissolution. The 

mixture was cooled and filtered through a Whatman filter paper up to mark with distilled water 

(Schirado et al., 2012). Analysis of samples: Determination of Cu, Zn, Co, Mn, Fe, Cd, Ni and 

Pb were made directly on each final solution using Perkin-Elmer Analyst 300 Atomic 

Absorption Spectroscopy.(AAS) 

 

3. RESULTS  

Figure 2 and 3 Present mean concentration of heavy metals in different parts of sugar baby and 

crimson sweet samples from Minok agricultural location, Kaga local government area, Borno 

State. In the sugar baby sample analyzed iron has the highest concentration. The concentration 

of iron 0.84 ± 0.18 µg/g was higher in the leaves and least in the stem of 0.05  ± 0.04 µg/g. Lead 

showed the least concentration of 0.02 ± 0.01 µg/g in pulp. The order of metal concentration in 

sugar baby sample were Fe > Cd > Ni > Mn > Co > Zn > Cu > Pb. The order of concentration 

in sugar baby sample were Root < Stem < Seed < Pulp < Leaf. In crimson sweet sample iron 

showed the highest concentration of 0.85 ± 0.21 µg/g in leaves and the least concentration in 

pulp of 0.16 ± 0.02 µg/g. Lead showed the least concentration of 0.02 ± 0.01 µg/g in pulp 

analyzed. The order of concentration of metals were Fe > Co > Zn > Mn > Ni > Cd > Cu > Pb. 

The order of concentration of heavy metals in crimson sweet sample were Leaf > Stem > Root 

> Seed > Pulp. 

 

Figure 2: Mean concentration of heavy metals (µg/g) in different parts of watermelon sample 

(sugarbaby) from Minok agricultural location 
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Figure 3: Mean concentration of heavy metals (µg/g) in different parts of watermelon sample 

(crimson sweet) from Minok agricultural location 

 

Figure 4 and 5 present mean concentration of heavy metals in different parts of watermelon 

sample (sugar baby and crimson sweet) from Benishierk agricultural location, Kaga local 

government area, Borno State. In sugar baby sample analyzed iron showed the highest 

concentration. The concentration of iron 1.34 ± 0.10 µg/g was higher in the leaves and least in 

the pulp of 0.15 ± 0.01 µg/g. Zinc showed the least concentration of 0.12 ± 0.03 µg/g in pulp. 

The order of metals concentration in sugar baby sample were Fe > Mn > Co > Ni > Cd > Cu > 

Pb > Zn. The order of concentration in sugar baby sample were Pulp < Root < Seed < Stem < 

Leaf. In crimson sweet sample iron has the highest concentration. The concentration of iron 

0.86 ± 0.12 µg/g is highest in the leaves and least in the stem of 0.13 ± 0.02 µg/g. Lead showed 

the least concentration of 0.02 ± 0.01 µg/g in pulp. The order of metals concentration in crimson 

sweet sample were Fe > Mn > Ni > Zn > Co > Cu > Cd > Pb. The order of concentration in 

crimson sweet sample were Leaf > Pulp > Seed > Root > Stem. 

 

 

 

 

 

 

Figure following on the next page 

 

 

 

 

0

0.05

0.1

0.15

0.2

0.25

0.3

0.35

0.4

Seed Pulp Leave Stem Root

co
n

. (
µ

g/
g)

  

PARTS OF WATER MELON

Cd Pb Cu NI Co Mn Fe Zn



51st International Scientific Conference on Economic and Social Development – Rabat, 26-27 March 2020 

 

382 

Figure 4: Mean concentration of heavy metals (µg/g) in different parts of watermelon sample 

(sugar baby) from Benishierk agricultural location 

 

Figure 5: Mean concentration of heavy metals (µg/g) in different parts of watermelon sample 

(crimson sweet) from Benishierk agricultural location 
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Figure 6 and 7 present mean concentration of heavy metals in different parts of watermelon 

samples from Ngamdu agricultural location, Kaga local government area, Borno State. In sugar 

baby sample analyzed iron has the highest concentration in the entire part of the sample. The 

concentration of Iron 0.85 ± 0.15  µg/g was highest in the leaves and least in the root of 0.34 ± 

0.11 µg/g.; lead  0.02 ± 0.01 µg/g was least in the root. The order of metals concentration in 

sugar baby sample were Fe > Zn > Cd > Mn > Ni > Cu > Co > Pb. The order of concentration 

in sugar baby samples were Root < Stem < Pulp < Seed < Leaf. In crimson sweet sample 

analyzed iron has the highest concentration. The concentration of iron 4.28 ± 0.49  µg/g was 

higher in the leaves and least in the stem of 0.42 ± 0.11 µg/g and Lead 0.10 ± 0.02 µg/g in pulp. 

The order of metal concentration in crimson sweet were Fe > Zn > Cd > Ni > Mn > Cu > Co > 

Pb. The order of concentration in crimson sweet sample were Pulp < Root < Stem < seed < 

Leaf. 

 

Figure 6: Mean concentration of heavy metals (µg/g) in different parts of watermelon sample 

(sugar baby) from Ngamdu agricultural location 
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Figure 7: Mean concentration of heavy metals (µg/g) in different parts of watermelon sample 

(crimson sweet) from Ngamdu agricultural location 

 

4. DISCUSSION 

Heavy metal contamination of food items is one of the most important considerations in food 

quality assurance (Khan et al., 2008). The presence of heavy metals such as Pb and Cd in the 

environment has been a source of worry to environmentalists, government agencies and health 

practitioners due to their health implications and  being non-essential elements of no benefit to 

human (Adebayo et al., 2011). As trace elements, some heavy metals e.g. copper, selenium and 

zinc are essential to maintain the metabolism of the human body. However, at higher 

concentrations they can lead to poisoning (Cambra et al., 1999). The result of this study revealed 

that the concentration of lead in this analysis increases significantly with depth from 0-10 cm, 

10-20 cm and 20-30 cm. Among the different parts of watermelon samples, lead is highest in 

leaves and least in pulp. The concentration of lead in watermelon samples increases as follows 

sugar baby > crimson sweet respectively.cadmium increases significantly (P>0.05) to the depth 

from 0-10 cm, 10-20 cm and 20-30 cm. One-way ANOVA showed that the concentration of 

cadmium is statistically significant at (P<0.05). The result of this study also showed that 

cadmium concentration is found to be highest in leaves of sugar baby plant and least in pulp. 

The trend of cadmium concentration in samples analyzed were Leaf > Stem > Root > Seed > 

Pulp. The results showed that the concentration of cadmium  were lower than the WHO (1999) 

safe limit of 0.2mg/kg. The high concentration of cadmium in watermelon leaves may be due 

to its mobility with the plant. Taylor et al., (2007) reported that cadmium is a mobile element 

which is absorbed by roots and transported to stem where it is uniformly distributed to other 

part of the plant. Iron is an essential element in human and plays a vital role in the formation of 

haemoglobin, oxygen and electron transport in human body (Perneger et al., 2014).  
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The concentration of iron in watermelon samples increases as follows crimson sweet > sugar 

baby respectively. The iron content in soil and watermelon samples are lower than permissible 

unit set by WHO (1996) of 20mg/kg so the levels of iron obtained in this study indicate the 

watermelon sample is safe for consumption. One-way ANOVA revealed that there is a 

significant difference (p < 0.05) in levels of iron in soil and watermelon sample analyzed. The 

maximum amount of copper was observed in Ngamdu location and the minimum amount was 

observed in Benisheikh location. In different parts of watermelon samples the highest values of 

copper was shown in crimson sweet leaf and the least concentration was observed in sugar baby 

seed. The concentrations of copper obtained in this study are lower than the permissible limit 

of 10mg/kg set by WHO (1996). Zinc showed the highest concentration in crimson sweet leaf 

and the least concentration of zinc was showed in crimson sweet pulp. Deficiency of zinc can 

also result from inadequate dietary intake, impaired absorption, excessive excretion or inherited 

defects in zinc metabolism (Aggett and Harries (1979). The concentrations of zinc reported in 

this study are lower than the permissible limit of 50mg/kg set by W.H.O (1996). 

 

5. CONCLUSION 

The results obtained from this study showed that the soils of the three study locations were 

observed to be slightly acidic which may have effect on watermelon grown in Kaga local 

government area of Borno State. The concentrations of heavy metals and ions were found to be 

higher in leaves and  low  in pulp and a significant (P<0.05) difference in levels of heavy metals 

in root, stem, leaves, pulp and seed of watermelon samples analyzed, but however all the analyte 

were lower than the WHO standard. Hence, watermelon samples cultivated in Benishiek was 

observed to be more polluted than Minok and Ngamdu agricultural locations. Therefore, 

consumptions of these watermelons have no health effect on human. 
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ABSTRACT 

The present work tries to analyze the existence and the development of social enterprises in 

Bulgaria. It reviews the possibility for the social programming approach application, aiming 

increasing their effectiveness and impact, of the process’s participants as well as of the supplied 

services’ users. The group of existing problems is defined and certain possibilities for their 

solving are outlined. Specific approaches and toolkit for application in this complex social 

process are sought. 

Keywords: social programming, development, social effectiveness 

 

1. INTRODUCTION 

Lately, the social economy and social entrepreneurship development and encouraging concept 

is part of the European Union policy for coping with social exclusion of individuals in 

vulnerable state or who has generally fallen into difficult situation. The social economy model 

is one of the key tools for achieving socially significant goals within the frames of a sustainable 

and including growth; and the social benefits are measured by the integration and employment 

of people in unequal state, by the contribution to the process of social inclusion of other people 

in vulnerable position, and the economic indicator is expressed through the saved public funds 

for social aid on one hand, as well as through the additional funds for compensating the long-

term unemployment’s social cost. What is important in order these to happen, is proper 

conditions with maximum wide scope for the social enterprises development to be established 

(the vulnerable groups themselves and their problems are diverse and various) and “the answer” 

of their needs should be flexible enough in order to be fruitful and effective; not “the way to 

the solutions is important” (the way could be diverse, the way the possibilities for various 

managerial decisions are diverse and infinite), along which the result is achieved, but the result 

itself is important (more successful integration and sustainable overcoming of social exclusion) 

(Kumanova, Shabani; Terziev, 2013a; Terziev, 2014). 

 

2. SOCIAL ENTERPRISES IN BULGARIA 

The Economic and Social Council of the Republic of Bulgaria (ESC) (2013) considers the social 

enterprises in Bulgaria are still unused business model. The existing social enterprises are 

predominantly non-governmental organizations, which, applying the relevant legislation, 

establish social enterprises which economic activity is directed towards achieving 

organization’s social goal and mission. Social enterprises in Bulgaria realize their activity in 

various sectors, having most serious participation in: supply of social services; giving work to 

disabled people; mediation at finding work for unemployed; ensuring health services; activities 

in the field of education, etc. According to unofficial data, more than 85 non-governmental 

organizations in Bulgaria already function on the basis of social entrepreneurship principles. In 

most cases they render services, and this proposes high economic risk, and they do not realize 

profit.  

 

 



51st International Scientific Conference on Economic and Social Development – Rabat, 26-27 March 2020 

 

388 

This type of entrepreneurship’s typological characteristics in Bulgaria do not differ much of the 

ones of similar enterprises in the rest of Europe (Kumanova, Shabani): 

• First: There is clearly manifested social effect – there is balance between the striving 

towards realizing profit and the direct support of certain groups of people’s social status 

while realizing the main enterprise’s activity.   

• Second: There is clearly defined target group – mainly individuals from socially vulnerable 

groups – those, who need help in order to equalize their life and social status with the one 

of the rest of the society’s members.  

• Third: There is specific purpose of the economic activity – it is directed towards improving 

the standard of life, ensuring employment, rendering services and other forms of direct 

support aiming the relevant target group’s social isolation overcoming.  

 

The special symbiosis they bear a priori is an important feature of all social enterprises – 

between the financial viability and the capability to exercise social impact. Thus they achieve 

realization of economic, financial and social goals at the same time, with which they acquire 

higher value and worth for the society. Although there is no general information collected about 

the existing social enterprises, as well as summarized analysis about the type of the enterprises 

and their main fields of activity, an Association of the social enterprises in Bulgaria is 

established in the end of 2005, which 26 members, in their development, work off the practices 

and strategic directions regarding employment among people in unequal state. The social 

enterprises in Bulgaria are of various types, depending on their basic characteristics they could 

be classified as follows:  

• First – depending on the field they work in, they are:  

- Social enterprises as suppliers of social and health services;  

- Social enterprises as training and educational organizations;  

- Social enterprises as employers of individuals of marginalized groups or of disabled 

people;  

- Social enterprises that are in production and trade.  

• Second – depending on the target groups – the social enterprises are oriented towards:  

- Socially vulnerable individuals;  

- Individuals with physical or mental disabilities;  

- Children and families in risk;  

- Young people, who are not integrated in the society (like orphans);   

- Ethnic minorities; Women – victims of violence; Elderly people.  

• Third – depending on its goals, a social enterprise might have for goal: 

- Economic progress – through creating employment and ensuring well-being of the 

target groups;   

- Labour integration of socially weak or people with disabilities, of marginalized groups; 

Business orientation and entrepreneurship; Social protection.   

- As it was already mentioned, most often the social enterprises in Bulgaria at present are 

connected with the activity of the non-governmental organizations (NGO): 

- Non-governmental organizations rendering services to representatives of their members 

or to the target groups they have directed their efforts and the services could be 

educational, consulting services for individual from the vulnerable social groups, social 

or health services, social support, simple medical services, etc. 

- In practice, there are also non-governmental organizations that perform economic 

activity – they use the profit from the economic activity to finance activities in 

fulfillment of the organization’s social mission.   

- Another type of organizations that are within the circle of social enterprises are NGO 

ensuring employment to people from risk social groups, usually disabled people.  
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Non-governmental organizations that create employment and labour force development 

are particularly encouraged also by the EU and the donors’ organizations ensured 

financing in the recent years. Number of NGOs, whose task is namely to open new work 

positions for certain social groups that appear to be their target, could be identified. 

Often, this model is connected with the so called “protecting employment”, where the 

social enterprise is employer to disabled people - typical example for that are the various 

unions and associations of disable people - or the blind, of the deaf, etc.   

 

Another widely known model of non-governmental organization - social enterprise is the one 

of the organizations that play the role of mediators between the target group – most often people 

with disabilities, and the market. These organizations establish working habits, work 

environment and opportunities for people with disabilities to work, and after that mediate for 

the sale of what is produced - through bazaars, through special points of sale, etc. The profit is 

used for purchase of new materials and developing additional services. Rendering social 

services is another model of social enterprise existing within NGO - paid social services are 

rendered to outside clients and at the same time, it is supplier of social services for its members, 

and this is subsidized by the municipality or the state after a signed contract. 

 

3. SOCIAL PROGRAMMING AS METHOD FOR THE SOCIAL 

ENTREPRENEURSHIP DEVELOPMENT 

The phenomenon called social programming gained popularity in the modern social-economic 

and political environment. In order to throw light upon its essence and significance for the 

theory and practice of management in the public sector, we refer to the etymology of the term 

“programming”, which roots have ancient Greek origin (“pro”- in advance, before that and 

“gramma” - write, mean). Its manifestation in the name “programme” comes from here, which 

means “directions”, “notification”, “plan for work, activity, main tasks and goals of a political 

party, public organization, public figure, etc.... short exposition of contents... of a study 

subject...” (1982; Terziev, 2013a; Terziev, 2014). In its development, the term “programming” 

in its classical form has established in Mathematics as combination of methods for developing 

algorithm of functioning of a digital computing machine, entire computing process, which aims 

optimization of a separate mathematical expression at given mathematical conditions. This term 

is key one for the computer field (identified with coding) in the modern world of information 

technologies, being applicable in its varieties of linear programming (method for finding the 

maximum or minimum of a linear limiting function at the availability of linear limiting 

conditions) and non-linear programming (combination of mathematical methods for defining 

the greatest and the smallest value of non-linear functions at the availability of limiting 

conditions) (1982а; Terziev, 2013a; Terziev, 2014). More, in its wider interpretation, the term 

“programming” is connected with a circle of actions in written that express predicting, 

foreboding, warning, declaring, proclaiming, prescribing, ordering. The common in this palette 

of the term “programming” meanings is that it expresses certain aspect of human activity, 

namely the preliminary planning of future actions and activities, noting their limitations. And 

namely this aspect differs for its social characteristic, which manifestation is in the necessity of 

taking decision on one hand, and on the other – in the elaboration of a programme that expresses 

certain prescription, public announcement. In this sense, programming appears to be a process 

of elaborating programmes understood as particular model for purposeful activity for achieving 

given goal of social-economic and political development in the new world order. The modern 

treatment of the term “programming” defines it as a general principle of management, on which 

grounds the subject derives its actions by certain means in the direction of the goals, according 

the dynamic changes in the environment. Said in other words, on the particular contents, 

structure and dynamics of the goal, the actions for its achieving are influenced by the challenges 
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of environment, where the system functions, by the extent of knowing them and the 

subordination of the subject, his value orientation, priorities, possibilities he has, the chosen 

forms and methods for achieving the desired results. This, more than ever, defines the necessity 

of alternativeness of decisions and of choosing the optimum variant that contributes to 

management by results. On this grounds, the so called programme-targeted approach of 

management originates, which manifestation is in the “Planning-Programming-Budgeting-

System” (PPBS) (Terziev, 2013a; Terziev, 2014). Arising in the middle of the 60s in the USA 

as system for planning, programming and budgeting, the programme-targeted approach of 

management is applied in the American army first. Being based on the idea for accelerating the 

processes of unveiling the potential in a system at preliminary set goals, the programme-

targeted approach quickly penetrates in civil life in the end of 60s and the beginning of 70s 

(first outside the material, and later in the material sphere) (Due J., Friedlander, 1977). This is 

the reason for PPBS to be observed as progress in budgeting and as managerial “miracle”. The 

words of the then USA president Johnson are in support of that, according him: “This system 

should ensure the execution of the new tasks faster, better and cheaper, opportunity for better 

decisions should be generated through more and more quality information... Our decision-

taking process should have the same level as the one connected with armaments and defence. 

Shortly and clearly said, we have to exchange our donkey’s carts for trucks and our old guns 

for new rockets” (Dickermann und andere, 1971). The thing that makes the approach unique 

for application is namely the integration of its three main components - goals, programmes, 

programme-targeted structure. And if the goals are connected with the mission (the strategy) 

and from here, the necessity of “unity of goals within the frame of an organization and the 

ensuring grounds for distributing organizational resources” (1979; Terziev, 2013a), hence 

unveiling the organizational potential, then the programmes appear to be the specification of 

the ways, along which the resources for realizing the goals have to be used. For that goal, each 

programme contains certain tasks, distributed in time and referring to the relevant executors. 

From here, each of the PPBS components expresses certain managerial phases. Thus planning 

defines the long-term goals, while pointing what is firmly intended to be done. Programming is 

connected with the analysis and the ways and possibilities for achieving the goals (elaboration 

and selection of alternative programmes) in compliance with the analysis of “expenses-effects 

(benefits)” and the application of management’s quantity methods. Said in other words, the 

programme is a plan with certain time terms (dates), and this way the time, when what is firmly 

intended, would be done, is determined. The budgeting (the financing) is connected with the 

choice of the most favourable and the most effective programmes and their including in the 

budget of financing and implementing. And as far as the budget is nothing else but a programme 

with planned prices, it gives notion how much funds are necessary and when they are to be 

ensured in order to ensure possibility to be done what is firmly and at the proper time intended 

to be done. Through the system approach, the pointed managerial phases are integrated in a 

unified system of interconnected grounds and in certain relation with the financing. This is the 

reason for one of the most competent specialists in the field of programme management – 

Charles Hitch (former president of the University of California and former assistant secretary 

of defense of the USA) to define PPBS as “programme financing”, grounded on the principles 

characteristic of modern managerial practice. The following principles are of primary 

importance: 

• Long-term goals and expected end results; 

• Prioritization and sequence of activities and classification of resources in the conditions of 

their limitedness; 

• Complexity of each problem studying - reviewing each issue or separate field of activity as 

system. From here the treating of each system as component of another of higher category 

and subduing the goals and tasks of the separate sub-systems to the system’s overall goal; 
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• Multivariance of solutions, of the ways and methods for achieving certain goal, which 

requires the elaboration of alternative solutions for action; 

• Evaluation and comparison of the separate alternatives effectiveness on the grounds of 

objective criteria and with the help of system analysis and its toolkit (modeling, economic-

mathematical methods of study and analysis of value, value-effectiveness or value-

usefulness, the method of operational studies, machine and game imitating, etc.); 

• Continuity of planning or applying the so called continuous planning horizon and 

conduction of the necessary corrections of plans and programmes in the process of their 

implementation; 

• Combining the programme-targeted approach in management with the programmes 

financing in compliance with the extent of achieving the goals.  

 

From here, PPBS ground for functioning is the economic approach application towards each 

activity - object of management, management on the basis of system approach and analysis, 

financing on programme-targeted basis, which in their essence are three fundamental theoretic-

methodological principles. This is what defines PPBS as managerial concept with specific goals 

and tasks. The more significant of them are:  

• Specification of the national goals; 

• Coordination of the activities at the various levels with these goals; 

• Analysis and value evaluation of the possible alternatives for acting; 

• Raising the role and effectiveness of control through financing.  

 

And namely, coordinating the activity of the managerial staff and its directing for realization of 

the preliminary set goals appears to be the contents of programming. The value evaluation of 

the possible alternatives and their analysis as well as raising the role, significance and 

effectiveness of control is connected with ensuring the funds, the financing, which is the most 

essential element of the system. On this ground, the PPBS positive characteristics are derived 

and their manifestation is in: 

• The possibility for coordinating the planning and the preparation for budgeting; 

• Applying the method of continuous planning horizon, on which ground the subordinating 

and centralizing of decisions preparation process becomes possible; 

• The conduction of many-year-analysis, which allows evaluation of the advantages and 

disadvantages of each possible solution (globally and rationally), and from here the choice 

of an adequate to the goals alternative; 

• Economic grounding of the taken decisions from point of view of usefulness and expedience 

of expenses; 

• The bounding of the taken decisions’ fulfillment and their financing, which is manifestation 

of the simultaneous economizing and effective use of resources.  

 

It is visible that PPBS presents the budget as declaration of the general policy that defines the 

resources necessary for the conclusion of the management final goals. At the same time, the 

system reviews the activities as intermediate stage of transforming the resources into services 

and usefulness of each programme. And this, in its essence, is manifestation of the dependence 

“expenses-effects”, which is in the base of the management by results. Of course, PPBS is not 

deprived of weak sides. Regarding the fact that some of the goals and tasks have specific nature, 

experts’ opinion is that “the greatest difficulty and the main weak point of the overall system is 

that it is difficult to formulate sub-goals that could serve as resulting operative tools of the 

current policy out of the general and universally acknowledged culturally specific values as 

peace, freedom, security, justice, education and healthcare” (Dickerman). 
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Beside the mentioned, from political-juridical point of view, the system widens the possibilities 

and prerogatives of executive power, while the ones of the legislative one reduce. And this is 

ground for conflict between them. To add to all that, one should take into consideration the 

circumstance that PPBS is not bound to the yearly cycle of budget drawing. As a result, it is not 

unusual practice to duplicate the decisions taken on the ground of programmes, synthesis of the 

various analytical studies and outlining of future goals. But they are not always considered with 

the environment’s priorities and changes. Not ranking last, the big document flow and 

document turnover create administrative inconveniences and strengthen the bureaucratic 

processes. These are the reasons in the end of the 60s and the beginning of 70s PPBS, already 

transferred from the American army into the civil structures, to stay at doctrinal and 

experimental level in its development. PPBS modified variants leave lasting traces in the 

practice of budgeting in the present conditions although it has somewhat lost popularity. It is 

adopted for application by the newly accepted member states of NATO, too. The simultaneous 

adequate distinguishing of the management phases-planning, programming and budgeting, the 

analysis and the proper assessment of their interaction is in support of these states’ choice. It 

refers to an intransient worth of PPBS, which is not to be underestimated. Besides that, it 

requires special attention regarding the correlation between the revenues and the expenses. 

What is particularly considered is the actual price of the transformed resources that are 

necessary for achieving the preliminary given results, defined as possibility or executing of an 

obligation, which is in support of the management by results, of the role and place of 

programming in the management of public processes. And it, the management, applies certain 

toolkit for impact upon people, including: 

• The hierarchy, organization, where the way of impact (attitude towards power) is 

subordination, pressure from above over a person with the help of compulsion, the control 

over the distribution of resources and other of that kind; 

• Culture as manifestation of worked out and recognized by the society and organizations 

groups of values, social norms, formulations and stereotypes of behaviour, rituals, requiring 

people to behave in strictly defined manner; 

• The market represented by the network of equal in rights relations along the horizontal, 

based on the purchase-sale of various goods, of property, of equilibrium in the interests of 

seller and buyer. They almost always exist in the live, real economic and social systems. 

More important is what is given priority and what is mainly staked on.  

 

And as far as programming is accompanied by the use of the mentioned toolkit of management, 

the circumstance that it is what the organization ensures, which in its essence is hierarchical, 

with the characteristic relations of power, submission, etc., where there is “systematized, 

conscious uniting of the actions of people, who trace the achieving of certain goals” (Terziev, 

2014), is in support of the statement that it is a common principle of management. And this, 

regarding management oriented towards results. Something more, this organization’s ensuring 

through programming could be presented as number of definite components. It’s about: 

• Connecting the goal with the possible means for achieving, choosing variant and its 

establishing in its capacity of a necessary one; 

• Elaboration, reproduction and correction of forestalling algorithm or prototype for actions 

that lead to achieving the goal; 

• Structuring of these actions in a certain way, giving them expedience and consistency, 

without which the actions themselves are just separate, sporadic acts, not connected in a 

unified process; 

• Communication of the programme with the agents, monitoring of their actions under it.  

• From here, programming appears to be an important element in the purposeful systems, 

special variety, of which organizational systems appear to be.  
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The organizational system in its essence is such a system, which purpose is coordination of the 

actions of purposeful parts such as the social groups and personalities, and goal-directing 

(means and objects for activity) with the global goal, namely getting certain result (main end 

product). Said in other words, programming after certain form and way connects the purposeful 

part of the organizational system with the subjects of activity. This way hierarchy, distribution 

of the power-efficient and executive functions among the programme’s subjects originates in 

the organizational system (1996). One should take into consideration the strong interrelation 

among the forms of organizational system and the programming. “The hard” (conditionally 

called “administrative-command”) organizational system as a rule defines the relative forms or 

programming and the types of programmes from the type directive plan. “The soft” (“liberal-

democratic”) system defines only the general reference points and recommendations for their 

achieving. But in practice we can see various symbioses between “hard” and “soft” systems 

within the multiform combinations of programming (1996а). This is one of the sides of the 

interrelation between the forms of organizational system and the programming. Not to be 

underestimated is also the other side, where the manifestation is in the reverse impact of the 

programming form and its product-programmes on the organizational system. The elaborated 

and fixed in a certain form programme might determine definite form of system. The changes 

(corrections) in the programme, as a rule, lead also to relevant changes in the system. 

Programming is directly related also to another historically drawn out approach for managerial 

impact. The word is about culture. Here also deep interrelation is found, rooted in the essence 

of culture. It, the culture, is observed as “specific human method of activity”, as “combination 

of sustainable forms of activity”. It is in the base of the life activity of the individual or the 

personal culture, the culture of the social group or the class culture, or the culture of society as 

a whole. Such an approach is supplemented by the axiological and value essence, which 

manifestation is in the fact that culture is observed as “combination of human values”, like all 

the things that elevate, cultivate, humanizes life and the human relations. The sociological 

approach towards culture finds accelerated development in the recent years, according which it 

is understood as “specific, genetically non-descendable combination of means, methods, forms, 

samples and reference points for interaction between people and the inhabited environment they 

elaborate in their joint life for maintaining certain structures of activity and communication”. 

In the sociological approach, culture is observed as “system of collectively adopted values, 

beliefs, samples and norms of behaviour, inherent to a certain group of people. Culture - this is 

the collective programming of human mind that distinguishes the members of a certain group 

from another”. One should take into consideration the fact that the general level and the 

characteristics of culture in a society exercise significant influence on the forms and contents 

of social programming. Social programming in its cultural expression (aspect) is based on the 

fact that only social relations contributing for the human personality progress could create all 

necessary “preconditions for “the algorithmic nature of culture” as way for activity, to become 

consecutively rational, overcoming the stochastic subjectivity, the elemental uncontrollability 

and the preconditions for that, the free human activity constantly to ensure the outcome of these 

“algorithms”, the elevation to the methods for activity renewed by the own human manifestation 

for creative capabilities”.  Here lies the entire manifestation of the social planning essence in 

its creative impact upon social reality, ensuring its practice transformation according to the 

adequately recognizable values of human world. The approach towards culture as a codified 

system (and as a rule, reflected in bearers of various type), samples and norms of behaviour, 

activity, communicating and interaction between people, who have regulative and controlling 

function in society, deepens the understanding of its interrelation with social programming. The 

elaboration of form and way of action, which manifestation is in all the elements in the 

programmes, starting from unveiling the goal and finishing with verification of the achieved 

results, occurs on the ground of the value orientation of subjects, the rationalizing and the choice 
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of the most significant needs and ways for their overcoming. This, in its turn, is connected with 

the normative aspect of culture, which through programming gets regulative-managerial 

solution. And here is the manifestation of the ambiguous connection between programming and 

market with its “invisible hand”. The contradiction between both categories forces at first 

glance. Programming with its immanent characteristic towards introducing systematic, 

structuring of processes, formalization of the impact upon them, and the market with its classic 

feature of elemental interweaving and collision among the various public forces (1996а). At a 

deeper going into the essence of these two categories, number of moments that connect them, 

immerge. After all, there should be distinction between social programming through market, as 

social institute, and the state programming of market economy, and through it the social field, 

too. The first one appears as social programming through “the invisible hand of market”, 

uncovered yet by Adam Smith. The “invisible hand of market”, programming the egoistic 

interests of producers and consumers directs them towards goal that penetrates in their 

intentions. Following its own interests, they undertake such actions that serve society’s interests 

(1996). In compliance with that, effective social programmes are to prognosticate the benefits 

from the investments in one or another component of theirs. The state programmes entirely 

financed from the state budget are not effective, neither economically, nor socially as far as 

economy as a whole defines the wealth of society by definition. As programme, Adam Smith 

expresses that statement in the principle “Laisser faire”, according which the single people and 

enterprises are obliged to act in economy without the intervention of state. In the social-

historical development’s practice from that time this condition is not realized in any country in 

absolute form. However, the state intervention in economy to the 20th century is “passive”, 

incidental and in most cases has the nature of extraordinary measures in times of wars or indirect 

regulating through legislation and monetary system (1996а). The system intervention of state 

is increasing in the economy and other spheres of social life in the 20th century. One of the 

central places in that general trend is occupied by the issue with the correlation between state 

regulating and the market self-regulating. Experience outlines three directions (models), while 

solving that issue, namely in the USSR and the group of countries from Central and 

Southeastern Europe, Central and Southeastern Asia, known as socialistic countries. According 

to the recognized terminology, “communist block” to the beginning of the 90s, under the 

influence of the Marxist doctrine and its modifications, a model of centralized, directive based 

planning of economic and social development that denies the market, is realized. More, 

alongside with the process of nationalizing the economy, increasing of the spheres of social life 

directly or firmly regulated by the given system was taking place (1996). Number of methods 

is found within this model, in particular, the balance and the normative ones, applicable 

practically in each form of programming. This model gives also incitement for elaborating the 

methodology and the trial for social planning, social design and some other forms of social 

programming. In principally different direction - to the 30s, there is practice of “passive” 

participation of state in the economy of other countries, where the term “planning”, according 

to the F. Polak’s note, is a curse. According to him “... the deep economic crisis during the 30s 

came after countless other disasters and shook the very basis of the western system of 

production, and it also produced revolution in the economic thought” (Vasilyev, 1999; 

Vasilyuk, 1995). This revolution, connected with using the J. Keynes doctrine, supposes 

“active” state intervention, including with the help of programming in the economic sphere. In 

the beginning of the 30s, projects for state programmes occur, which goal is to reduce 

unemployment and to soften the other crisis manifestations (in particular, the “Papen Plan” in 

Germany, the “Marquet Plan” and the “Plan for mobilization of economy and for establishing 

new social order” in France), the “Programme for Tennessee River Valley Development in the 

USA”, etc. (Vasilyev, 1999). Programming starts being actively applied in the activity of single 

companies, the Ford factories, the Lockheed Company, etc. (Vasilyev, 1999).  
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Programming has special incitement after the Second World War in Western Germany (in 

connection with the “Marshall Plan”), in France (State Plan for Development of the National 

Economy for 1947-1952), in Japan and in number of other countries (1996а). Controversial 

phenomena are observed in the further development of state programming in the countries with 

market economy, connected with activating or decreasing the state intervention in certain 

social-economic and political situations. As a whole, “the uniting” of market factors with 

programming becomes one of the leading trends in social development. Nevertheless, the thesis 

“Laisser faire” is not forgotten and thrown away from the political lexicon. It functions as a 

principle of the public powers that contain the immanent powers of each country to subordinate 

everybody and everything. Practically, perspective and current “business plans”, marketing 

projects, programmes for work with the staff and similar ones are elaborated in each company. 

Within the frame of programming, technologies like “indicative planning”, “planning-

programming-budgeting” ((PPBS) and others are founded and elaborated. International social 

programmes are in elaboration under the aegis of international organizations (UN, UNESCO, 

EU, World Labour Organization, etc.), recognizing the market conditions during their 

realization. In this complicated structure, even at national level, “the law for planned and 

proportional development” is not realized, because of which the system of total state directive 

planning is built. It gives its opportunities for an organization for interaction between the 

interested participants in the socially significant activities. Programming is mechanism, which 

refers to the class of very complicated systems, where the components possess great freedom 

of behaviour. The connection among the elements as well as of the system with the 

environment, are recognized for flexibility and instability. Order is changed by an element. The 

contents and structure of the system are not strictly defined; its limits are not precisely marked. 

A lot of things in the system are unclear, indirect, “distorted”. This gives us grounds to define 

it as arranged-elemental process. Despite that, the term leaves the layer of political and 

ideological reasoning on the subject “to be or not to be” and is introduced for use in the public 

management, with the requirement for deep theoretic and methodological revision and 

methodological-technological rationalizing, which manifestation is in the elaborated 

programmes, as manifestation of the prescribing (deontic) side of human activity. 

 

4. CONCLUSION 

The system of social entrepreneurship, still not quite developed, should look for proper 

mechanism for improving and for finding relevant place and space in the so “hostile” and 

dynamic environment. Market mechanisms push out the existence of such companies in the 

periphery of their essence, despite the established institutional mechanisms for their protection. 

They harder and harder find or defend their state and focus on activities that are oriented 

towards rendering services – which, in general, do not bring great profit and are not very 

interesting for the other participant in the market game. Of course, these are activities that are 

indisputably necessary for the society for its existence and development and should be tolerated 

the relevant way. Basic or significant issue is how and what way they to exist in order to be 

maximum useful for the participants and the users of this type of services and how we would 

assess their social effectiveness. This is quite complex and multi-aspect issue, which is 

undoubtedly part of the process of social programming. Social programming, in its essence, is 

a complex process that creates good opportunities to be used in the development of social 

entrepreneurship. A detailed and thorough analysis is necessary to be made on the activity up 

to the present moment, where to try and find the positives and the negatives of this process’ 

progressing to the present and then to proceed to applying that programme approach. The 

chaotic development of the process up to now, which is characterized with good enough 

practices, too, but is mainly regulated by the operating market mechanisms, gives partial result.  
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Set goals and tasks have in their base the solving of already existing social problems with 

suitable tools and mechanisms. The search for the most reliable and proper for the certain 

conditions approach is successful to the extent that it realizes positive intentions, but also 

negative from point of view that it does not satisfy them to sufficient extent. The collection and 

analysis of sufficiently reliable information is one of the elements, which should be corrected 

in time. The actuality of such data is of special significance for taking correct and exact 

solutions in this direction. The outlining problems in the functioning of social enterprises in 

Bulgaria correspond directly with the differences in the economic development of the relevant 

regions in Bulgaria, which is completely natural. From such point of view, differentiated 

approach of regional nature should be searched. The accumulation of a number of problems 

imposes the search of a solution of such type. The general study of the process is undoubtedly 

difficult and long process, but should be conducted in the course of this activity’s development 

and at the lack of objective information about it, which should be collected by the state 

institutions that are called upon  doing that by the law. 
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ABSTRACT 

The importance of the actions companies undertakes regarding environmental protection was 

realized long in the past. Unfortunately, modern solutions regarding limited energy resources, 

industry, logistics etc. mostly become also the sources of environmental pollution. 

Environmental protection is a significant area and almost no reasonable one doubts, but its 

actual implementation in practice is a huge problem. Concerning this, this paper aimed to 

analyse attitudes towards environmental protection adopted by the business subjects in the 

Republic of Croatia. For this purpose, empirical research was conducted on the sample of 

companies which stated their attitudes and everyday activities they perform with the aim of 

environmental protection. This research is unique in its kind, as it focuses on the business sector 

in the Republic of Croatia.  

Keywords: environmental protection, Croatian companies, empirical research, Republic of 

Croatia 

 

1. INTRODUCTION  

The world today, despite strong development and advancements in science and technology, is 

still facing issues like food scarcity and limited drinking water and energy supplies. Although 

very intelligent and resourceful, our civilization has been coping with these existential problems 

for years, and they remain unsolved, and they are even becoming bigger since pollution 

negatively influences the production of healthy food and sources of drinking water. We are 

witnessing the ozone layer being damaged, the influence of global warming, the irreversible 

pollution of our environment and rapid waste of non-renewable natural resources. It is quite 

clear today that the industrial revolution, with its positive changes, has also brought negative 

consequences regarding environmental pollution and threat to human health. In this sense, the 

20th century is characterized by the concern for the environment at the global, regional, national 

and local level (Cardwell, 1984). This extraordinarily negative and alarming trend has been 

continued in this century as well, but now these issues grow exponentially. Unfortunately, 

modern solutions regarding limited energy resources, industry, logistics etc. mostly become 

also the sources of environmental pollution. This is primarily true of the pollution generated 

using fossil fuels, which still remain the primary sources of energy throughout the world. 

Namely, economic development of any country is conditioned with energy, i.e. its sources. In 

line with that, energy bears enormous influence over sustainable development and 

environmental protection. It is, therefore, crucial to use more renewable sources for energy 

production to reduce its negative impact on the environment.  
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One of the main challenges of the modern society regarding the protection of the environment 

is connected with the reduction of CO2 emissions and gradual replacement of fossil fuels with 

those energy sources that have far less impact on the environment (Mahalingam and Ramesh, 

2013). For a long time now, we have found in the literature papers that analyze in detail the 

reasons why companies are introducing environmental management and corporate 

responsibility (Aguilera et al., 2007). Unfortunately, concern about environmental protection 

during the economic crisis has reduced since the media more preoccupied with economic rather 

than environmental issues (Carmichael and Brulle 2017). Environmental protection is a 

significant area and almost no reasonable one doubts, but its actual implementation in practice 

is a huge problem. Consequently, in the literature, we find papers suggesting that expenditures 

for environmental protection, which are part of public spending, usually stimulate the economy 

of a country in the short-run (Blanchard and Leigh, 2013). However, we also find scientific 

papers suggesting that environmental protection expenditure increases costs in some industries 

and thus reduce economic activity (Joshi et al., 2000). Despite of all these facts, there is no 

alternative to environmental protection. The world realized long ago what catastrophic 

consequences environmental pollution could lead to. Therefore, efforts are made to act and 

create such a society that will develop without polluting their environment. Attitudes 

multinational companies adopt towards environmental protection is essential and their impact 

on environmental policy is enormous. In this context, it is necessary to note that trade 

globalization has contributed significantly to the growth of awareness of the general public 

regarding the social and ecological effects of multinational companies (White, 1999). For all 

the reasons mentioned above, the goal of this paper is to examine environmental protection and 

its activities which companies conduct to preserve the environment. Regarding the research 

methodology, the paper consists of secondary data analysis which bis based on the scientific 

paper analysis as well as empirical research data.  

 

2. LITERATURE REVIEW ON ENVIRONMENTAL PROTECTION 

Intense industry development brings wellbeing, but it also brings about challenges like pollution 

and nature being in danger. These challenges are characterized by the exponential growth of 

the issues connected with air pollution, global warming, water and soil pollution (Bagur-

Femenias et al., 2013). If we speak of sustainability and the interconnectedness of economic, 

social and ecological aspects of a society’s development, then it is clear that economic growth 

and social welfare support environmental care and vice versa (Vos, 2007). But, unfortunately, 

many countries even today are trying to achieve rapid economic growth regardless of grave 

environmental pollution they are causing along the way. It is understood that such economic 

growth at the expense of the environment cannot lead to social welfare. The importance of the 

actions companies undertake regarding environmental protection was realized long in the past, 

and therefore, data publishing about their efforts has been stimulated and, in some countries, it 

has been made obligatory. Namely, long ago, initiatives were started to be prepared for systems, 

policies and procedures regarding environmental protection to become institutionalized (Jones 

et al., 1998). This has been significantly supported by the guidelines of the international 

organization for the ISO 14001 standards, as well as the Eco-management and Audit Scheme 

issued by the European Union (EMAS), and with their emergence, the standardization of 

corporative practices for environmental protection has been largely improved. When talking 

about the standards for reporting on environmental protection, we should first mention the 

contribution of the Coalition for Environmentally Responsible Economies (CERES), the ICC 

Business Charter for Sustainable Development and the Global Reporting Initiative (GRI), 

(Buchholz, 1998). Naturally, their contribution to the development of environmental care 

should be observed in the broader sense, with the policy for environmental protection adopted 

by the operations management, then the issue of environmental protection through various 

https://www.tandfonline.com/doi/full/10.1080/09644016.2019.1680074?scroll=top&needAccess=true
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processes of organizational and functional areas and regarding the obligations for the 

improvement of ecological efficiency with continuous research of best practices and operations 

of re-evaluation etc. After the Rio de Janeiro Summit in 1992, three primary goals for the global 

concept of sustainable development were defined. The first goal is related to ecology, i.e. 

prevention of environmental degradation and elimination of their risks. The second goal relates 

to economy, i.e. satisfying basic material needs of the human civilization with the use of the 

techniques and technologies that do not harm the environment. The third goal relates to social 

and humanitarian aspects of the human civilization (Bina, 2013). It is directed towards ensuring 

social minimum, and the result should be to stop hunger and poverty. Likewise, this goal should 

ensure proper health protection, development of the spiritual sphere (the culture), safety and 

education. Unfortunately, we are witnesses that little has been done regarding sustainable 

development since that summit. There are still significant risks related to environmental 

degradation. Due to this fact, green human capital must be present in the companies, to accept 

all environmental management practices (Jabbour et al., 2019). This is primarily related to green 

manufacturing and green supply chain management. We are still using techniques and 

technologies that destroy the environment and are not used for satisfying the basic material 

needs of humanity. Quite the opposite, they serve first and foremost the interests of the capital 

and maximizing the profit, while destroying and polluting the environment significantly. 

Today, there are still countries where many people die of hunger or get ill due to environmental 

pollution or lack of drinking water. Some countries, understanding the significance of 

environmental protection, and serious consequences certain countries pay due to rapid 

economic development, are trying to introduce strict legislation and reduce negative impact 

economic development has on the environment. This is especially true of industry and traffic 

which represent one of the biggest polluters in most countries. Specific countries (Denmark, 

Japan, Netherlands, etc.) mandate that their business subjects publish information on their 

environmental impact (Kolk, 2003). In this way, they wish to raise awareness in the economy 

regarding environmental protection. On the other hand, in this way, they want to create one of 

the mechanisms for encouraging ecological protection as a way of competitive advantage as 

opposed to those subjects which do not pay much attention to environmental protection. 

According to that, the IRRC (The Investor Research Responsibility Center) has conducted 

research, and the results say that most Japanese companies (90%) inform the public on their 

goals, achievements and the expenses regarding specifically environmental protection (Metrick, 

2001). In general, the world has been trying to stimulate and boost the production of eco-

friendly products with national and international regulations to reduce the negative impact on 

the human environment. However, these efforts are still insufficient. Although products and 

services of those companies that produce in line with the highest ecological norms are 

considered important factors of competitiveness, there are still those companies that are 

relatively successful, but their products and services and their products impact the environment 

very negatively. It is clear that the process of commitment to ecology in an economy is 

necessary, but still too weak and too slow. In line with that, business subjects should behave in 

the way that they do not harm the environment. There some authors, that implied a positive link 

between employees’ green behaviour and environmental sustainability of a company (Iqbal et 

al., 2018). The sustainability of their business is here crucial. In literature, “business 

sustainability” is defined as economic, social and ecological efforts a company or an 

organization put into implementation and management of the impact of their own network and 

the business network on the life and eco-systems of the country (Wagner and Svensson, 2014). 

Over time, many methodologies have developed based on different indicators to establish the 

levels of sustainable development in a specific country. For this purpose, various indicators are 

used, but we will mention only a few of them here: Composite Index of Environmental 

Performance (García-Sánchez et al., 2015), Economic Performance Index (IMF, 2013), 
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Environmental Performance Index (Esty et al., 2008), etc. Indeed, when establishing the level 

of sustainable development in a country, it is necessary to adjust the methodology that would 

best reflect the actual state of environmental protection. With the correlation and evaluation of 

the acquired indicators, using different statistical analyses, it is possible to ascertain the most 

important aspects and the level of sustainable development (Neumann et al., 2018). Regarding 

business sustainability, literature offers not only economic, social and ecological components 

of sustainable development but also the elements connected with them (Hassini et al., 2012). 

Namely, empirical researches propose 20 elements: seven economic, seven social and six 

ecological elements. Business sustainability is related to profit and profitability, i.e. if the 

benefit does not have to be imperative, the ability to generate profit is a crucial element of 

survival and sustainability. Another vital aspect of economic business sustainability is 

competitiveness and reputation in society. The studies described in the literature point to the 

fact that sustainable business positively influences the reduction of the costs. Therefore, costs 

reduction is the third element connected to the economic component of business sustainability. 

It is understandable that corporative brand, being the fourth element if the company owns one, 

can positively influence all three before-mentioned elements of economic business 

sustainability. Of course, we encounter positive spin-offs as well, and they are the fifth element 

of the economic aspect of business sustainability. Let us take an example: if a company that is 

a good model of sustainable business, is mentioned in this context in the media, it can lead to 

reducing the necessary funds allocated for marketing. It is then understandable that financial 

benefits and savings can be incorporated in the right decisions related to sustainable business, 

and they are the sixth element of the economic aspect of sustainable business. The seventh 

element of the economic issue of business sustainability represents the compromise, meaning 

that, for example, when acquiring goods, the lowest price is not the most crucial criterion as an 

economic component, but rather social and ecological component is taken into account when 

making that decision or any other business decision (Wu and Pagell, 2011). As already has been 

mentioned, the social component is essential for business sustainability, next to the economic 

and ecologic one. The social component comprises of further seven elements. The first element 

relates to the importance of organizational support for business sustainability. Namely, business 

sustainability is superficial, insignificant and even pointless without the management support, 

i.e. the support from the top management. Following it, companies human resource strategies 

have to be harmonized with environmental goals to increase the output of sustainable operations 

(Teixeira et al., 2016). For successful business sustainability, all the subjects must be devoted 

to it, not just those in the company, but the entire business network as well. For the success, it 

is not enough that the interested parties are only within the company, but all those direct and 

indirect business partners have to be engaged, too, for business sustainability to be possible. 

And this is the second important element of the social component in business sustainability. 

The third element of the social component implies that for achieving business sustainability, 

much time is needed, along with consistency with the long-term perspective. The fourth element 

of the social component indicates that sustainable business demands real dedication and 

commitment since it is necessary to invest much effort, and its implementation is very complex. 

Corporative culture, with its policies, principles, norms and values, represents an essential fifth 

element of the social component. It is crucial to integrate sustainability culture with the 

companies culture to speed up green programs and reach desired performance (Galpin et al., 

2015). The next element attaches great importance to the company’s reputation. It is clear that 

reputation will have a strong negative influence if there is public discontent regarding the efforts 

the company makes for business sustainability. This is why the public needs to be acquainted 

with all the efforts of the company so the company can further improve its business 

sustainability.  
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This is the seventh element of the social component in business sustainability. Ecological 

aspects of business sustainability deal with the total e-footprint a company and its co-operators 

leave in the eco-system. The emission of harmful carbon compounds represents a crucial part 

of business sustainability. The evaluation and measuring of carbon footprints is the first element 

of the ecological component. It is a crucial measure of greenhouse gases and carbon dioxide 

that contribute to global warming. The second element of the environmental component is 

climatic changes and global warming, i.e. standardized monitoring and testing of the effects 

human activities have on them. Many different initiatives in and outside the company are of 

extreme importance for reducing the e-footprint in the environment, which is also the third 

element of the ecological component for business sustainability. For instance, companies 

collaborative approach to increasing innovation on environment and acceptance them is 

fundamental for sustainability (Antonioli et al., 2013). It is essential to understand that business 

sustainability has to imply a comprehensive strategy and not just a few isolated efforts and 

attempts. In line with that, the programs for the improvement of environmental protection have 

to be developed on eternal principles and focus on all that can be used for the welfare of the 

environment. These programs for improving ecological protection represent the fourth element 

of the ecological component in business sustainability. Product dematerialisation represents one 

of the innovative solutions of the ecological component. It is important to understand that 

pollution and e-footprint of the existing and future products and services can be minimized 

through the manufacturing life-cycle, including recovery and/or recycling. Here should be 

mentioned the circular economy, that has the potential to increase sustainable economic growth. 

The circular economy is based on reusing processes, recycling and reconditioning (Cleary, 

2009). In order to establish the impact of an individual business subject on the environment, 

environmental performance indicators have been developed, based on which successfulness 

regarding environmental protection can be evaluated. For this purpose, a set of variables has 

been created, establishing the actual efficiency and productivity of environmental management 

at the specific business subject (Jasch, 2000). There are two main groups of the basic indicators 

of environmental activities and performances. The first group is made of the environmental 

operational indicators such as environmental site planning, energy consumption, maintenance 

of equipment, air pollution control, noise pollution control, water pollution control, waste 

pollution control. The second group of the basic indicators of environmental activities and 

performances are environmental performance indicators, and it consists of the indicators related 

to site environment, regulatory compliance and auditing activity. Many business subjects have 

become successful in managing the environment due to the implementation of the ISO 14001 

(Environmental Management Systems EMSs). Needless to say, the influence of the introduction 

of the ISO 14001 (Environmental Management Systems, - ISO 14001 EMS) is very important 

for the successfulness of the business subject. It is very important to understand the broader 

context of environmental protection and sustainability in a national economy. Moreover, we 

find scientific papers in the literature suggesting that the degree of the environmental 

innovation, the degree of recycling and renewable energy use have positive impacts on the 

economic growth in a country (Ruiz-Real et al., 2018). It is of great significance to understand 

the implications of introducing the ISO 14001 (Environmental Management Systems, - ISO 

14001 EMS) on the competitiveness and cost-effectiveness of the economic subject i.e. on its 

business successfulness. Literature offers a significant number of papers suggesting how the 

implementation of the ISO 14001 (Environmental Management Systems, - ISO 14001 EMS), 

leads not only to positive influence on the environment but the implementation also positively 

influences many other business segments. There are papers whose findings clearly show how 

the introduction of the ISO 14001 (Environmental Management Systems, - ISO 14001 EMS) 

can increase customer satisfaction (Hui et al.  2001). It is important to mention that the ISO 

14001 implementation also positively influences business reputation, and on the other hand, 
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increases profitability of the economic subject (Sambasivan & Fei, 2007). There are authors 

that point to the fact the due to the ISO 14001 system, it is possible to intensify customer loyalty, 

which is an important element for the business success of any economic subject (Chittaie, 

2012). It is a well-known fact that loyal customers ensure the future on the market. Moreover, 

literature offers studies that prove how the ISO 14001 system leads to the increase of the market 

share, (Tan, 2005). The implementation of this system enables successful environmental 

management; the costs are reduced, and the product and service quality are increased since there 

is less waste; there are savings in the consumption of raw materials, electricity, water and gas 

(Zutshi & Sohal, 2004). It is very important to mention the paper where the authors claim that 

it pays to be ecologically aware from the business point of view as well. Namely, they have 

tried to prove that if a business subject, for example, reduces the emission of greenhouse gases 

successfully, reduces air pollution etc., it influences the costs reduction and the business success 

(King & Lenox, 2001). Therefore, the success of a business subject regarding environmental 

protection positively reflects on cost reduction and, consequently, positively affects business 

successfulness.  

 

3. EMPIRICAL RESEARCH ON ENVIRONMENTAL PROTECTION ADOPTED BY 

THE BUSINESS SUBJECTS IN THE REPUBLIC OF CROATIA 

After detailed secondary data analysis and following the foreign research streams, the research 

instrument (a questionnaire) was designed which investigated attitudes towards environmental 

protection, the importance of environmental protection for company strategy and 

implementation and certification of environmental management systems in companies.  The 

primary, empirical research was conducted from May to September 2019 via the Survey 

Monkey platform, and the link for the questionnaire was distributed via business emails, sent 

to the companies experts in this area. 

 

3.1. Research instrument and sample characteristics  

The research was conducted on a sample of 95 companies in the Republic of Croatia. The 

respondents were instructed beforehand and familiarized with the goal and purpose of the 

research. A base of email addresses of the individuals that work in the companies that are 

devoted to environmental protection was created. A questionnaire was designed in the 

SurveyMonkey software and the link leading to the questionnaire was forwarded along with the 

invitation to participate in the research. The goal of the research was to define the importance 

Croatian companies give to environmental protection. The questions in the questionnaire 

related to general data about the company (legal form, form of ownership, time on the Croatian 

market, total profit in 2018, description of the market the company operates on, the number of 

employees, the share of employees with high education). Furthermore, in the questionnaire, the 

respondents were asked to express their level of agreement with the statements relating to the 

evaluation of the attitude their company holds towards environmental protection. A Likert scale 

was used, marked from 1-5, where 1=completely disagree, 2=disagree, 3=neutral, 4=agree, 

5=completely agree. Then, the respondents were asked to state their opinion on how important 

environmental care was as a determinant of strategy of their company (completely irrelevant, 

slightly relevant, neither relevant nor irrelevant, relevant, extremely relevant) and if their 

company has implemented and certified the system of quality management, according to the 

ISO 9000 norm and the environmental management system, according to the ISO 14001:2004. 

At the end of the questionnaire, the respondents were asked to write the name of the department 

they work in, their position in the firm, years of experience in the logistics industry and the data 

on gender, age and the level of education. 
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Figure 1: General data on Croatian companies 

Source: primary research 

 

Most Croatian companies that have participated in the research, are limited liability companies 

(72.6%), then joint-stock companies and companies of other legal forms (13.7%). Furthermore, 

most Croatian companies are in mixed ownership (91.6%) and 86.3% of them operate for more 

than ten years on the Croatian market (Figure 1.). The data on the total profit of the companies 

can be seen in Figure 2.  

 

Figure 2: Markets where Croatian logistics companies operate 

Source: primary research 
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Most Croatian companies operate on the entire Croatian territory (41.1%), then in the City of 

Zagreb (22.1%) and Zagreb county (5.3%), Split-Dalmatia county (4.2%), while other 

companies listed only one county, which means they operate locally (as evident from Table x). 

As for other countries, the companies stated they operated in Europe: Bosnia and Herzegovina, 

Slovenia, Serbia, regions of the Balkans, Austria, Germany, Italy, in Asia and Africa. Even 

71.6% of the logistics companies stated they had more than 50 users, then there are companies 

that have between 10 and 20 users (12.6%), the companies with 20 to 50 users (9.5%), and only 

2.1% of those that have fewer than 5 users of their logistics services. In addition, regarding the 

number of employees, the structure is as follows: 35.8% of the employees have up to 10 

employees, 37.9% of them have 10 to 50 employees, 7.4% of the companies have 50 to 250 

employees and 18.9% of them have more than 250 employees. The visual representation in 

Table x shows the shares of employees with high education. Less than 25% of employees with 

high education work in 47.4% of the companies; 25% t0 50% of the employees with high 

education are in 27.4% of the companies, 50 to 75% of the employees with high education work 

in 12.6% of the companies and more than 75% of the employees are in 12.6% of the companies.  

 

Figure 3: Users of services and structure of employees in Croatian logistics companies 

operate 

Source: primary research 

 

Figure 4 shows the attitudes of the logistics companies towards the environment, measured by 

a Likert scale from 1 to 5, where 1= completely disagree and 5= completely agree. As presented 

in Figure 4, most respondents expressed their agreement with the following statements: We 

monitor regularly and adhere to legislation concerning environmental protection (x=4.16; 

SD=.971); We take care of the environment in our every-day business activities (x=4.06; 

SD=1.029); Responsibility towards the environment is the key part of our company’s strategy 

(x=4.11; SD=.984). Furthermore, the companies, to a lesser extent, publish the way they take 

care of the environment on their websites (x=2.76; SD=1.457), which is not in line with the 

trends in the scientific literature. 
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Figure 4: Companies’ attitudes towards environmental protection 

a. Multiple modes exist. The smallest value is shown 

Source: primary research 

 

Then, the companies were asked how much, in their opinion, environmental care is important 

as a determinant of their company’s strategy. The answers were as presented in Figure 4.  

 

Figure 5: Importance of environmental care as the determinant of the strategy of companies 

Source: primary research 

 

The respondents were asked if their company had implemented and certified the system of 

quality management, according to the ISO 9000 norm. Even 21 out of 95 companies answered 

they had implemented and certified the system of quality management, according to the ISO 

9000 norm. One of the companies implemented the system in 2000, the other in 2001, the next 

one in 2010 and the next one in 2018; two companies implemented the system in 2013 and 

2014, and three companies in 2015. It is alarming that even 34 respondents (35.8%) do not 

know if their company has implemented and certified the system of quality management, 

according to the ISO 9000 norm. Even 16 companies answered how their company had 

implemented and certified the environment management system, according to the ISO 

14001:2004.  One company implemented the system in 2012, the other in 2013, then the next 

in 2015, the next in 2018 and the next in 2019. Two companies implemented the system in 

2016.  
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Figure 6: Socio-demographic characteristics of the respondents 

(Source: primary research) 

 

Most respondents are female, 54.7%, and 44.2% are male respondents. Regarding the age of 

the respondents, 8.4% of the respondents are younger than 30, and 3.2% older than 60. There 

are 17.9% of the respondents from 50 to 60 years of age, 32.6% from 40 to 50, and 36.8% of 

the respondents are between the ages of 30 and 40. Most respondents (60.0%) have high or 

higher education, and then follow those with Master’s or Doctoral degrees (2.1%), while 36.8% 

of them are unemployed.  

 

4. CONCLUSION 

The concern for the environment at the global and national level has been continued also in this 

century as well, but now these issues grow exponentially. Environmental pollution becomes an 

extremely negative and alarming trend. Unfortunately, modern solutions regarding limited 

energy resources, industry, logistics etc. largely become also the sources of environmental 

pollution. The world realized long ago what catastrophic consequences environmental pollution 

can lead to. Therefore, efforts are made to act and create such a society that will develop without 

polluting its environment. In general, the world has been trying to stimulate and boost the 

production of eco-friendly products with national and international regulations in order to 

reduce the negative impact on the human environment. However, these efforts are still 

insufficient. Environmental protection is a very important area and almost no reasonable one 

doubts, but its actual implementation in practice is a huge problem. One of the main challenges 

of modern society regarding the protection of the environment are connected with the reduction 

of CO2 emissions. The importance of the actions companies undertakes regarding 

environmental protection was realized long in the past and therefore, data publishing about their 

efforts has been stimulated and, in some countries, it has been made obligatory. Namely, long 

ago, efforts were started to be made for policies and procedures regarding environmental 

protection. This has been significantly supported by the guidelines of the international 

organization for the ISO 14001 standards, as well as the Eco-management and Audit Scheme 

issued by the European Union (EMAS), and with their emergence, the standardization of 

corporative practices for environmental protection has been largely improved. Based on the 

empirical data, we can conclude that Croatian companies regularly monitor and adhere to 

legislation concerning the environmental protection, they take into consideration environment 
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in their every-day business activities and put the environmental protection in the heart of their 

company’s strategy. It is important to understand that business sustainability must imply a 

comprehensive strategy and not just a few isolated efforts and attempts. In line with that, the 

programs for the improvement of environmental protection have to be developed on continuous 

principles and focus on all that can be used for the welfare of the environment. 
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ABSTRACT 

During the large-scale transition to digital economy technologies, the challenges of protection 

of information resources are compounded by dynamic changes in business processes due to the 

interference of the external environment that directly affect the internal environment of the 

organization. External changes include changes caused by the legislation or regulation 

documents of superior bodies. Internal changes can be caused by business processes 

optimization, joint use of information resources with other enterprises, changes in information 

processing technologies, etc. These changes affect all elements of the information security 

system: information resources, concept papers, instructions and regulations, configuration of 

software and hardware solutions. Information support of the changing business processes 

requires new information resources and their security supposes special approach.  The article 

describes the process of adaptive information security management of a digital organization 

on the conceptual level based on the analysis and monitoring of business processes that are 

dynamically changing under the influence of external and internal environment. A model of 

information security management system designing and development process that meets the 

ISO/IEC 27000 family standards with the possibility of implementing adaptation mechanisms 

is presented in general way. The methodology, tools and methods of system analysis to be used 

in the project on the development and implementation of information security management 

system of an organization are suggested. The approach to organization information security 

risk management based on the analysis of business processes is presented. 

Keywords: business process, concept, digital organization, information security management 

 

1. INTRODUCTION 

The steady growth of information security malfunctions, confirmed by numerous foreign and 

domestic studies (InfoWatch, SearchInform, PwC, etc.) makes the task of ensuring the 

protection of information resources and IT infrastructure a high priority. Thus, the Doctrine of 

Information Security of the Russian Federation, approved by the President of the Russian 

Federation on 5 December, 2016, puts "protection of information resources both existing and 

emerging on the territory of Russia" in the list of four main components of national interests in 

the information sphere. The very essence of the modern enterprise activity supposes a change 

or a significant modification of the business model, as well as a dynamic change of processes 

and technologies throughout the life cycle of a product and/or pro-ject, which makes the use of 

the classical information security management system (hereinafter ISMS) not effective. Such 

approach does not allow to quickly track and apply these changes to the settings of ISMS, as a 

result, the man-agement process is time-consuming, expensive, and poorly formalized. It should 

be noted that functioning of an organ-ization in digital environment leads to emergence of new 

threats and vulnerabilities for information systems, such as cyber terrorism, confidential 

information leakage, the risks of electronic payments, unreliable data networks, the threat of 
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"identity theft" due to the use of digital identification, the risks of "Internet of things" and others 

that need to be studied and require development of counteractions methods.  In addition, greater 

attention should be given to the protection of innovations used in producing goods and 

providing services [1]. Establishing ISMS of an organization based on the analysis and 

monitoring of business processes will ensure its ef-fective adaptation to changes in business 

environment and the specific features of generated information resources. 

 

2. USE OF PROCESS APPROACH FOR AN ORGANIZATION INFORMATION 

SECURITY MANAGEMENT 

All above mentioned allows to conclude that the effective ISMS of an organization can be 

created using process ap-proach that is also stated in section 0.2. "Process approach" of 

International standard ISO/IEC 27001 "Information technology. Security techniques. 

Information security management systems. Requirements." The essence of the process or 

system approach is the ability to analyse the system as a whole, not its parts, but its practical 

implementation for the purpose of information security management faces with difficulties, 

which on the one hand are connected with the lack of a description of clear mechanisms, on the 

other with the uncertainty of knowledge sources. The key role in information security 

management of an organization is played by the information security man-agement system 

(hereinafter ISMS), which is understood as a system that allows establishing, implementing, 

operating, monitoring, reviewing, maintaining and improving information assets security to 

achieve the strategic goals of an or-ganization. An ISMS design process is described in detail 

in the ISO/IEC 27000 family of standards "Information security man-agement systems". To 

structure management process, the "Plan-Do-Check-Act" (PDCA) model is adopted [2]. In 

accordance with process approach and PDCA model four steps in designing ISMS are defined: 

the ISMS estab-lishing; implementing and working of the ISMS; monitoring and review of the 

ISMS; update and improvement of the ISMS. Next, we consider in more detail milestones and 

stages of the ISMS design project (hereinafter the ISMS project), which supposes application 

of system analysis methods. 

 

3. USE OF SYSTEM ANALYSIS METHODS AND TOOLS FOR ISMS DESIGN AND 

DEVELOPMENT 

Figure 1 shows the business process model "ISMS design and development", made in the 

IDEF0 notation of functional modelling. Statement of work, as well as work conditions are 

developed in accordance with ISO/IEC 27003 "Information technology - Security techniques - 

Information security management systems - Guidance". The methods and tools of system 

analysis suggested for the implementation of works related to the design and development of 

ISMS, which will formalize the process of creating ISMS and ensure the subsequent adaptation 

of the system to changes in the external and internal environment are highlighted in the figure 

in bold italics. The work of the first phase of ISMS development begins with the approval of 

the guidelines for the launch of the ISMS project. The justification for the implementation of 

this project is made by describing the use of ISMS for this organization and drawing up a draft 

project plan. To manage an ISMS project ISO 21500 standard "Guidance on project 

management" can be used. During the first phase, an organization's priorities for the 

development of ISMS are specified and ISMS main objectives are set.  The priorities of ISMS 

are determined in accordance with the strategy of activities, indicated in "Business Strategy", a 

document which can show business objectives graphically in the form of a "Strategic map" [3]. 

DFD (Data Flow Diagram), methodology of graphic structural analysis can be used to 

determine the priority areas of information security of an organization. The model is 

recommended to display the priority directions of economic activity of an organization and the 

corresponding information systems and information flows.  



51st International Scientific Conference on Economic and Social Development – Rabat, 26-27 March 2020 

 

411 

This model allows to analyse, on the one hand, the causal relationship between possible 

violations of confidentiality and/or violations in the steady operation of information systems, 

and, on the other hand, violations of the normal course of current business operations.  

 

Figure 1: Business process model "ISMS design and development" 

 

The DFD model can also be useful to demonstrate how information security contributes to the 

achievement of the strategic goals of an organization. The objective of ISMS implementation 

should be aimed at improving the risk management process of information security, the 

effectiveness of management, as well as the development of competitive advantages of an 

organization. It is advisable to use the "SMART" method [4] to set the ISMS objective. Once 

the launch of ISMS design and development project has been approved by company 

management, the scope and boundaries of the system under development can be determined 

based on the requirements of all stakeholders, taking into account available assets and 

technologies. The following information on the activities of an organization will ensure the 

completeness and integrity of the results in the process of determining the scope and boundaries 

of the ISMS. 

• Description of all activities and business goals of an organization ("Business Strategy", 

graphical model "Strategic map"). 

• Description of the organogram of an organization. 

• Description of business processes of an organization (types of information resources). 

• Enterprise architecture (preferably a graphical diagram of organization information systems 

and supporting infrastructure. ArchiMate modelling language can be used). 

• Based of the obtained information on the activities of an organization the following works 

are to be carried out: 

• The identification of the interested parties related to the ISMS and their requirements. 

• A description of the external and internal concerns that are equally important in order to 

meet the business strategic objectives, and to ensure the effectiveness of the ISMS.  

• The scope and boundaries of the ISMS shall be recorded in the outcome document. 
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Any exclusion of an entity from the scope of the ISMS needs to be justified in detail. The next 

stage is the establishment of the information security policy. As a rule, the ISMS policy is an 

extended version of the organization information security policy, so below we will describe the 

process of a general document development. It is advisable to start the development of 

information security policy by defining its objective, which can also be formulated through the 

SMART method [4]. As a rule, the objective usually reflects the position of the management 

on the information assets protection. The primary objective and several supporting objectives, 

facilitating its implementation, can be identified.  The primary objective of an organization in 

the sphere of the information protection is associated with the provision of confidentiality, 

integrity and availability of information. The set of strategic information security objectives 

and the corresponding indicators of effectiveness can be presented graphically on a strategy 

map. It is important to note that the information security strategy map can be developed as a 

model for a specific department of the organization (for example, for its information security 

department). The design of the information security strategy map seems be more effective 

within the framework of a detailed business level strategy maps. Bellow follows the description 

of the strategy of the set objectives implementation. The 5 P's of Strategy system, developed by 

the Canadian scientist Henry Mintzberg, is a popular approach in the general theory of the 

strategic management.  CISCO, Gartner, ISACA and other similar approaches and models can 

also be used for the business-oriented information security strategies development. For the 

efficiency and utility reasons ISO/IEC 27003 recommends that along with the ISMS policy 

development stage, the analysis of information security requirements should be carried out. 

This development stage begins with the definition of the information security requirements for 

the ISMS process. The primary information is usually obtained from the descriptions of 

business processes thus allowing to assess the impact of information  security incidents on the 

business activities. A information security specialist needs to identify how important the 

information circulating in each of the business processes is. All the data obtained are recorded 

in the Information Security Outcome Document, which shall include: the definition of the main 

business processes, functions, entities, information systems and communication networks; 

business information assets; classification of the most important business processes and assets; 

information security requirements; list of known vulnerabilities; requirements for information 

security training and education. It is recommended that the organization identified assets be 

detailed and described as follows: the business process name and its description (emphasis on 

the activities assiated with the information asset– production, storage, transfer, removal); the 

importance of the business process (critical, important, supporting); the owner of the business 

process; business processes providing input and output data; ICT; the asset classification. Based 

on the information obtained, a preliminary assessment of the information security is made 

through the comparison between the current state of the information security and the objectives 

of the organization. The ISMS functioning is based on the process of the effective risk 

management. The information security threats analysis and risk assessment is a continuous 

ongoing process, the baseline data are determined at the initial stage of the ISMS design, then 

in the process of its functioning changes in threats and risks are being monitored, their 

reanalysis and evaluation  being carried out . Guidelines for risk management are provided by 

ISO / IEC 27005 standard Information technology - Security techniques - Information security 

risk management. Risk management begins with the choice of a risk assessment methodology 

[5] and the subsequent risks definition, analysis and assessment in line with the chosen 

methodology. Most popular methods of risk assessment include: CRAMM, NIST two-factor 

model, RiskWatch, GRIF system, methodology for identifying the urgent threats for the 

personal data in the personal data information systems, Taubenberger-Jürjens method, etc. In 

accordance with the chosen method, the following activities are to be carried out: identifying 

threats and their sources; identifying existing and planned measures and means of control and 



51st International Scientific Conference on Economic and Social Development – Rabat, 26-27 March 2020 

 

413 

management; identify vulnerabilities; determining the consequences of the loss of 

confidentiality, safety, availability, non-repudiation or other violation of the information 

security requirements; assessing the impact of incidents occurred; assessing the probability and 

level of each risk; compare the level of risk with the criteria of risk assessment and acceptance. 

The information obtained is recorded in the risk management plan. As a rule, the data for this 

stage are usually collected from the employees and external experts questionnaires and 

interviews, carried out during the pre-project survey and follow-up audits, thus complicating 

the further update of the information. The authors propose an approach to risk management 

based on the analysis of business processes, the feasibility of which is justified in [5]. At the 

stage of the ISMS design the final plan for the ISMS implementation through the development 

of the organization security system based on the selected risk treatment options is compiled, as 

well as the requirements for keeping records and documents, combining ICT security measures, 

physical and organizational processes and the development of the specific ISMS requirements. 

 

4. INFORMATION SECURITY RISK MANAGEMENT BASED ON THE BUSINESS 

PROCESS ANALYSIS 

The analysis of formal models of business processes allows the organization to obtain the 

information needed for the execution of a wide range of information security tasks. In particular 

an automated approach to the formalization and updating user access rights based on the 

analysis of the business process models in EPC notation (Event-Driven Process Chain) is 

proposed in [6]. The approach to risk management based on the analysis of the organization 

business processes involves the use of a formal business process model as the main source of 

information for the threats and vulnerabilities analysis, as well as the further information 

security risks assessment. Analysis of the most common methods of risk assessment [5, 7], 

allowed us to determine the list of objects and their characteristics necessary foк the desing of  

the model of threats and vulnerabilities: the information asset; the department in charge of the 

information asset; the information carrier; information system; the user; characteristics of the 

user access to the information; data transmission channel; storage resources; processing 

technology. This list is not exhaustive and can be extended for the purposes of a specific 

methodology of designing a threat and vulnerability model. Figure 2 presents the knowledge 

metamodel, including functional, organizational and information models of a business process 

and allowing to identify and update the organisation information security risks. The list of 

characteristics of users ' access to the information is given in the callouts. The organizational 

model defines the list of performers of the business process, scopes their duties and 

responsibilities. The amendments to this model following the termination of employment, 

transfer to another position, new employments, organizational structure changes, etc. through 

the change management process influence the processes of allocation of duties and 

responsibility, managing data access, risks, incidents and vulnerabilities. The business process 

model will help to increase employees' awareness of information security issues, ensure the 

continuity of the business process, and update the access control model. The information model 

reflects the organization information systems, their units, functions, users and serves as a data 

source for the purposes of the management and monitoring of the information infrastructure 

and access rights management. 

 

 

 

 

Figure following on the next page 
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Figure 2: Knowledge metamodel of the information security risk management 

 

It is important to note that the data extracted can serve as a basis for identification of the 

protected assets in relation to the objects of the business process, when: each vulnerability can 

be assigned to an object, determining this vulnerability associated with the method of 

processing, transmission and / or storage; each threat is aligned with the aspects of information 

security, the violation of which can lead to a threat (privacy, availability and / or integrity); the 

source (such may be the executor of the business process or a person who does not participate 

in the execution of the business process, force majeure events, etc.) is determined for each 

threat. 

 

5. CONCLUSION 

The logic of reasoning leads to the following conclusion: the design of the information security 

management system based on the analysis and monitoring of business processes will ensure its 

effective adaptation to the changes in the business environment and specific features of the 

generated information resources. In the future, it is necessary to conduct further research on 

what level of maturity of the processes an organisation should reach in order to ensure the 

implementation of the developed adaptation mechanism. 

 

LITERATURE: 

1. Utepbergenov, I., Bobrov, L, Medyankina, I., Rodionova, Z., Toibaeva, S. (2019) About the 

Concept of Information Support System for Innovative Economy in the Republic of 

Kazakhstan. Recent  Research in Control Engineering and Decision Marketing, vol. 199, 

pp. 515-526. 

2. Rodionova, Z.,  Utepbergenov, I. (2018) System concept to the creation of adaptive 

mechanisms for security management of information resources. Computational 

Technologies. vol.1, pp. 227-238. 

3. Rodionova, Z., Pestunova, T. (2016) Enterprise information security management based on 

business process approach: Monograph. NSUEM, Novosibirsk. 



51st International Scientific Conference on Economic and Social Development – Rabat, 26-27 March 2020 

 

415 

4. Petrie, J. (2017) Aligning security with changing business strategy, goals and objectives 

//IDG CONTRIBUTOR NETWORK. Retrieved 01.09.2019 from 

https://www.csoonline.com/article/3231994/aligning-security-with-changing-business-

strategy-goals-and-objectives.html. 

5. Rodionova, Z., Pestunova, T., Gorinova, S. (2014) Analysis of information security aspects 

based on formal business-process models. Tomsk State University of Control Systems and 

Radioelectronics, pp. 150-156.  

6. Rodionova, Z. (2015) Design of Algorithms for Automated Access Control Based on 

Business Process Approach. Computational Technologies. vol.1, pp. 218-224. 

7. Utepbergenov, I, Bobrov, L., Medyankina, I., Rodionova, Z., Toibaeva, S. (2019) About the 

Concept of Information Support System for Innovative Economy in the Republic of 

Kazakhstan. Recent Research in Control Engineering and Decision Marketing, vol. 199, pp. 

515-526. 

 

 



51st International Scientific Conference on Economic and Social Development – Rabat, 26-27 March 2020 

 

416 

THE DYNAMIC OF INDICATORS OF THE FINANCIAL MARKET IN 

THE PROCESS OF CYCLICAL DEVELOPMENT IN THE NATIONAL 

ECONOMY 
 

Viktor Barkhatov 

Institute of Economics of industries, business and administration 

Chelyabinsk State University 

Chelyabinsk, Russia 

ecoba@csu.ru 

 

Ekaterina Lymar 

Institute of Economics of industries, business and administration 

Chelyabinsk State University 

Chelyabinsk, Russia 

lymar@csu.ru 

 

Ivan Koptelov 

Institute of Economics of industries, business and administration 

Chelyabinsk State University 

Chelyabinsk, Russia 

koptelov@csu.ru 

 

ABSTRACT 

The market economy assumes a cyclical economic development. Many of the scientists have 

identified the relationship between the economic and financial cycles. The emergence of 

financial markets in the early 20th century gave rise to the theory of financial cycles, which 

shape financial ups and downs, like economic cycles. It is necessary to identify and analyze 

indicators of financial cycles in the national economy, which make it possible to predict the ups 

and downs of the financial and, consequently, economic cycles. The article describes in detail 

the indicators characterizing the financial market and having an impact on the financial and 

economic cycles. The purpose of the article is to present the results of the analysis of indicators 

characterizing the financial market in the process of cyclical development of the national 

economy. The present study based on the analysis of eight relative indicators chosen to identify 

financial cycles in the Russian economy. The indicators are compiled in such a way as to cover 

as widely as possible all areas of the economy that may be affected in the event of General 

changes in the financial markets. In turn, information on the joint dynamics of economic 

variables in an aggregated form can be collected the basis of factor model. Within the 

framework of this approach, a statistically significant correlation between variables can be 

considered as a consequence of the influence of common factors on them (in this case, the 

phases of the financial cycle). 

Keywords: financial crisis, financial cycles, financial markets, financial recovery, national 

economy 

 

1. INTRODUCTION  

Market economy assumes the circularity of economic development since it involves inflation, 

business climate, law of demand, and other factors. The emergence of financial markets in the 

early 20th century gave impetus to the development of the theory of financial cycles, which 

account for financial ups and downs similarly with economic cycles. Though the theory of 

financial cycles is today at its infant stage, it has been rapidly developing since the conceptual 

emergence of financial markets and the avowal of their significance for global economy.  
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The study is based on the analysis of eight relative indicators selected for identifying financial 

cycles in the Russian economy. The indicators are compiled in such a way as to cover as widely 

as possible all areas of the economy that may be affected in the event of General changes in the 

financial markets. 

 

2. LITERATURE REVIEW 

Many economists have spoken about the impact of the financial system on the cyclical nature 

of the economy. They identified various indicators of influence and developed methods for 

assessing it. A. Gelb pointed to the correlation of indicators of financial markets and phases of 

financial and economic cycles. Based on the regression analysis, R. Rajan and L. Zingales argue 

that the high degree of development of financial markets contributes to the development of new 

enterprises, especially in knowledge-intensive industries, which leads to overall economic and 

financial growth. In the early 1990s.  R. King and R. Levine considered indicators of financial 

development of 77 countries for 1960-1989. their work was based on such indicators as: 

financial depth, the share of private banks in loans, credit to private business, the ratio of loans 

to private enterprises to GDP, and so on. They calculated significant coefficients for 77 

countries and, based on the regression equation, found a strong relationship between them. In 

addition to banking indicators, Levine's further research took into account the role of the stock 

market in financial development. It was found that the initial level of stock market liquidity, 

along with the initial level of development of the credit system, has a positive correlation with 

future rates of economic growth, capital accumulation and labor productivity growth. T. Beck 

and N. Loayza investigated the impact of the development of financial intermediaries on the 

rate of investment savings. Their research did not confirm a stable relationship between these 

indicators. However, a statistical relationship was found between the development of financial 

intermediaries and GDP. These views confirmed the opinion. J. Schumpeter on financial 

development. 

 

3. DYNAMIC OF INDICATORS OF THE FINANCIAL MARKET (1999-2018) 

Indicator K1 - the ratio of banks ' requirements to the economy to GDP. This indicator is used 

to measure the debt burden at the macro level and is recommended by the Basel III international 

standards as a baseline for calculating the credit gap and determining the amount of regulatory 

capital. As extensive international practice shows, the creditworthiness of the real sector of the 

economy is a reliable harbinger of a full-scale banking and, as a consequence, financial crisis. 

The selected variable more correctly reflects changes in the credit load than, for example, the 

growth rate of new lending, since, being expressed as a percentage of GDP, the indicator is 

normalized by the size of the economy. [1] This suggests that, first, it is not affected by the 

natural cyclical demand for loans, and, secondly, it has a more smoothed dynamics than other 

similar indicators. 

 

 

 

 

 

 

 

Figure following on the next page 
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Figure 1: Dynamics of the K1 indicator (1998-2018) 

Source: evaluated by authors 

 

The end of the 90s – the beginning of the 2000s was marked by a decline in the K1 indicator. 

This is due to an increase in the number of loans issued to businesses and institutions. The same 

trend is observed in the historical downturns of the financial cycle-2007 and 2012-2013. The 

K2 indicator is the ratio of the M2 monetary aggregate to the country's gold and foreign 

exchange reserves (gold reserves). It reflects at the same time the degree of" pumping " of the 

economy with ruble liquidity and the ability of the regulator to ensure the convertibility of the 

national currency. International experience confirms that an increase in the ratio of M2 to gold 

reserves increases the likelihood of a currency crisis [5]. In addition, an increase in this indicator 

may accompany GDP growth or be associated with changes in the behavior of the population, 

when it is optimistic about the future dynamics of financial markets and seeks to accumulate 

savings. In this sense, the movement of the M2 indicator to the gold and foreign exchange 

reserve is closely related to both economic and financial cycles. 

 

Figure 2: Dynamics of the K2 indicator (1998-2018) 

Source: evaluated by authors 
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The decline in the indicator was observed during the period 2001-2008. The situation has 

changed in the last 10 years. Indicator K3 - the ratio of the country's foreign trade turnover (the 

sum of exports and imports of goods and services) to the total turnover of the domestic currency 

market. If optimistic expectations dominate among economic agents, the variable takes on 

higher values, since against the background of confidence in the national monetary unit, 

currency transactions are carried out for the purpose of carrying out calculations on transactions 

or capital movements aimed at its growth (deposits, loans, factoring, etc.), and export receipts 

balance the outflow of foreign currency on imports (in most cases, even within a single business 

entity). When moving to the pessimistic phase of the financial cycle, speculative operations 

begin to dominate the foreign exchange market, its turnover increases, while foreign trade 

volumes decrease (as a rule, exports are more important than imports, which puts additional 

pressure on the foreign exchange market). 

  

Figure 3: Dynamics of the K3 indicator (1998-2018) 

Source: evaluated by authors 

 

Indicator K4-credit Conditions. The indicator characterizes the perception of financial risks on 

the part of the loan offer. During the growth phase of the cycle, banks can encourage lending 

to less creditworthy and riskier customers by offering low interest rates and long terms 

(underestimating the level of risk). When risk materializes, banks, on the contrary, tend to 

overly tighten credit conditions, which leads to a significant restriction of financing of the 

solvent part of the real economy (credit crisis). [4] within the framework of the FCI 

construction, credit conditions are approximated by the ratio of the average term (in months) of 

long-term ruble lending to legal entities to the value of the corresponding interest rate (for new 

loans). The average term of long-term loans was estimated based on the actual balances of 

customers ' credit debt and annual repayment volumes. Thus, the extension of terms and 

reduction of rates leads to an increase in the values of the credit conditions indicator and Vice 

versa. 
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Figure 4: Dynamics of the K4 indicator (1998-2018) 

Source: evaluated by authors 

 

The K5 indicator is the ratio of assets to equity in the banking sector (leverage). This indicator 

clearly characterizes the cyclical nature of financial intermediaries ' activities. An increase in 

leverage means an increase in the scale and risk of banking operations at a time when optimistic 

sentiment prevails in the economy. Accordingly, the reduction in the banking sector's assets 

relative to its capital indicates the onset of a cyclical downturn in the financial market, 

accompanied by the retirement of a significant amount of non-performing loans and the early 

withdrawal of a "healthy" part of the assets from the economy. [3] at the same time, as a rule, 

the conditions for granting new loans are sharply tightened and the efficiency of banking 

activities is reduced. 

  

Figure 5: Dynamics of the K5 indicator (1998-2018) 

Source: evaluated by authors 

 

Indicator K6 - the Ratio of the value of shares of joint-stock companies in circulation to the 

annual revenue of organizations from the sale of manufactured products. Such indicators of 

securities market capitalization are directly related to the business cycle rather than the financial 
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cycle [6]. However, this variable adds to the overall picture of the nature of the expectations 

formed by market participants, showing by its dynamics how optimistic business entities are 

when assessing future financial flows. 

  

Figure 6: Dynamics of the K6 indicator (1998-2018) 

Source: evaluated by authors 

 

The most significant decline was observed in 2008-2009. The decline in the capitalization of 

large Russian corporations as a result of the global financial crisis. Indicator K7 is the ratio of 

the volume of government securities in circulation on the domestic market to the consolidated 

budget revenues. The growth of the indicator not only indicates an increase in the capacity and 

liquidity of the government securities market during a cyclical upswing, but also signals an 

underestimation of financial risks on the part of the Issuer.[2] Accordingly, the decrease in this 

ratio (the volume of redeemable bonds exceeds the volume of issued ones) may be the result of 

an increase in investor distrust of government securities against the background of changing 

expectations in the economy (or, on the contrary, the result of a budget surplus and sustainable 

economic growth). 

 

Figure 7: Dynamics of the K7 indicator (1998-2018) 

Source: evaluated by authors 
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Changes in this indicator are not so significant. During the entire period, the value does not 

change much. This is due to the General directions of state policy. Indicator K8 - the ratio of 

interest income of banks on loans and other transactions with individuals to the monetary 

income of the population. The dynamics of this indicator is influenced by two main factors – 

the willingness of the population to borrow based on the assessment of future revenue growth 

prospects and the payment discipline of the Bank's retail customers. Both aspects are closely 

related to the procyclical nature of the country's banking sector.  

  

Figure 8: Dynamics of the K8 indicator (1998-2018) 

Source: evaluated by authors 

 

Figure 8 shows a decline in 1998, 2009, and 2015-2016. These are periods of financial and 

economic downturns. The study identified eight main significant indicators that characterize 

the financial market in the process of cyclical development in the national economy. The ratio 

requirements of banks to the economy to GDP (K1), the ratio of M2 money to foreign exchange 

reserves (GCR) of the country (K2), the ratio of foreign trade turnover of the country (sum of 

exports and imports of goods and services) to the total turnover of the domestic foreign 

exchange market (K3), credit conditions (C4), leverage (K5), the ratio of the value of shares of 

joint stock companies, in circulation, annual revenue of the organizations from the sale of 

manufactured products, the ratio of the volume of state securities in circulation on the domestic 

market to the revenues of the consolidated budget (K7), the ratio of interest income of banks 

on loans and other transactions with individuals to the monetary income of the population (K8). 

The dynamics of these indicators indicates that there is a correlation between them and the 

phases of the financial and economic cycles. 

 

4. CONCLUSION 

The analysis that we have carried out in the article focuses on the indicators of the financial 

market in the process of cyclical development in the national economy. Authors made to the 

following conclusions. Analysis of the experience of economists in the direction of financial 

markets made it possible to identify the most significant indicators of the financial market for 

their research in dynamics. The analysis of financial market indicators showed that during the 

period 1998-2018 there were changes in accordance with the General economic and financial 

situation in the country. This highlights the necessity of identify the correlation between these 

indicators and the phases of the financial cycle. In turn, information about the joint dynamics 

of economic variables in aggregate form can be collected on the basis of factor models.  
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Within this approach, a statistically significant correlation between variables can be considered 

as a consequence of the influence of common factors on them (in this case, the phases of the 

financial cycle). 
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ABSTRACT 

The article discusses global prospects for the study of inclusive competence of teachers of 

educational organizations of vocational education. The purpose of the paper is to present the 

results of the research devoted to the study of the cluster approach to the study of the inclusive 

competence of teachers of vocational educational organizations, which gives opportunities for 

actualizing the potential of the studied quality. 

Keywords: Inclusive education, Inclusive competence, Educational organization, Cluster 

approach, Competency building model 

 

1. INTRODUCTION 

At the current stage of social development, education becomes one of the essential areas of life, 

which is closely intertwined with absolutely all spheres of social existence. The present analysis 

of conditions stimulates to find the newest combinations of the high-quality education system 

in the Russian Federation: it must correspond to the high level of economic development, social 

prescriptions to satisfy the possibilities of constant formation of individual properties of people. 

In the National Doctrine of Education of the Russian Federation until 2025, the problem of the 

importance of education as one of the global criteria for assessing the mobility of the economy 

and society is brought to the first place. The main objective of the current education system is 

to meet the needs of individuals at various levels, including the acquisition of the necessary 

educational level, the organization of the required level of qualification of an employee in the 

direction of his or her professional activity, in demand in the world of professions, as well as 

readiness for mobility.  
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Statistical data received during the research confirm its relevancy. Experimental work carried 

out in Chelyabinsk State University, Chelyabinsk State Academy of Culture and Art in the field 

of study of problems of professional development of pedagogical staff showed that the existing 

system of continuous professional development of teaching staff is only at the initial level of 

formation. About half of the participants in the survey, namely, 48% of university teachers 

indicated that even the systematic completion of professional development courses in 3-5 years 

does not allow for timely correction of their professional activities in accordance with changes 

occurring in the educational system and, consequently, reduces the readiness to apply 

innovation in educational activities, including activities in the system of inclusion. At the same 

time, the results of this research prove that modern workers in the field of vocational education 

are overwhelmingly interested in providing personality-oriented content of professional 

development (37%); in the organization of targeted training for the system of continuous 

professional development of scientific and pedagogical workers (30%); the creation of system-

forming mechanisms to ensure the natural self-organization of the system of professional 

development (28%); coordination of the set of institutions and services of the system of 

professional development of scientific and pedagogical workers in terms of values, objectives, 

content, methods and forms of their activities (22%); overcoming its closed nature and 

increasing dependence on the consumer (16%). Thus, in solving these problems we see the 

social and pedagogical level of relevance of the research. The foundation for a change in the 

concept of education in the Russian Federation is the sequence of coordinated operations aimed 

at developing an inclusive education system, which finds its reflection in the idea of developing 

the inclusive competence of teachers in additional vocational education. 

 

2. QUALITATIVE STUDY OF THE INCLUSIVE COMPETENCE OF TEACHERS OF 

EDUCATIONAL INSTITUTIONS OF VOCATIONAL EDUCATION 

Researching the problem of preparing teachers of educational organizations of professional 

education for the design of an inclusive information and educational environment in 

chronological order, we will analyze the main periods of its formation, establishing the social 

trends that have formed during each of them - the existing conditions in which it is possible to 

trace the evolution of academic views on the design of elements of the educational system, 

aspects of an inclusive information and educational environment, their relationship with 

scientific activity. Ontologically, the problem of preparing teachers of professional educational 

organizations for inclusive information and educational activities is directly related to several 

social phenomena, which are quite widely covered in various branches of science, including 

pedagogy: 1) the transition to an information society; 2) the informatization of education; 3) 

the updating of the paradigm of continuing education. As a result of the implementation of these 

programs, Russian educational institutions have almost equaled the main number of teaching 

staff with inclusive competencies with European educational organizations, as evidenced by 

data from various international sociological studies. There has also been a positive trend in 

recent years towards implementing an inclusive education system. At this stage of 

implementation of joint training of students with conditionally healthy development and with 

limited health opportunities, there is an accumulation of information and educational potential 

within each educational organization. Progress in this direction is constrained only by the 

insufficient number of teachers with specialized training in inclusive education, i.e. the process 

of creating and using information and communication technology tools in the educational 

process. The profoundly developed philosophical and pedagogical concept of continuing 

education was put forward by J. A. Kamensky, who saw "universal education", the inclusion of 

all people without exception in culture ("pampedia") as a means of achieving social harmony 

and "universal correction of human affairs". Ya.A. Kamensky presented an all-encompassing 

holistic picture of human upbringing and self-improvement throughout his life - from the 



51st International Scientific Conference on Economic and Social Development – Rabat, 26-27 March 2020 

 

426 

"school of birth" to the "school of death". The turn of modern philosophical and pedagogical 

thought, and then the turn of special pedagogical research to the problems of continuous 

education is associated with the educational consequences of the scientific and technological 

revolution. The leading factor that has generated the problem of preparing qualified specialists 

for inclusive information and education is the transition to an information society. In the 

implementation of the cluster approach can be identified several key points: first, the existence 

of a common goal; secondly, the legal framework for joint activities of subjects; thirdly, the 

developed mechanisms for interaction between subjects that unite in a cluster; fourthly, the 

mechanism of management and, fifthly, compliance with the declared common goals. 

Consequently, the cluster approach is based on a partnership of stakeholders and is applied in 

research on their competitiveness problems as well as a method of stimulating innovation. The 

issue of continuing education can be roughly divided into two main areas. The first relates to 

the construction of a system of continuous education as part of social practice (the social and 

educational aspect of continuous education); the second relates to the very process of 

appropriation by a person of new life, social and professional experience (the psychological and 

pedagogical aspect of continuous education). In social and educational practice, the key to the 

implementation of continuing education is the continuity of the educational system and the 

multiplicity of informal education channels beyond primary education. Historical and 

pedagogical analysis of the processes of development of informatization of society and 

educational space, the formation of continuous education made it possible to determine the 

basis for periodization of the genesis of the problem of preparing students for the design of an 

inclusive information and educational environment: 1) degree of expansion (interest and 

involvement of subjects and society as a whole); 2) degree of identification of conceptual and 

terminological field; 3) degree of conceptual generalization. In the information society, not only 

production changes but also the whole way of life and the system of values. The material and 

technological base of the information society are various systems based on computer equipment 

and computer networks, information technology, telecommunication communication. The 

Information Society is a society in which most workers are engaged in the production, storage, 

processing and realization of information, especially its highest form - knowledge. 

Characteristic features of the information society are: solving the problem of information crisis 

(solving the contradiction between information avalanche and information hunger); ensuring 

the priority of information over other resources; the main form of development is the 

information economy; the society is based on automated generation, storage, processing and 

use of knowledge through the latest information technology and technology; information 

technologies cover all spheres of human social activity; information technologies cover all areas 

of social activity. The complexity and multilevel nature of the inclusive competence of teachers 

of educational organizations of professional education require adequate theoretical and 

methodological tools for the study of this problem. Such an instrument may be a synthesis of 

comparative (general scientific basis), cluster (specific scientific level) and participative 

(methodological and technological level) approaches. Combination of approaches that make up 

the methodological regulation of the inclusive competence of teachers of educational 

organizations of professional education allows: to form a given standard of personality, due to 

the integration of Russian education in the European and world community, the development 

of inclusive education; to ensure the active involvement of the individual in an inclusive society; 

to build a network of subjects preparing teachers for the implementation of inclusive education; 

to increase motivation for the teacher in education. The final product of the education system 

is a competent specialist, represented by the structure of society, its many characteristics, which 

defines the demo culture of the region as part of the social component of its development, 

including "a set of socio-psychological attitudes, automatism and habits of consciousness that 

form the ways of seeing the world and representing people belonging to a particular socio-



51st International Scientific Conference on Economic and Social Development – Rabat, 26-27 March 2020 

 

427 

cultural community", i.e. mentality. Many of these characteristics of society are only indirectly 

formed by the education system, which does not diminish the role of the educational cluster in 

the regional economy. 

 

3. CONCLUSION 

Thus, we believe that the prospect and success of building the inclusive competencies of 

educators in professional education organizations as a factor ensuring the implementation of 

the crucial needs of the individual in lifelong learning and the quality of inclusive higher 

education determine: 

1. Integration of andragogical (general scientific level), competency (specific scientific level) 

and modular (methodological and technological level) approaches, which make up the 

methodological regulation of inclusive competence development of teachers of professional 

education organizations. 

2. Structural and functional model of inclusive competence development for teachers of 

educational organizations, which provides for successful use in conditions of dynamically 

developing professional education, which includes target, methodological, substantive, 

procedural, functional and practical blocks. 

3. A set of organizational and pedagogical conditions, which takes into account the purpose 

and content of teachers' professional activities, the prescriptions of an inclusive society and 

the regulatory framework of new educational activities, the possibility of andragogical, 

competent and modular approaches.  

 

Synthesis of approaches that make up the methodological regulation of the pedagogical concept 

of training teachers of educational organizations of professional education to design an 

inclusive information and educational environment allows: to form a given standard of 

personality, due to the integration of Russian education in the European and world community, 

the development of inclusive higher education; to ensure the active involvement of the 

individual in an inclusive society; to build a network of subjects of student training. 
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ABSTRACT 

Formation of network communications of the personnel occurs on the basis of network 

competences of heads, that is their ability purposefully to form networks from workers, 

organizing horizontal communications of the necessary quality and quantity in parallel with 

the technological communications caused by production processes. Purposeful formation of 

horizontal links is actually one of the forms of increasing organizational capital, as it allows 

you to save a variety of resources, including time. Thus, there is an increase in the value of 

network communications of production personnel as an individual measure for each employee 

on the scale of "good-harm" of production communications. When working in the network, 

employees also form specific network competencies – their ability to use the technological and 

personal horizontal connections between individual subjects and their groups arising in the 

production processes to unite into a production network. The effectiveness of information 

interaction on network platforms is ensured by performing the main communication functions: 

increasing the efficiency of production communications; manifestation of communicative 

creativity in individual employees and their groups; easing the space-time constraints of 

production processes; using modern humanitarian high-Hume technologies to stimulate 

workers. On the network platform there is a convergence of necessary network services: 

transmission control data (data must come in the right place at the right time); network security 

(with the exception of the leak data with the specific network platform in unwanted directions); 

the formation of efficient and affordable network infrastructure; connect to the required 

network applications (must be able free connect/disconnect of individual participants and 

individual contacts). To manage these processes, systems should function to assess and adjust 

the main parameters of these processes: analysis of the effectiveness of mutual contacts; 

analysis of communication losses; analysis of transaction costs; assessment of the degree of 

satisfaction of its platform participants; analysis of the prospects for individual development of 

individual platform participants; analysis of the prospects for the development of the entire 

platform; assessment of the degree of attractiveness for external entities. The cost of forming 

network connections of personnel is determined by the cost of training / retraining of production 

managers and their working time spent on the formation of network competencies of performers 

and the creation and maintenance of the network platform. 

Keywords: personnel, value, price, network communications 

 

1. INTRODUCTION 

Communication as a process of information transfer (communication, exchange of thoughts, 

information, ideas, etc.) from one person to another is a mandatory element of human activity 

/1/. This is especially true of production activities, when two or more people work together to 

achieve a specific result. Moreover, the more complex the activity, the more people are involved 

in the production process, the higher the requirements for communication processes by its 

participants in terms of the speed of information transmission, the clarity (unambiguity) of the 
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transmitted information, the volume, timeliness, accuracy of the address of the arrival of 

information, the cost of the transmitted information, etc. A. Cockburn, based on the " theory of 

information wealth "/ 2/, leads in his book "Agile Software Development" scheme of interaction 

of different ways of communication that people can use in the process of their activities (quoted 

by: /3/). At the same time, he argues that the most effective communication process takes place 

at a direct meeting of the participants with the possibility of fixing the right moments on 

something (usually on paper). In the case of non-personal communication and without fixing 

all the main and intermediate results of communication, the effectiveness of communication 

decreases rapidly (A. Cockburn calls this process "cool" channel of communication) as the 

communication parties lose the ability to feel each other to see gestures and facial expression, 

hear the tone and volume of voice, emotions, etc. this eliminates the opportunity to respond to 

those request in real time, thus preventing the discussion, which usually generates the most 

effective results /4/. 

 

2. RESEARCH 

The transition to sustainable communications is accompanied not only by the exchange of 

information, but also by other exchanges generated by this exchange (material, energy, 

personal, etc.), which contributes to the transformation of communication links into appropriate 

production links: production networks as a form of communication of individual workers 

engaged in production activities at functionally close workplaces, which increases its 

efficiency. At the same time, the analysis of modern scientific approaches to the interpretation 

of the concept of production network and its definition allowed to establish, firstly, the lack of 

integrity of scientific ideas about the essence of this concept, and, secondly, to formulate a 

number of features required for such a definition (its imperative): 

• the presence of separate entities with their own interests; 

• the presence of real or hypothetical links between these subjects; 

• the presence of at least one objective, common to all subjects with a functionally close to 

the workplace. 

 

Bases of formation of production networks, follow both from the formulated imperative, and 

from the institutional theory of firm as the direction of the economic theory which is not limited 

to the analysis only of economic categories, and offers to consider actively in production 

processes various non-economic factors, including, public and personal interrelations of 

concrete workers in processes of joint activity. Quality of formation of production networks of 

the personnel essentially depends on network competences of heads of production representing 

specific group of the competences allowing to use spontaneously and inevitably arising 

horizontal communications between workers for increase of economic efficiency of production 

by Association them in a production network. The peculiarity of this provision is that the 

formation of the appropriate behavior of employees is due to the network competencies of 

managers, that is, their ability to purposefully form networks of workers, organizing horizontal 

connections of the desired quality and quantity in parallel with the technological connections 

caused by the production processes. Purposeful formation of horizontal links with the use of 

such a tool as the network competence of managers is actually one of the forms of increasing 

organizational capital, as it allows to significantly save various resources, including time. Thus, 

there is an increase in the value of network communications of production personnel as an 

individual measure for each employee on the scale of "good – harm" /5 / production 

communications. The psychological background of the Association of workers in production 

networks is their transition in their actions from the basic conceptual concept of "struggle for..." 

to the basic conceptual concept of " contract for...", which stimulates the development of stable 

horizontal links between them, that is, networking.  
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Thus, the production network is an organizational incentive for the Association of employees, 

as thanks to the "contract of..." allows them to agree on certain working conditions (the amount 

of earnings, the fairness of the recognition of contribution to the common cause, creativity, 

initiative and creativity). On the basis of a positive assessment of these incentives in the form 

of approval by the network, the employee is motivated to work effectively /6, section 2.3/. 

 

3. CONCLUSION 

Of course, as history shows, networking is an objective process that takes place without 

purposeful actions of managers. However, ignoring this fact by the management system leads 

to significant losses of various resources (working hours, downtime, etc.) and actions of outright 

restrictionism and, as a consequence, loss of competitiveness of the organization. When 

working in the network, employees also form specific network competencies – their ability to 

use the technological and personal horizontal connections between individual subjects and their 

groups arising in the production processes to unite into a production network. These advantages 

of networking and the availability of network competencies of personnel are most effectively 

implemented on network platforms-communication tools (virtual, software or instructional, but 

not material), which are a system of principles, norms, rules, mechanisms and technologies that 

together provide effective information interaction of network participants to create competitive 

products. The effectiveness of information interaction on network platforms is ensured by 

performing basic communication functions: 

• increase the efficiency of production communications (speed and accuracy of message 

transmission); 

• manifestations of communicative creativity in individual employees and their groups 

("work as a dialogue»); 

• easing the space-time constraints of production processes (to minimize transaction costs); 

• use of modern humanitarian high-Hume technologies to stimulate employees (environment, 

behavior, opportunities, beliefs, values, identity, mission)./7/. 

 

The network platform is the part of the technological platform in which the creation of 

promising solutions and products provide the above advantages of networking. Therefore the 

convergence of necessary network services takes place on the network platform: 

• data transfer management (data should come to the right place at the right time); 

• network security (preventing data leakage from a particular network platform in undesirable 

directions); 

• the formation of an efficient and non-burdensome network infrastructure (should be); 

• connection of necessary network applications (there should be a possibility of free 

connection/disconnection of separate participants and separate connections). 

 

To manage the processes occurring on the network platform, the following systems must 

function, allowing to evaluate and adjust the main parameters of the processes: 

• analysis of the effectiveness of mutual contacts; 

• analysis of communication losses; 

• transaction cost analysis; 

• assessment of the level of satisfaction of its platform members; 

• analysis of the prospects for individual development of individual participants of the 

platform. 

• analysis of the development prospects of the entire platform; 

• assess the degree of attractiveness to external stakeholders. 
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Accordingly, the cost of forming network connections of personnel is determined by the cost 

of training / retraining of production managers and their working time spent on the formation 

of network competencies of performers and the creation and maintenance of the network 

platform. 
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APPENDIX 

 

Four characteristics of the means of communication 

According to the theory, the determination of the wealth of possibilities of the means of 

communication takes place in accordance with four criteria[5]:  

1. Instant feedback capability: communication is considered complete when feedback is 

received on the transmitted message. Feedback can also show whether a message has been 

correctly understood. Feedback allows you to instantly correct errors when sending a 

message[6]. 

2. Ability to transmit different types of messages: information can be transmitted in different 

forms, such as text, audio and/or video messages. The more types involved in the 

transmission of a message, the more information will reach the recipient of the message. 

3. Diversity of languages used: Daft and Lengel divide languages into two types: high and 

low diversity[7]. Languages with a high degree of diversity are not limited in the use of 

symbols, convey a wide range of ideas and are open to interpretation, such as natural 

languages, music or art. Languages with low diversity include limiting symbols, convey a 

narrower range of ideas, are factual, and are not open to interpretation (such as mathematics 

or statistics). The richer means of communication, according to the theory, will be those 

that use languages of a high degree of diversity. 

4. Media focus on the individual: each communication channel has a different degree of focus 

on the individual. Thus, the greater this focus, that is, if the communication medium can 

convey, for example, personal feelings or emotions, the more information in the message 

will be conveyed. 

 

The more of the above characteristics is observed in the communication channel, the more it is 

rich in its capabilities. Accordingly, the following types of communication can be 

distinguished: personal communication (face-to-face), communication through visual, auditory 

or textual means[5]. 
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ABSTRACT 

Modern corporations strive to find new tools to improve the efficiency of their activities. 

Traditional approaches aimed at reducing costs, modernizing production, improving the 

organizational structure are being rethought. One of the new directions in this area is 

increasing the productivity of corporation employees by stimulating their involvement and 

better motivation and reducing behavioral opportunism. There is a need for a methodology for 

assessing the level of behavioral opportunism, combining accuracy and simplicity, for 

analyzing the effectiveness of corporate culture development programs, and increasing 

employee motivation. At the same time, many different techniques are presented that meet these 

requirements only partially. The aim of the study is a comparative analysis of existing methods 

for assessing the behavioral opportunism of employees in a corporation and the proposal of an 

author's methodology that meets the requirements of accuracy and simplicity. The information 

base of the study is scientific publications devoted to the analysis of methods for measuring 

behavioral opportunism in a corporation. The study established the interdisciplinary nature of 

the problem of behavioral opportunism, summarized the methods for assessing forms of 

behavior relevant to behavioral opportunism from economics, sociology, and psychology, and 

gave a comparative description of them. An author’s method is proposed, an algorithm for its 

application is determined, and a model calculation of the method is carried out on the data 

obtained during a local economic experiment. As a result, the possibility and effectiveness of 

applying the author’s methodology to the analysis of behavioral opportunism of workers of 

corporations are substantiated. 

Keywords: assessment methodology, behavioral opportunism, corporation, workers 

 

1. INTRODUCTION   

A long-term bilateral contract represents the relationship between employer and employee in a 

modern corporation. The incompleteness of existing contracts aggravates the problem of 

opportunistic behavior of workers. High costs to the employer accompany such behavior on the 

part of workers. This behavior includes not only direct costs but also the costs of opportunity 

costs (what a pun!), as well as additional costs caused by the inefficient use of resources. The 

hidden nature of the opportunistic behavior of workers leads to problems of its measurement. 

An assessment of worker opportunism is necessary to measure the individual and general level 

of opportunism in corporations. Determining the level of opportunism allows us to develop 

mechanisms to limit it and increase the efficiency of the corporation. The purpose of the article 

is to present the results of the development and testing of a methodology for assessing workers' 

opportunism. 
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2. LITERATURE REVIEW   

Opportunism in economics has the classical definition given in (Williamson, 1975). It is self-

interest-seeking behavior with guile. In applied researches, scientists use cunning, duplicity, 

deceit markers as an attribute of "guile." Wathne and Heide (Wathne and Heide, 2000) 

suggested distinguishing between active and passive forms of opportunism. They based 

selection on a different result of their action. In the first case, it is related to wealth creation, 

and in the second, about wealth distribution. At the level of concrete manifestations, active 

opportunism is opportunism of commission, which involves the use of lying (Lee, 1998), 

breaching formal and unformal agreements (Achrol and Gundlach, 1999), altering facts (John, 

1984), making false accusation (Jap and Anderson, 2003), exaggerating difficulties (Anderson, 

1988), and also using unexpected events to extract concessions from partners (Rokkan, Heide, 

and Wathne, 2003). Passive opportunism implies the realization of self-interest through 

omission, including through not doing as promised (Jap and Anderson, 2003), hiding 

information (Dahlstrom and Nygaard, 1999), telling incomplete truths (Anderson, 1988), 

neglecting to fulfill obligations (Lee, 1998). Seggie, Griffith and Jap (Seggie, Griffith, Jap, 

2013) conducted an empirical analysis of the differences between active and passive forms of 

behavioral opportunism. They identified six possible strategies of an economic agent that 

encountered opportunistic behavior on the opposite side of the relationship: passive acceptance, 

constructive discussion, venting, neglect, threatened withdrawal, and exit, and examined the 

difference in their frequency of use as a reaction to active and passive opportunism. They also 

conducted an analysis of tolerance for active and passive opportunism on the part of colleagues. 

Based on the analysis, the influence of active and passive opportunism on transaction costs, and 

also revealed the long-term adverse effect of opportunism on economic relations are studied. 

In (Nagin, Rebitzer, Sanders and Taylor, 2002), hypotheses were tested and confirmed that 

individual incentives have a significant impact on the manifestation of opportunism in firms, 

while opportunism measured by the difference in the quality of work - a change in the 

proportion of spoilage with a relatively simple and monotonous work when workers informed 

that are under complete control, recognized as an indicator of opportunism. Several works are 

devoted to the cultural characteristics of opportunism (Chen et al., 2002; Furrer et al. 2011; 

Johnson, Cullen and Sakano, 1996; Sakalaki, Kazi, & Karamanoli, 2007). (Ganesan et al., 2010) 

compared opportunistic and “unethical” behavior, with comparisons also being made in the 

context of two behaviors — commission and omission. The crucial area of study of behavioral 

opportunism is the analysis of motivations corresponding to it. (Cagne et al., 2010; Posch et al., 

2019). A rather large number of empirical works are presented in this direction, in which 

specific survey methods proposed that allow quantifying the motivation of employees. In 

(Cordes et al., 2011) proposed analytical tools to explain the relationship between opportunism 

and the size of firms. It assumes that opportunism is measured in a natural way and is an 

attribute of the company and its employees. Popov and Simonova (Popov, Simonova, 2006) 

and (Popov, Ersh, 2016) revealed a direct correlation between the degree of manifestation of 

opportunism in the form of using one's official position and the level of wages, as well as an 

inverse relationship between its level and shirking. The level of opportunism in the form of 

withdrawal can be considered as the ratio of changes in output as a result of employee shirking 

to a possible output. Opportunism in the form of negligence and abuse of office assessed as the 

ratio of changes in the level of costs as a result of such opportunism to a minimum possible 

level of costs. In (Belkin, Belkina, Antonova, 2015), a methodology proposed for assessing the 

level of opportunism based on a point system, where one point corresponds to the complete 

absence of opportunism in the enterprise, three points mean the average level, and five points 

mean a high level. The basis was the results of a sociological survey of employees of enterprises 

and an assessment of opportunistic behavior by such indicators as the degree of control at the 

enterprise, workload, lateness, breakaway, initiative.  
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Assessment of the overall level of opportunism in the enterprise corresponds to the average 

score among all indicators. When analyzing the labor opportunism of workers in (Krasikov and 

Roshchina, 2018), it is proposed to consider the reasons internal to the person, and highlight 

the employee's labor potential and his psychological portrait. The proposed methodology 

includes an assessment of five key parameters: emotional intelligence, character traits, general 

emotionality, emotional work, and emotional exhaustion. Evaluation of each of the parameters 

not only allows to evaluate the opportunism of workers but also have a controlling effect on 

these parameters. 

 

Table 1: Existing approaches to opportunism assessment 

Source Opportunism markers Kind of measurement 

(Seggie, Griffith, 

Jap, 2013) 

Ten varieties of opportunism, 

arranged in two groups 

(opportunism by commission 

and opportunism by omission) 

Indirect measurement thru reaction 

on opportunism (passive acceptance, 

constructive discussion, venting, 

neglect, threatened withdrawal, and 

exit) 

(Nagin, Rebitzer, 

Sanders and 

Taylor, 2002) 

Share of spoilage / defective 

results of work 

Changing in behavior under 

supervision 

(Cordes et al., 

2011) 

Profit changes Analytical modeling 

(Popov, 

Simonova, 2006) 

Shirking 

Negligence 

Malpractice 

Quantitative assessment of each 

marker 

(Belkin, Belkina, 

Antonova, 2015) 

Degree of control 

Workload during the day 

Lateness 

Shirking 

Initiative 

Score based on a sociological survey 

(Krasikov and 

Roshchina, 2018) 

Emotional intelligence 

Character traits 

General emotionality 

Emotional work 

Emotional exhaustion 

Emotional Intelligence Scale 

Rammstedt B., John O.P. Scale 

Watson D., Clark L. Scale 

Grandey A. model 

Maslach C., Jackson S. Scale 

 

The methods that developed earlier are oriented either toward a direct assessment of 

opportunism at work, or an assessment of the results of its manifestation. In the first case, it 

becomes difficult to identify by interrogation methods (respondents can hide their motives and 

behavioral patterns, not wanting to appear in an unsightly light, even in the case of anonymous 

surveys). In the second case, the complexity of the application determined by the fact that many 

factors influence the results of the work, and it is difficult to recognize and distinguish their 

change precisely because of opportunism.  We need to develop a methodology that does not 

have these shortcomings. 

 

3. METHODOLOGY AND DATA  

The paper proposes an assessment of opportunism based on revealing during the survey on 

behavioral patterns that manifest themselves in virtual but common situations for respondents. 

A detailed assessment of the forms of opportunism based on classification (Seggie, Griffith, 

Jap, 2013) is used. Questionnaires for respondents includes three blocks: for the analysis of 

opportunism and its forms, for identifying factors that can determine differences in the degree 
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and forms of manifestation of opportunism, including education, gender, life plans, and the 

third part allows to assess the employee’s motivation that dominates. Eleven questions have 

been formed to measure opportunism. Each question offers a short case problem situation where 

the respondent chooses one of the options for action (from 3 to 5 options). At the same time, 

each question presents a variant of the answer characterizing conscientious behavior in favor 

of the company and to the detriment of its interests, and the rest formulated in such a way as to 

reflect all ten variants of opportunistic behavior from (Seggie, Griffith, Jap, 2013), six for active 

opportunism and four for passive (see table 2). 

 

Table 2: Examples of case question to identify different kinds of active and passive 

opportunism 

Kind of 

opportunistic 

behavior 

Case of an action identifying such a behavior  

Lying (C1) In response to a request to work on a weekend, you will refuse to 

help, motivating it with your obligations to your family, even if 

there are no such obligations 

Breaching formal 

and unformal 

agreements  (C2) 

During the issuance of the next order to you, tell your immediate 

boss that this is not part of your responsibilities, and you do not 

have time to fulfill your direct duties 

Altering facts (C3) If you will be a witness in the analysis of a situation where your 

colleague is accused of being rude to a client, you will come up with 

and tell your version of events, possibly “whitewashing” a colleague 

(“the client himself first started”) 

Making false 

accusation (C4) 

If at your oversight the novice employee made a mistake and the 

bosses became aware of it, you will say that subordinates made a 

mistake, but you promise to take control and fix everything 

Exaggerating 

difficulties (C5) 

Indicate that the task turned out to be more difficult than you 

thought, and name the rush because of the tight deadlines and ask 

them to extend or give you more performers 

Using unexpected 

events to extract 

concessions from 

partners (C6) 

I will do my work according to the regulations, but tomorrow I will 

point out to my superiors the fact of my processing and ask for 

compensation 

Not doing as 

promised (O1) 

In the event of a bankruptcy of the company, you will demonstrate 

your loyalty to the company and your willingness to give all your 

strength to overcome the crisis, at the same time copy all the critical 

information, and immediately after the bankruptcy of the company, 

contact your competitors with a job offer 

Hiding information 

(O2) 

When planning a business trip, you will take a ticket for the evening 

flight in advance, and the return one the next day after negotiations, 

citing the fact that these are the cheapest tickets (even if this is not 

so, nobody will check you) 

Telling incomplete 

truths (O3) 

If a business partner you know makes a dubious offer to the 

company, you will refuse it, but will not tell the authorities about it 

Neglecting to fulfill 

obligations (O4) 

When more and more assignments are given to you, which are not 

always related to your direct duties, you will do part of the work 

“through the sleeves” - after all, no one will appreciate it ... 

C1…C6 – kinds of active opportunism (opportunism by commission); 

O1…O4 – kinds of passive opportunism (opportunism by omission). 
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In total, the questions contain four answer options for each option of opportunistic behavior. 

Thus, evaluating the options for opportunism, we can compare the number of selected specific 

options with their maximum number, thereby assessing the proportion of relevant answers on 

a scale from 0 to 100%. Also, similarly, one can evaluate the relative frequency of choosing 

options for good faith, active and passive opportunism. The following question included in 

survey to assess the factors of opportunism: gender, place of primary education, university 

specialty, desired salary level, plans to start a family and children, work experience, the image 

of an ideal career (specialist/manager/freelancer). To assess the types of motivation, we used 

the questionnaire proposed in (Cagne et al., 2010) - the Motivation at Work Scale. It based on 

the choice of one of 12 possible answers about the primary motivation at work. These answer 

options are associated with four types of motivation: the value of work as a process that gives 

pleasure (integrated regulation - Intrins), the value of work as a means of achieving life goals 

(identified regulation - Ident), the value of work as a way of self-realization and achievement 

of a position in society (introjected regulation - Intro), and the value of work as a means of 

earning (external regulation - Ext). Comparison of the results of evaluating opportunism among 

different groups of subjects will highlight the differences between them, test hypotheses about 

the significance of these differences and, therefore, the significance of the relevant factors. The 

focus group consisting of 69 graduate students (Economics, Management, Quality 

Management, Customs) (also with work experience) used to test the methodology. An 

anonymous survey was conducted, which allowed us to identify the main trends in the 

manifestation of opportunism, made it possible to assess the factors, and made it possible to 

formulate recommendations for improving the methodology for future research. 

 

4. RESULTS   

The survey involved 69 respondents - 2–5 year university students, future economists, 

managers, experts in the field of quality management and foreign economic activity. 51% of 

the respondents are women and 49% are men. The vast majority of students surveyed (89%) 

previously worked, while 42% work regularly. After graduation, students plan to start or 

continue their career in large industrial companies (23%), the service sector (23%), in 

government institutions (19%), and 22% of respondents expressed a desire to open a business. 

Only 7% of respondents postpone their careers because of military service, and 6% do not plan 

to work at all after graduation. In the framework of the study, the relative frequency of choosing 

a model of employee behavior established - conscientiousness behavior, the opportunism of 

commission, the opportunism of omission (Fig. 1). As can be seen, in most cases (71.3%) 

respondents prefer various forms of opportunism to conscientious behavior. The frequency of 

distributions of the choice of options for opportunistic behavior in the active (C1 - C6) and 

passive (O1 - O4) forms shown in Fig. 2. The most common opportunistic behaviors in the 

active form are C5 (31.2%) and C6 (38.0%), and in the passive form O3 (23.9%). The most 

common opportunistic behaviors in the active form are C5 (exaggerating difficulties, 31.2%) 

and C6 (using unexpected events to extract concessions from partners, 38.0%), and in passive 

- O3 (telling incomplete truths, 23.9 %). 

 

 

 

 

 

Figure following on the next page 
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Figure 1: Relative frequency of behavior models 

 

Figure 2: Relative frequency of different kinds of opportunistic behaviors 

 

Potential employees are less inclined towards opportunism than managers and freelancers (Fig. 

3); they are ready to act with conscientiousness in one-third of the situations analyzed. Future 

managers in half the cases are ready to show opportunism of commission and in a quarter – 

opportunism of omission. The behavior of workers planning to work in freelance characterized 

by the highest degree of active opportunism. 

 

Figure 3: Distribution of behavior models depending on the type of career plan 
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The influence of the type of motivation on opportunism is almost the same for managers and 

workers. External regulation, identified regulation and integrated regulation lead to similar 

indicators of the manifestation of opportunism, or its absence, for both workers and managers. 

However, managers driven by introjected regulation are generally willing to use opportunism 

of commission, while employees are opportunism of commission and opportunism of omission 

equally. 

 

Figure 4: Motivation types and behavioral models of managers and employees 

 

As a result of the survey, it was revealed that the form and frequency of the manifestation of 

opportunism substantially depend on the motivation of the employee (Fig. 5). The least inclined 

towards opportunism are employees for whom the main element of motivation is external 

regulation (Ext). The remaining elements of integrated regulation (Intrins), identified regulation 

(Ident) and introjected regulation (Intro) lead to the manifestation of opportunism at 

approximately the same level. However, regardless of the main motivation, employees are 

inclined toward opportunism of commission twice as much as opportunism of omission. 

 

Figure 5: Differentiation of behavior models depending on the type of motivation 
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5. CONCLUSION 

Possibility of the practical application of the proposed method for assessing opportunistic 

behavior confirmed during the study. The proposed method makes possible to identify 

“hypothetical” opportunism (or the tendency of workers to opportunism). This tendency may 

not always manifest itself and be noticeable by a supervisor, but from employees involvement 

point of view and the results that they show, it will affect on behavior and results. Interest for 

further research are: 

• deeper analysis and interpretation during the survey of results, including statistical analysis 

methods; 

• the application of the developed method to assess opportunism of employees in firms of 

various industries and sizes; 

• verification of the methodology by comparing it with the results obtained using other 

methods, as well as using an expert survey of top-managers. 
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ABSTRACT 

In This Paper, we will present the analysis of the main indicators of financial development and 

economic growth in the Comoros, Morocco, Tunisia, Rwanda, Mauritius and Senegal for the 

period 1980-2016. The descriptive analysis of the statistical data shows an evolution in terms 

of financial aspect and economic growth, but relatively, economic growth depends not only on 

these indicators but on other factors too. These relationships have   already been tested in other 

developed countries, but we are in African countries where their financial systems are 

organized in a capitalist way. The endogenous variable of our study is the rate of economic 

growth and financial development is measured through five indicators. 

Keywords: economic growth, endogenous, variable, financial development, indicators 

 

1. INTRODUCTION 

The financial system is of paramount importance in development efforts for different countries 

of the world, regardless of geographic location, period and degree of industrialization. This is 

an observation that many economists agree on, based on both theoretical and empirical studies, 

which confirm the existence of a close link between the degree of development of the financial 

apparatus and the rate economy growth. The literature dealing with the link between the 

financial system and economic growth dates from the end of the 19th century and the beginning 

of the 20th century with, in particular, the works of Walter Bagehot(1873), Joseph Schumpeter 

(1912) and John Hicks (1969). Bagehot and Hick supported the idea that the financial system 

played a vital role in Britain’s industrialization process by facilitating the mobilization of capital 

to finance major projects. Joseph Schumpeter also asserts that the proper functioning of banks 

stimulates technological innovation by identifying entrepreneurs with” new combinations”. We 

have to go back to the 1960s to find consistent work on the economic literature on the link 

between the financial sector and economic growth. Goldsmith (1969), McKinnon (1973) and 

Shaw (1973) made the first theoretical and empirical developments. This work has shown that 

financial liberalization and the development of the financial sector can promote economic 

growth. These works are part of the endogenous growth theory. The latter considers that 

financial intermediation can be linked to the level of the capital stock per capita or to 

productivity, but it is not linked to their growth. Thus, the endogenous growth theory offered 

solid theoretical support to show that financial intermediation has not only a “level effect” but 

also a “growth effect”. In this case, the aim is to identify the ability of financial intermediaries 

to mobilize resources and allocate them to the various investment projects through the functions 

of control, provision of liquidity and diversification of risks. We propose here to study the 

experience of these six countries (Comoros, Morocco, Mauritius, Tunisia, Senegal and 
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Rwanda) in terms of financial development by conducting an analysis of some financial 

development indicators. In this paper, we present a literature review of the main works that 

have dealt with link between financial development and economic growth. Next, we will try to 

conduct a quantitative and qualitative analysis of the main indicators of financial development.  

 

2. LITERATURE REVIEW 

Studies on the link between financial development and economic growth continue to interest 

economists both theoretically and empirically. The analysis of the causal links between finance 

and economic growth could be reassembled, at least Schumpeter (1911), but it recognized  a 

renewed interest from the work of Gurley and Shaw (1955), Granger (1963), Patrick (1966), 

Goldsmith(1969),Hicks(1969) and McKinnon(1973) thanks to the introduction of empirical 

tests. Theoretically, Patrick (1966) proposes three hypotheses of links between finance and 

growth. This is first the so-called “supply leading “hypothesis where it is financial development 

that is the source of economic growth. Then, he proposes the opposite hypothesis called 

“Demand following” where financial development is a consequence of economic growth. 

Finally, the so-called “Stage-of-development” hypothesis states that finance causes economic 

growth in less developed economies, but as economies develop, causality reverses, growth 

taking over finance. McKinnon went on to test these hypotheses empirically and found that the 

causal link from financial development to economic growth is more critical. These results have 

had a great influence on the policies pursued by the International Monetary Fund (IMF) and the 

World Bank in developing countries in particular with regard to the reforms of the financial 

system in these countries. Several studies will later lead to the same results as McKinnon 

(1973), such as those of the World Bank (1989), King and Levine (1993, a,b), Pagano (1993), 

Neusser and Kugler (1998),Levine and al(2000);Colderon and Liu (2003). In fact, during the 

1980s, several developing countries freed their financial systems from internal constraints, 

which hampered economic development: Capping of interest rates, high compulsory reserves, 

administrative credit allocations, barriers to entry of new banks. 

 

3. ANALYSIS OF THE MAIN FINANCIAL DEVELOPMENT INDICATORS 

Among the indices used to determine the performance of financial intermediation in terms of 

resource allocation, several studies have focused on the calculation of certain ratios capable of 

determining the modalities of the functioning of a modern financial system. 

There are six main indicators of financial development: 

1. The liquidity ratio measuring the size of financial intermediaries and which corresponds to 

money, demand, and term deposits (M2) divided by GDP (M2 / GDP). 

2. The ratio of banknotes, coins and cash (M1) divided by M2 (M1 / M2) which tells us about 

the ability of a financial system to attract savings and the availability of savings products. 

This ratio tends to decrease as the financial systems develop. 

3. The ratio of domestic bank credit to GDP (CIB / GDP) which indicates the degree of 

participation of the banking system in economic growth. 

4. The ratio of banknotes, coins and cash (M1) divided by GDP (M1 / GDP); which measures 

the size of a financial system (financial surface). A drop in this ratio reflects better 

management of cash by businesses and individuals who are placing their credit balances 

better and better. 

5. The ratio of credit granted to the private sector (CSP) to GDP (CSP / GDP) which reflects 

the control of the crowding out effect of the public sector compared to the private sector. 

6. The ratio of quasi money to GDP (QM / GDP), reflecting the increase in monetary savings. 

 

From our calculations relating to the various financial development indicators, the following 

results emerge. 
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Figure 1: M1 / GDP 

Source: produced by us using data from: BAM, BCT, BRW, BCM, BCC, BCEAO, CEA, FMI 

and WDI 

 

Figure 2: M2 / GDP 

Source: produced by us using data from: BAM, BCT, BRW, BCM, BCC, BCEAO, CEA, FMI 

and WDI 
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Figure 3: CIB/GDP 

Source: produced by us using data from: BAM, BCT, BRW, BCM, BCC, BCEAO, CEA, FMI 

and WDI 

 

Figure 4: CSP/GDP 

Source: produced by us using data from: BAM, BCT, BRW, BCM, BCC, BCEAO, CEA, FMI 

and WDI 
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Figure 5: M1/M2 

Source: produced by us using data from: BAM, BCT, BRW, BCM, BCC, BCEAO, CEA, FMI 

and WDI 

 

Figure 6: GDP 

Source:  produced by us using data from the World Bank (WDI) 
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Figure 7: QM/GDP 

Source: produced by us using data from: BAM, BCT, BRW, BCM, BCC, BCEAO, CEA, FMI 

and WDI 

 

NB: The comments of these graphics will be exposed during the presentation of this paper. 

 

4. CONCLUSION 

At the beginning of the 1970s, the international economy suffered from a considerable decline 

in growth and many countries suffered from deficits in their balance of payments and an 

increase in external debt. Financial liberalization then appears to be the solution to cope with 

the harmful effects of financial repression and to initiate economic growth. This new financial 

policy has been strongly imposed by the IMF and the World Bank to remedy the lag in economic 

development in the world. In this paper, we have studied the experience of six African countries, 

in this case, Morocco, Tunisia, Rwanda, the Comoros, Mauritius and Senegal by analyzing the 

main indicators of financial development. Our objective was to detect the improvements and 

shortcomings of the financial systems of these six countries and to measure their financial 

development. When interpreting the data relating to financial development indicators, it should 

be borne in mind that the density and growth of financial circuits are two factors which 

influence each other: if it is true that the systems denser financials tend to boost further growth, 

the level of per capita income is also thought to be a key factor in the depth of financial circuits. 
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ABSTRACT 

The concept of corporate social responsibility became one of the most discussed ethical 

principles to be respected by all businesses in all fields of activities. During recent years, 

number of companies asserting commitment to CSR around the world are growing as they 

recognize CSR one of the most important principles of ethics and an indicator of sustainable 

development. This paper aims to explore the current state of implementation of the concept of 

corporate social responsibility by companies in Azerbaijan and tries to analyze trends and 

perspectives for the future development of CSR performance in the country. The article 

highlights CSR related activities mainly of large companies in Azerbaijan. Increased attention 

and support by the government to inspire the development and implementation of CSR actions 

is also within the scope of the issues addressed in this study. This research work is developed 

on the basis of theoretical literature on CSR, sustainable development and CSR, reports of 

international organizations, conference materials, interviews with officials of related agencies, 

expert analyses and the authors own observations. Methods include logical reasoning based 

on the analysis of scientific literature, statistical and interview data, analysis of reports of 

international organizations and data that is publicly available.  

Keywords: CSR, corporate strategy, sustainable development, stakeholder orientation, social 

investments 

 

1. INTRODUCTION 

In modern economic conditions, sustainable development of any business is closely connected 

to sustainable development and social well-being of the society as concentration of large 

financial and material resources in the hands of a large business enables them to significantly 

influence the development of society. Society, on the other hand, understanding the significant 

role businesses can play for the public welfare becomes more exacting towards it [business] 

calling to act in a socially responsible way in terms of careful use of natural resources and the 

environment, creating good working conditions, caring for the labor force, investing in the 

development of society at large, etc. XXI century society pays an increasing attention to the 

non-financial reputation of businesses. Along with industrial, commercial and economic 

indicators, non-financial signs are also becoming increasingly important for stakeholders. In 

this connection, impact of Corporate Social Responsibility on the attractiveness of a business 

for customers, government, potential investors and partners, and other stakeholders is hardly to 

overestimate. In our days, any investor, deciding on a serious step of purchasing shares of a 

company, will scrupulously evaluate the full range of risks. Under such conditions, a company 

that is attractive in terms of its current commercial and economic indicators, but unstable from 

ethical, social or environmental perspectives will not appear such an attractive and competitive 

partner for cooperation. Reputation also becomes extremely important from the perspective of 

entering in international markets because reputable companies recognized for their responsible 

and ethical conduct will not allow themselves to cooperate with those who ignore or are 

indifferent to the ethical components of doing business even such a cooperation would seem 

economically inviting. Modern business history has faced number of cases when consumer 

behavior and pressure from international community forced companies to alter their production 

practices, business strategies, and sometimes even their corporate philosophy.  
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A good example may serve here global consumer boycott and pressure from international 

community that forced Nike to reconsider its standards towards its subcontractors in some Asian 

countries; in the early 1990’s due to the malpractice with a focus on low wages and harsh 

working conditions of workers in its subcontractor factories located in China, Vietnam and 

Indonesia Nike had to take major steps to turnaround their overseas practices. Initially refusing 

to be held responsible for the actions of its independent subcontractors the company later had to 

modify its policy, code of conduct and environmental responsibilities publicizing a detailed 108-

page report describing the conditions and salary pay of their subcontractor factories abroad. 

However, it took the company years to rebuild its reputation and hold a place in the list of top 

100 in the global sustainability rankings. CSR is important in building relations with 

governmental agencies. World economic (financial) crisis of 2008-2009 demonstrated that 

companies who had integrated CSR principles in their activity and proved themselves as ethical 

and socially responsible survived the crisis with minimal losses. During the crisis US 

government supported several big companies, among them General Motors, Chrysler, 

Citigroup, with positive reputation bailing them out from bankruptcy while companies having 

proved themselves as unethical by deceiving stakeholders with false financial, economic and 

sustainability statements faced court cases with fatal outcomes. As mentioned earlier businesses 

in progressive world largely benefits from being socially responsible. Companies in developing 

countries who had not yet made CSR principles an integral part of their activity also started to 

understand the advantages of being ethical and socially responsible for their sustainability and 

positive image in the society. In this connection, businesses in Azerbaijan, particularly big 

companies, gradually demonstrate commitment to integration of CSR in their activity.  

 

2. CSR IN MODERN ECONOMIC CONDITIONS  

Before examining development and activity of the CSR oriented businesses in Azerbaijan, let 

us give a short overview on how the CSR conception is developed worldwide and integrated in 

corporate activities of companies. To begin with, we would like to restate that the practice of 

conducting responsible and ethical business goes back to the ancient civilizations of both West 

and East, particularly after the recognition of monotheist religions calling people to mercy and 

help those in need. Some authors even tend to evaluate ancient practices of charity and other 

related activities as a predecessor of modern concept of corporate social responsibility. 

However, those traditional initiatives were more a question of morality than responsibility and 

the movement for the ethicalness and responsibility of business became widespread only in the 

late XIX - early XX centuries. As a conception, CSR has around half-century history of 

formation and development. Intensive discussions about the social responsibility of enterprises 

started after the World War II and as a term CSR was coined by American scientist Howard 

Bowen in his book «Social Responsibilities of the Businessman» where he stated that 

entrepreneurs carry out responsibility towards the environment they live in and had to 

contribute to social development of society surrounding them (Bowen 2013). Decades later, in 

1991 Archie Carroll, an American scientist and the author of the CSR Pyramid, supporting the 

social responsibility concept of H. Bowen in his article “CSR: Evolution of the Term” (Carroll 

1999) emphasised the significance of social responsibility in the sustainable development of 

business and society. Modern conception of social responsibility of businesses has shaped under 

the influence of certain important factors:  

• Increased social awareness and requirements of communities to businesses 

By the development of society, the character of requirements posed to businesses also 

changes. As stated by W. Shaw, professor of San Jose State University and author of the 

book “Business Ethics”, in our days “The list of corporate responsibilities goes beyond such 

negative injunctions such as “Don’t pollute,” “Don’t misrepresent products,” and “Don’t 

bribe.”  
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Included also are affirmative duties like “See that your product or service makes a positive 

contribution to society,” “Improve the skills of your employees,” “Seek to hire the 

disabled,” “Give special consideration to the needs of historically disadvantaged groups,” 

“Contribute to the arts and education,” “Locate plants in economically depressed areas,” 

“Improve working conditions.”, etc. (Shaw 2016) 

• Industrial disasters and accidents:  

- 21 September 2001 explosion at the AZF chemical plant in the French city of Toulouse, 

the consequences of which are considered one of the largest technological disasters 

(exploded 300 tons of ammonium nitrate that were left in the finished goods warehouse). 

According to the official version, the management of the plant is to blame, which did 

not ensure the safe storage of explosive substances. All these (and numbers of others) 

disasters were a significant hit on reputation and hopefully on conscience of those who 

were responsible.  

- 19 March 2007 a methane explosion at the Ulyanovskaya colliery in the Kemerovo 

region killing 110 people; 

- Deepwater Horizon oil spill in April 2010 leading to extensive damage to marine and 

wildlife habitats in the Gulf of Mexico; 

- And the most latest: Boeing Max 737 accidents taking hundreds of lives which involves 

risky design choices and negligent safety assessments 

• Major corporate scandals shaking the world economy 

Though major companies of the US and some large corporations in other countries had 

declared CSR as an integral part of their activities demonstrating commitment to it the 

World faced a shock when huge corporations such as WorldCom, Enron, TYCO, Lehman 

Brothers, Satyam and many others were found guilty and admitted the fact of deceiving the 

public and stakeholders. These massive corporate failures and scandals leading to the 

world financial crisis of 2008-2009 clearly demonstrated the after-effects of conducting 

unethical business and made the governments and international organizations to reconsider 

and modify norms and regulations regulating business activity towards all their 

stakeholders. It was also a sign to governments, particularly for super powers such as US to 

develop internal regulating mechanisms to track the social activity of companies to see 

whether it is a decisive PR company to avoid taxes and other responsibilities or a noble 

CSR policy. The crisis also revealed the necessity of making corrections/modification to 

the definition of CSR making clear that it cannot be categorized as “voluntary activity”.  

• Overall rising international standards 

Companies willing and becoming internationally certified have to follow certain 

requirements - among them reports on careful use of natural resources, limitations of 

pollution permission, other kinds of social and environmental reports. From one side this 

certifications contributes to company’s international recognition while apply certain 

limitations in the activity: in the capacity of a member the company undertakes certain 

obligations to stay within expected behavior norms.  

• Other factors 

 

Overall during the last two decades, CSR concept has been given a great attention both 

theoretically and empirically. Having gained theoretical recognition and approval by 

academicians like A. Carroll, E. Freeman, R. Kotler, M. Schwartz and others CSR is given a 

due importance and became an integral part of the sustainable businesses across the globe. 

Studies of modern tendencies in the development of CSR conception shows that since more 

than 20 years CSR has been integrated in the activity of all modern reputable companies. 

Several regulatory documents such as ISO 26000 (particularly), GRI, SA 8000, A 1000, Dow 

Jones Sustainability Indices have been developed and now businesses try to build their social 

https://www.google.az/search?tbo=p&tbm=bks&q=inauthor:%22Mark+S.+Schwartz%22
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reporting system and the entire structure of corporate social responsibility according to 

standards of these regulating mechanisms. Although general approach toward CSR conception 

is still missing most of them concludes that CSR is a voluntary activity conducted by businesses 

for the well-being of society. Majority of these definitions doesn’t include or consider 

stakeholders while most universally recognized definition stated in ISO 26000 underlines 

importance of recognizing expectations of all stakeholders without categorizing CSR as a 

voluntary activity. One can conclude from ISO definition that thinking of CSR conception as a 

voluntary activity is outdated. If we compare the ISO 2600 definition of CSR established in 

2010 against the European Union’s Official Definition of CSR publicized 9 years earlier in the 

EU Green Paper we see that the ISO definition avoids the word “voluntary” and brings the 

stakeholder perspective on the agenda underlining the importance of recognizing expectations 

of all stakeholders.  

 

EU Green Paper definition of CSR: “The voluntary integration of companies’ social and 

ecological concerns into their business activities and their relationships with their 

stakeholders. Being socially responsible means not only fully satisfying the applicable legal 

obligations but also going beyond and investing ‘more’ in human capital, the environment, and 

stakeholder relations.”  

 

ISO 2600 definition of CSR: “The responsibility of an organization for the impacts of its 

decisions and activities on society and the environment, resulting in ethical behavior and 

transparency which contributes to sustainable development, including the health and well-

being of society; takes into account the expectations of stakeholders; complies with current 

laws and is consistent with international standards of behavior; and is integrated throughout 

the organization and implemented in its relations.” 

 

Based on the foregoing, we can say that having a half-century history of formation and 

development, the concept of corporate social responsibility (CSR) has long been recognized as 

one of the key components of successful business at various levels, both abroad and in our 

country. 

 

3. CURRENT STATE AND DEVELOPMENT PERSPECTIVES OF CSR IN 

AZERBAIJAN 

The concept of corporate social responsibility is a relatively new phenomenon for Azerbaijani 

companies. In its modern perception, CSR in Azerbaijan has become popular since the end of 

the first decade of the XXI century though the manifestation of philanthropy was part of 

Azerbaijani entrepreneurs at all times in the form of charity, which is considered the 

predecessor of CSR. Brief overview of the history of social responsibility and ethicalness of 

business in Azerbaijan is given below. Evolution of social responsibility of businesses in 

Azerbaijan went through long and contradictory stages. In old times, donating some part of the 

wealth to those in need was cultural and religious component of the national thinking. The early 

XX century Azerbaijan experienced more systematic form of being socially responsible: clearly 

addressed social contributions directed to the development of education, healthcare, art and 

architecture, road building and other similar directions. Thanks to social contributions of the 

prominent Azerbaijani Maecenas such as Haji Zeynalabdin Tagiyev, Murtuza Mukhtarov, Aga 

Musa Nagiyev, Shamsi Asadullayev, Nabat khanum Ashurbeyli and others a significant 

progress has been made in the country in the areas of education, healthcare, architecture, music 

and other fields. To note that Nobel Brothers are also in the list of Maecenas who contributed 

to the well-being of the Azerbaijani society and are glorified among those who laid the 

foundation of responsible and ethical business in Azerbaijan.  
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Starting from the third decade of XX century Azerbaijan continued its existence [for the next 

70 years] as part of the Soviet Union being one of the 15 Soviet Socialist Republics. Changes 

in the political system had its impact on the notion of social responsibility by changing and 

modifying its character according to the requirements of the existing political regime. The 

centrally planned economy of the communist system (so called “Five-Year Plans”) was hardly 

conducive to the social development of society though being socially responsible was on the 

agenda of soviet ideology. The outline of social responsibility and conducting ethical business 

or activity in soviets was different from its modern meaning, first of all because there were no 

private business and everything belonged to and ruled by the government. The idea of having 

no single poor person in the country and a popular motto “One for all and all for one” was 

expecting and encouraging to be ethical and contribute to common good and for the well-being 

of the whole nation without discriminating none of its members. Though not named CSR, there 

were understanding of social responsibility, safety and harmfulness of production for 

environment and people. There were messages with social responsibility content providing 

emotional support that were delivered to the minds via the books, slogans, movies and cartoons, 

community workdays, collective games and contests. It is difficult now to judge on the degree 

of effectiveness and implementation scope of those initiatives though the idea behind was 

definitely positive. Soviet animated film called “Gena the Crocodile” where the main hero - the 

50-year-old crocodile [Gena] volunteers as a community activist by building houses for 

homeless, fighting against manufacturers who carelessly pollutes the environment, particularly 

the local lake, may serve an example used in 70th to attract attention to social responsibility. 

(https://www.youtube.com/watch?v=lOh330MbTag&t=5s). After the collapse of the Soviet 

Union Azerbaijan, gaining its independence in 1991, entered in a new epoch of its existence 

with chaotic transformation period extremely complicated by the involvement in the Armenian-

Azerbaijani Nagorno-Karabakh conflict. Experiencing an ongoing war, struggle for protection 

of the independence that the country gained after 70 years, the transformation crisis of the 

1990s, poor economic conditions, demographic crisis and other challenges neither the 

government nor the society or emerging businesses were ready and able to think about social 

responsibility in its broad meaning. All these factors suspended the attention of both the 

government and the society from sustainable development and social responsibility making 

them busy to fight against symptoms of transformation crisis of the 1990s. Accordingly, during 

around 15-20 years of long-running and difficult period of state-building process, a systematic 

approach to CSR related activities were not given a due attention. More than 60 years long 

history of modern CSR concept shows that attention to the social responsibility of businesses 

increases in parallel to the economic development of a country or an entire region, i.e. CSR is 

paid attention when the economy grows. This was the case in the US, in developed countries of 

Europe and Asia. So the reason why CSR concept in post-soviet countries, including 

Azerbaijan, became actual only during the last 10 years (almost 20 years later than in developed 

countries) can be explained by the conditions mentioned above. However, even after the state 

stepped into more stable development period, on the whole, qualitative and rational ideas of 

social significance did not always find their due place in the activity of all businesses. Not fully 

understanding the philosophy and importance of being socially responsible companies were not 

striving integrating CSR in their activity. Giving just a superficial treatment to this important 

responsibility by spontaneous events of philanthropic character they were preferring to avoid 

their responsibilities to various stakeholders. Having in mind to be liked by the government 

rather than to contribute to social well-being and sustainability these philanthropic initiatives 

could not last long. From the studied materials, we can conclude that the first serious attempt 

of the Azerbaijan Government for the development and promotion of Corporate Social 

Responsibility was made in October 2008 as part of the "Azerbaijan Corporate Governance 

Project" jointly implemented by the International Finance Corporation (IFC) and the Ministry 
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of Economic Development. In 2011 Azerbaijan Corporate Governance Standards was 

developed within this project thanks to the joint efforts of the Ministry of Economic 

Development and the International Finance Corporation (IFC). Over the past decade, situation 

has positively changed and certain improvements are observed in the field of CSR activity 

thanks to the attention of government and initiatives taken by some large companies (mostly 

banks, mobile operators, oil companies having international cooperation). Government has 

repeatedly voiced the importance of being socially responsible calling business people to 

consider CSR as an important and serious component of their activity and prioritize contribution 

to the well-being of society and environment. With the support of government some regulatory 

and encouragement mechanisms (though not comprehensive) have also been developed to name 

a few: 

• “The Code of Corporate Ethics” developed by the Ministry of Economic Development in 

cooperation with IFC; 

• Establishment of National CSR Award; 

• Reformations carried out by the Council on State Support to NGOs; 

• Establishment of the Agency for the Development of Small and Medium-Sized Enterprises; 

• Activity of the State Agency for Sustainable development under the Ministry of Economics 

and  

• Other similar activities.  

 

One of the biggest events underlining the importance of CSR and trying to raise the CSR 

awareness of society, businesses, related public associations and media was the First Azerbaijan 

Sustainable Development & Corporate Social Responsibility Conference held in Baku on 15 

October 2015. Gathering leading governmental and non-governmental organizations from 

Azerbaijan and the region, as well as international organizations supporting CSR activity, the 

event focused on a comprehensive evaluation of the current situation in the country, including 

development opportunities, and promoted dialogue and cooperation among the state and private 

sectors. Government initiative to recognize and appreciate companies who runs a sustainable 

and ethical business was a positive sign and made a significant impact to encourage businesses 

to integrate CSR in their activity. A group of large corporations in Azerbaijan began to integrate 

CSR conception in their activity in accordance with international norms and standards 

considering interests of various stakeholders such as employees, customers, society and 

environment. For several years, considerable attention has been paid by the government to the 

development of various sustainable social programs. One of them is establishment of the 

National CSR Award the main objective of which is to increase the number and quality of 

sustainable Corporate Social Responsibility projects undertaken by entrepreneurial entities in 

the country, and to reaffirm the commitment to social responsibility at a larger extent. The first 

ceremony of the award took place in January 2019 appreciating the initiatives of seven socially 

responsible private businesses: four commercial banks, one mobile operator, one insurance 

company and one development centre. Several large national companies whose activity was 

surveyed within this research has provided an open social report, which was mainly at the self-

initiative of the companies. Some large companies have already institutionalized CSR and 

established their own CSR Committees. Most of them have been implementing sustainable 

social projects lasting since several years. For example, since 2008 Bakcell, one of the 3 leading 

mobile operators in the country has been running a sustainable project called “Bakcell Stars” 

focusing on the creation of opportunities for vulnerable children supporting their integration to 

the society and creating for them opportunities for education and employment. In June 2019 

Bakcell received an award in the “Corporate Social Responsibility” nomination for its 10 years 

long sustainable project. Earlier the company had received the “National CSR Award 2018”.  
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Establishment of such initiatives is commendable while there is a need to establish a non-

financial reporting mechanism and a CSR rating agency that has a proper evaluation system 

developed according to the requirements of recognized international standards. Currently, the 

number of companies in Azerbaijan seeking to improve their CSR reputation has been rising. 

However, they need a guidance in developing their CSR strategy and CSR reporting standards. 

From this perspective development of national CSR strategy and CSR reporting standards 

would increase the credibility and visibility of CSR and provide a guidance for organisations 

in building their CSR strategy and reporting system. There are various internationally 

recognized standards and guidance on social, environmental and economic responsibilities such 

as GRI reporting system, Dow Jones Sustainability Indices (DJSI), SA 8000, ISO 26000, 

AAA1000 to name a few. These standards provide comprehensive approach and guidance for 

developing national SCR strategies and standards that will integrate universally accepted norms 

of socially responsible activity. However, although ready and proved Western CSR standards 

will positively influence CSR development in the country it is important that national CSR 

standards consider and adapt certain cultural and historical specificities of the nation.  

 

4. SUMMARY 

The paper defines the evolution of CSR development in Azerbaijan and specifies the main 

period of its development after Azerbaijan gained independence in 1991. First period covers 

end of 1990’s and first years of XXI century when the nation became slightly familiar with the 

CSR concept in its modern meaning. During this period, there were unsystematic charity 

activities by many businesses. Second period covers roughly 2005-2015 noticed with the 

acceleration of mostly quantitative development processes with big number of large companies 

trying to integrate CSR in their activity. The third period starts since 2015 and can be defined 

as the period of gradual understanding the philosophy of CSR concept, with large companies 

institutionalizing CSR and attempting to realize it according to the universal standards. One of 

the main conclusions made as a result of this research work is that CSR in its modern 

understanding is relatively a new notion for Azerbaijan and other post-soviet countries and it 

can be assessed as one of the factors delaying its integration in the activity of businesses. 

Surveying the activity of large companies and related agencies in the country allows to make 

another conclusion - currently CSR is in the process of nationwide integration as it has been a 

topic of wide discussions by commercial and non-commercial organizations, state agencies, 

public associations, media and society. Media, as well as researchers publish news and articles 

about CSR activity in the country. However, majority of these publications tend to criticize 

rather than appreciate the CSR initiatives and efforts put by the related agencies and responsible 

companies. Establishment of CSR Award by the government is another promising and 

important steps for encouraging businesses to more seriously and widely engage in CSR related 

activities. Recognition of CSR on the governmental level will definitely boost its integration, 

however establishing a CSR rating agency that has a proper evaluation system based on the 

requirements of recognized international standards would be more advisable. Establishment of 

a non-financial reporting mechanism is another important step in helping businesses to 

reconsider their CSR policy and benchmark it with the world practice. The research found that 

only some of the large companies whose activities are researched publish CSR report while the 

content of the publicized reports are well behind of the existing international standards. It shows 

that companies need methodological guidelines and expert support for developing CSR report.  

The most important conclusion is connected to the necessity of developing national CSR 

strategy and CSR reporting standards in conformity with internationally recognized standards 

such as GRI reporting system, Dow Jones Sustainability Indices (DJSI), SA 8000, ISO 26000 

while considering and adapting certain cultural and historical specificities.  
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ABSTRACT 

Globalization is a manifestation of the modern post-industrial stage of economic and social 

development in relations between the countries of the world. The economic self-determination 

of countries is inseparably linked with their entry into the world economy, with finding their 

place in the globalization processes. Acquiring its own logic, globalization, has an increasing 

impact on the economic development of the world's different countries. The main economic 

globalization sources are a small group of countries with new industrial economies, and a 

larger number of countries are experiencing the contradictory effects of globalization. Arising 

from the end of the Cold War and the collapse of the "bipolar" system, globalization creates a 

new stable bipolar system between developed and developing countries. At present, 

globalization is in a very tense situation with contradictory economic development trends. The 

further evolution of globalization requires the identification of its components and making the 

globalization controllable on the common interest’s basis of the world community, taking into 

account all countries. It should be noted that in these circumstances, the issue of control will 

increasingly head to the macro level, because at the national level it is impossible to eliminate 

certain subjectivity, and besides, it is much more difficult to cover the entire global picture. It 

is quite obvious that globalization is objectively determined by a specific historical situation, 

but this does not mean that everything that is happening on the world stage is justified. Some 

contradictions are inherent in the very essence of globalization, while others arise against the 

background of the aggravation of these contradictions and they should be regulated.  

Keywords: contradictory trends, globalization of the economy, globalization processes, 

regulated nature, the origins of globalization  

 

1. INTRODUCTION 

Globalization is a qualitatively new phase in the history of economic life's internationalization, 

the world economy's most significant development cycle on the verge of the XX-XXI ages. 

Globalization is the integration of national economies into a single, global system, the 

foundation of which is the rapid movement of capital, the new openness of the world to 

knowledge, the technological revolution, the contribution of developed industrial countries to 

the process of liberalizing the movement of goods and resources, the rapprochement of 

communication, the planetary science revolution [1]. The values of the so-called Washington 

Consensus form its ideological foundation. Central to this was the Globalization Era thesis. It 

was supposed to be a free market victory, eliminating government intervention in the economy 

and all the obstacles that the state generated to the movement of goods, resources, and citizens 

around the world [2]. Globalization's movements derive primarily from the economy. The main 

argument that supports the objective essence of globalization is missed, without taking into 

account the economic dimension. The rise of transnational corporations, i.e. technological 

globalization and rapidly growing foreign coalescence and money capital movement, has given 

the idea of "economic globalization" a qualitatively new meaning. The evolution of 

internationalization is reflected in economic globalization, based on the requirements of the 

modern stage of productive forces growth. The development of the productive forces has led to 

the creation of a vast number of new technologies and the nature of manufactured products, 

which has resulted in the economic inefficiency of producing different types of products even 
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in large industrialized countries. Due to the growth of the multinational division of labor the 

global economy has grown. He initially plays an enormous role in speeding up global economic 

growth and increasing its efficiency. In essence, international economic trade is focused on the 

comparative advantages of the participating countries in providing different development 

factors. Unlike the global economy, however, which was formed based on daily trade of goods 

between industries, the basis of the global economy is the international division of labor 

between sectors. It involves releasing any ready to consume the product. Therefore, in 

comparison to the world economy, the regional or transnational economy, according to famous 

American scientist M. Castells ' can operate on a global scale as a single system in real-time'[3]. 

Deepening internationalization with the advancement of demand globalization lies at the root 

of the rising world trade growth rate. Consequently, the reliance of all countries' economies on 

the global market is greatly enhanced. The internationalization of production is an objective 

and positive process; it increases the productivity of production and helps speed up the 

dissemination of scientific and technological advances throughout the world. 

Internationalization has created a powerful incentive for international trade in services to grow. 

At first, manufacturing was the primary focus of globalization due to its structural features. Yet 

globalization has also brought in businesses, due to the obvious economic advantages. The 

degree to which the internationalization of production has a positive effect on the economy of 

individual countries depends on the position of those countries in the global economy. 

Industrialized countries are the major winners here. We will reduce production costs, 

manufacture the most competitive, science-intensive goods and export to developing countries 

environmentally dirty industries. Many developing countries are raw materials sources and 

labor-intensive goods. They turn out to be reliant on advanced states, with lower and 

unpredictable revenues. As we see, globalization's disparity creates a paradox between the core 

and the periphery of the global economy. The propagation of the Washington Consensus, 

coupled with this predominance of the "golden billion" nations, contributed to the rise of the 

"end of history" concepts [4]. As G. Kissinger pointed out, "the international order faces a 

paradox: its development depends on globalization's progress, but the mechanism of 

globalization creates a political reaction, which often operates against its aspirations" [5]. 

  

2. GLOBALIZATION OF REGIONALISM 

In parallel with the globalization process, a tendency to regionalize the world economy is 

emerging, which leads, at first glance, to the separation of the common economic space and the 

independence of its parts [6]. In the global economy, globalization and regionalization 

complement each other. The current stage of development of the world economic system raises 

the complexity of the geo-economic and geopolitical environment being further developed [7]. 

After the collapse of the USSR in the first years, the main development was unipolar 

imperialism, which secured Western countries ' predominance at the head of the United States. 

Eventually, China's rapid economic growth and other leading "emerging markets" reversed this 

trend of globalization, and new economic poles began to form. Today, "dispersal of world 

geopolitical power" is one of the main features of the current global economic and political 

configuration [8]. The function of the Integration Units is growing today. Regional economic 

alliances, the main ones being the European Union (EU), the North American Free Trade 

Association (NAFTA), the Association of Southeast Asian Nations (ASEAN), the Asia-Pacific 

Economic Cooperation (APEC), have arisen at different times and reflect different degrees of 

regional economic cooperation. In some cases, these are pure agreements of purpose, for others-

trade and customs policy cooperation, and in third-real steps towards economic integration. 

Moving on from Z. Bauman, the world's unification and division, globalization and 

"territorialization" are intertwined and are different sides of a single process. Therefore, the 

word "globalization" together with it can be considered appropriate, which is understood as a 
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mechanism that combines globalization and localization trends [9]. Important changes in the 

foreign economic policy of developing countries are taking place under the influence of the 

internationalization of trade and resources— the barriers to the flow of goods and capital from 

one country to another are reduced. The colonial powers ' acquisition of political independence 

in the middle and at the end of the 20th century did not lead to their international economic 

relations being liberalized. On the opposite, developing countries started pursuing protectionist 

policies to protect their industries. We imposed quantitative constraints and high customs duties 

on goods, similar to which national industries started to manufacture. Many economists from 

different countries have consistently opposed protectionism, though appealing to the principle 

of comparative advantages and claiming that this would allow third world states to enter the 

world economy more rapidly and achieve economic growth. Nevertheless, developing-country 

scientists and experts believe a free play of market forces does not lead to economic equality 

across countries. To date, some of the developing countries, such as India, Brazil, South Africa, 

Poland, and Turkey, have developed significantly, producing globally competitive industries. 

Integration trends have also intensified: there are several hundred integration groups in Latin 

America, Asia, and Africa ("common markets," "associations," etc.) in which participants ' 

economic rapprochement processes take place, duties are mutually reduced, etc. The resulting 

difficulties are explained by the general relatively low level of the third world countries ' 

economic development, the major divergence of national economies ' parameters, political 

inconsistencies, etc. Nevertheless, the development of the demand for the new national 

industries is a common interest in developing countries. On the one hand, regional integration 

is included in the content of globalization, because the direct prerequisites for involving 

participants in global processes of rapprochement are the within the context of integration 

groups, but on the other hand, integration groups have also been developed as a means of 

collective defense against those elements of globalization that can damage national integration 

[10]. 

 

3. THE MAIN PHENOMENA IN GLOBALIZATION PROCESSES 

The economy's globalization is correlated with growing countries ' economic transparency, 

liberalization of national trading regimes and capital flows, development of a global financial 

market and a global information network. Some fundamentally new phenomena became 

inevitable as a result of the globalization processes. First, the world economic community is 

transformed into an integrated economic system from a mere set of countries. The further 

countries are moving along the path of industrialization, the denser the connection between the 

elements of the global system, the more organically national economies enter a single global 

economy. When globalization intensifies, economic relations are becoming increasingly 

complicated, causing mutual dependency on the economic system [11]. Secondly, national and 

world economic relations are beginning to change roles in the context of globalization. In the 

past, national economic relations and the most developed national economies in one period or 

another had a leading role in determining the nature, forms, and mechanisms of international 

relations, as if they were imposing on other countries and the world community as a whole way 

of economic communication. But world economic relations acquire defining and leading roles 

through the formation of supranational financial markets and distribution structures. Domestic 

relations are forced to adjust to global economic realities. Global economies have increasingly 

become more powerful over the past decades. The global economy is becoming a common 

arena for big business sports. Third, globalization objectively leads to the erosion and 

depreciation of the nation-state's regulatory functions which can no longer protect the national 

economy from unwanted external economic impacts [12]. International economic processes 

develop into non-country, that is, global, almost or wholly unfit for state regulation. National 

states are increasingly losing the ability to use traditional macroeconomic regulation levers 
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effectively, such as import barriers and export subsidies, the national currency, etc. One has to 

deal with the actions of powerful non-state actors in international economic affairs-

transnational corporations (TNCs), transnational banks (TNBs), and investment funds globally. 

By reacting, they can negate the expected effect of the actions taken. The state is no longer in 

the position of an omnipotent and sovereign arbiter of the fate of its national economy but as 

one of the ties in the global economy's complicated process. It should be remembered that the 

major factor in China's steady and rapid growth over the last quarter of a century was the 

internal change, which effectively combined market reform with targeted state regulatory 

activity. 

  

4. THE PLACE AND ROLE OF THE STATE AND TRANSNATIONAL CAPITAL IN 

THE GLOBAL WORLD 

The key spring of the world economy's growth is the battle of the two largest institutions: the 

state and the sector. With the emergence of mega economics, the fight for power shifts mainly 

to the realm of finance, and national states and transnational capital are the main actors in this 

struggle. At the same time, both are trying to enlist population support, which is necessary under 

the democratic government regimes that are developed in most countries. As a buyer, the 

population is inclined to support transnational capital, as it sells goods at lower prices and seeks 

liberalization of international economic relations. In an age of globalization, states are falling 

into a different kind of trap: following a tough course to uphold their sovereignty, they are 

constantly competing in the battle for investment capital, turning the ties that connect the state 

and nation into an obstacle to political innovation [13]. The State power system is becoming 

ever more amorphous. The nation-state is under pressure from above, from globalization, and 

from below, owing to the rise of ethnic nationalism and the citizens ' desire to expand their 

rights [14]. States aim to control their external economic environment and world markets. The 

world market is a source of volatility and states are keen to defend domestic markets against its 

sharp fluctuations. As a result, developed countries have well-regulated domestic markets and 

an open, unregulated, and hence dysfunctional world market. A paradoxical tendency arose 

with the formation of the independent transnational capital. It turned out, along with organizing 

the countries ' economic blocs, that the economic situation of small countries can be quite 

satisfactory in the mega-economy. The insufficiency of the scale of production within the 

context of one country is now balanced by transnational production possibilities, and 

transnational integration replaces intra-national output. Examples of small but rich countries, 

such as Singapore, Israel, and Hong Kong, are contributing to the increasing striving for 

independent development of small countries. Today transnational capital has liberated itself 

from nation-state tutelage. He started moving around the world openly searching for the most 

lucrative markets. There is enough money that is free from state control and used in various 

global operations. If the state could regulate the national currency market under the conditions 

of tight financial regulation, while liberalizing the financial markets and easing currency 

control, transnational capital was given the opportunity, if desired, to disrupt financial markets 

in any country. An integrated international trading and financial structure are being developed, 

compared to which individual state systems function as secondary values. In connection with 

the growth of globalization processes, the transition from a state-regulated economic system to 

a system where TNC-dominated capital markets dominate is becoming ever more apparent. 

TNCs also consider foreign exchange transactions as the most lucrative source of profit. In this 

case, TNCs only function more coherently and effectively in the same way as individual 

speculators do. It creates an incredibly "complicated world order." TNCs favor repression of 

national production in an attempt to conquer markets abroad. Extracting high incomes by 

manipulating cheap labor and natural resources, major transnational corporations also prefer 

spending profits outside of those nations.  
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Globalization modifies the previously established system of economic regulation by 

influencing the structure of economic growth and the distribution of world productive forces. 

Expanding the scope of world economic relations, globalization is undermining the national 

state's managerial capabilities, forcing it to reckon with TNCs, the situation in other countries 

and the global economy as a whole. This significantly increases the dependence on international 

forces in state decisions. It does not, however, exempt him from the tasks associated with 

allocating resources and developing the institutions concerned. In the context of globalization, 

the state's important role is primarily associated with adjusting market issues and ensuring 

social justice. Considering the State-Market relationship as complementing one another, J. 

Stiglitz notes: "I always upheld a balanced view of the role of the State, acknowledged the 

limitations and failures of the market mechanism, the State, but always assumed that they act 

together as partners, and the exact scope of these partnerships are defined differently for 

different countries depending on the level of their political and economic development"[15]. 

 

5. CHALLENGES AND CONTRADICTIONS OF GLOBALIZATION IN THE 

MODERN WORLD 

It is quite clear that globalization is an objective mechanism of social development, in its 

economic manifestation. The fight against globalization, the desire to curb it, is meaningless. 

This does not, however, at all mean that all that happens in the world needs only a good 

appraisal. The real globalization processes are inconsistent. Some contradictions are inherent 

in the essence of globalization, and some arise because of the complex picture of the modern 

world either. We would divide the variety of interpretations of the process of globalization into 

two concepts. The first definition is that globalization refers to the process of creating a single 

world economy, a single world market for goods, resources and services and, to a certain 

degree, labor. An acknowledged international economic relations expert, D. In his famous work 

"In Defense of Globalization," Bhagwati writes that globalization "means the integration of 

national economies into the global system through foreign trade, foreign direct investment (by 

transnational corporations), short-term flows of capital, resource labor, and population 

movements, as well as international technology exchange"[16]. Globalization, according to 

another definition, is just another term for America's dominant role. The objective process of 

globalization is often perceived as synonymous with the artificial planting of the United States 

through its "new world order," since it is generated in its present forms by the global expansion 

of American capital through transnational corporations and banks with their coverage of most 

modern world countries [17]. The US proposed understanding of the new reality is sometimes 

referred to as the "ideology of globalism." Globalism is the state's foreign policy, claiming 

global influence; now they often speak of globalization concerning the United States [18]. The 

creation of international financial organizations following the project proposed by the United 

States has led to the management of one of the constituent elements of the world order, namely 

financial globalization, by two major institutions: International Monetary Fund (IMF) and the 

World Bank [19]. J. On this occasion Stiglitz notes: "Unfortunately, we don't have a world 

government responsible for controlling the globalization process for the peoples of all countries. 

Instead, we have a system that without a global government can be called global governance, 

one in which there is the World Bank, IMF, WTO"[15]. J. Stiglitz concludes his book, 

Globalization: Disturbing Trends, with an appeal: "Developed countries need to do their part to 

reform the globalization governing international institutions. We have built these structures, 

and we have to work to restore them"[15]. Therefore, all of the above indicates that the weak 

policies implemented by the IMF and the World Bank on the economies of most developing 

countries proved extremely successful for the United States, allowing them to lay the 

foundations for new world order. This world order state contains socio-economic threats to 

humanity as a whole and requires a radical reform [19].  
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Modern world economic transitions mirror a new stage of development associated with a 

transition in processes of globalization. The State was the dominant focus of economic 

globalization at one time, then a transnational company. Hence another fundamental certainty: 

the systemic bifurcation of modern processes of globalization [20], based on the foundations of 

a double logic-not just centralization, but also decentralization. The logic of a homogeneously 

holistic system matches the principles of industrial globalization, and a post-industrial 

civilization corresponds to the logic of a complex heterogeneous system. Homogeneous 

integrity takes on the leading role of systemic (integral) quality, and consequently of systemic 

unification and hierarchical subordination [21]. Describing the specifics of such a system, K. 

Marx pointed out that "its development in the direction of integrity consists precisely in 

subordinating to itself all the elements of society or creating from its bodies that are still absent 

in it. In this way, the system in the course of historical development turns into integrity." The 

specificity of the synergetic economy's heterogeneity lies in the growth of self-sufficiency of 

certain global economic system structural units, and the loss on this basis of the systemic quality 

of globalization. The global economy is acquiring signs of dissipativity on those premises-

systemic dispersions. The importance of not only globalization's functional nucleus but the 

whole system of functional institutions as a whole is devalued. Synergetic concepts form the 

basis for the growth of the global system. The global economy begins to develop according to 

the logic of economic convergence, on the principle of heterogeneity of its systemic formations. 

The structural specificity of the synergetic economy's heterogeneity lies in the formation of 

functional entities that are systemically contradictory. Globalization, resulting from the end of 

the Cold War and the collapse of the bipolar system, is creating a new yet stable bipolar system 

between developed and developing countries. There is a process of denial by another system of 

one contradictory heterogeneous system which is even more contradictory and stable. The 

deepening of the' golden' billion and' beggarly' abyss is becoming the world economy's main 

problem. The cause of poverty, however, is not only associated with globalization but also with 

the distance from modern processes. The center of the mega-economy is made up of developed 

countries where transnational capital is based and developing countries are the peripheries. The 

center focuses largely on humanity's main intellectual, information, and financial resources, 

which affect their production. The peripheral countries are mainly engaged in the mass 

production of standard goods, agriculture, and mineral extraction and processing. A community 

of developed countries predetermines the world economy's structure and pace of development, 

and also serves as a natural "heart" concerning the developing economies that make up the 

periphery of the global economy. The global risk profile is calculated in such circumstances 

primarily by the interaction of a community of developed and developing countries. The 

increasing complexity of economic-system relationships has a major impact on the global 

economy's risk profile. On the one hand, the increased diversification of trade and investment 

ties leads to a fall in systemic risk levels. On the other hand, the spread of the global economy's 

crisis signal can take a longer, more complex path and cause no less damage. There are more 

systemically significant players and, therefore, the potential for mutual risk multiplication has 

increased, and the geography of their contagious distribution has expanded [ 22]. The dynamism 

of the global economic development processes does not allow us to talk about the steadiness of 

the hierarchy of leadership. At the end of the twentieth century, it was possible to speak about 

the unconditional dominance of the world economy's three main centers-the the USA, the 

European Union, and Japan. A relative share of global GDP was about three-quarters. However, 

their position was reduced to a second at the beginning of the XXI, making room for one new 

global economic leader-China. In the global economic system, leadership is automatically 

translated into additional gains for the state in terms of economic development. This is a "rent 

of scale," that is to say, additional revenue gained by the nation (its residents) by recognizing 

the opportunities associated with its place among the world's largest economies.  
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However, "scale rent" as a share of potential gain can be useful when combining the advantages 

of scale with certain qualitative characteristics and the country becomes a leader not only in 

quantitative but also in qualitative indicators of the level of economic, financial and social 

development. Such again is called "leadership rent." As you know, most of the "leadership rent" 

is extracted from the United States, the largest economy in the world in the last decades. One 

of the foundations of US economic power is the ability to issue the world's dominant reserve 

currency. The European economy, Japan and China's gains are much lower for different 

reasons. In Europe, this is weak economic growth, the high debt burden of several states and 

structural problems, the current monetary and financial constraints and the ongoing profound 

transformation of the economic system in Japan-the stagnation-deflation trap and demographic 

decline, in China. By raising the chances of catching up on growth, the distance between the 

leading countries and the big group of countries can be minimized. In this scenario, the main 

task is to optimize the positive aspects of integration into the global economy and to neutralize 

its negatives. China's experience confirms that implementing financial policies that take into 

account the factor of globalization has a positive effect on economic development. Within 

emerging market economies, China has become the largest recipient of foreign investment. An 

important, but still secondary, condition for economic growth was the growth of merchandise 

exports and the inflow of capital from outside. The secret of the "Chinese miracle" is the stable 

domestic market expansion due to a systematic increase in the population's standard of living 

[23]. In the light of further globalization of world space, the issue of regulation should go to a 

greater extent to the macro level, because it is impossible to eliminate a certain subjectivity and 

prejudice at the national level [24]. The world market, world economic ties, and organizations 

are not just a continuation, their number, of national economic structures. 

 

6. CONCLUSION 

Globalization opens up many opportunities but carries serious risks as well. Today, the nature 

of globalization is creating an increasingly unstable global environment; the gap between the 

global economy's center and periphery is widening. The further evolution of globalization, 

based on the common interests of the world community and taking into account all countries 

and peoples, should be linked with a democratic and controlled existence. With this option, 

concerted efforts can be made to quickly overcome the underdevelopment of the world's 

countries, centers of poverty and poverty. This requires an increase in the international financial 

organizations ' responsibility to regulate the process of globalization and to observe some of its 

facets for the benefit of the integrity of global peace. 
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ABSTRACT 

As a widespread communication tool, social media has expanded its impact in amazing ways 

breaking the frontiers of entertainment towards making a real impact on all types of consumers 

in a various range of topics. On the other hand, there is an increasing interest of people 

worldwide to care for their health starting from choices in terms of food, physical activity’s 

importance in overall wellbeing, towards spiritual choices that determine in the end the quality 

of all aspects of people’s lives and ending up with health care providers and how to make wise 

choices when choosing such a service. Given this context, evaluating how different actors in 

the wellbeing industry use social media communication to communicate unilateral or engage 

in two-ways conversations with their consumers can unravel winning social media 

communication strategies that lead to a consumers’ increased engagement. In order to discover 

the elements of such a social media communication, a research based on content analysis was 

developed and its findings are presented in the current study. The results show that emotional 

communication and language adaption to consumers’ interests and needs are crucial for 

achieving a greater impact. These findings build on the idea that staying permanently in contact 

with the consumer generates higher results in any social media communication in the long run.  

Keywords: health communication, marketing, social media, strategy, wellbeing 

 

1. INTRODUCTION  

As it appears, the only constant of human life on this planet is change, and in the last years, 

everything changes faster than ever before. In this setting, the way people communicate has 

seen an enormous shift of paradigm, moving towards freedom and power to influence people 

wherever you are, whoever you are. On the other side, there is a growing interest in discovering 

and implementing a healthstyle with everything that such a lifestyle includes: food, exercise, 

mental health and peace of the soul. Given this framework, there is a growing interest and 

expansion for the wellbeing industry, and the first choice in terms of information source on this 

subject seems to be the internet and, especially, social media networks. For this reason, 

discovering the best strategy to communicate on such platforms is of major importance for any 

wellbeing provider aiming at developing a strong image and further develop an even stronger 

marketing strategy.  

 

2. LITERATURE REVIEW 

Social media has become an integrated part of our day-to-day life, and more and more often it 

becomes the first choice in terms of gathering information on any subject that might interest us. 

When referring to social media coverage, such platforms are used by one-in-three people in the 

world, and more than two-thirds of all internet users (Ortiz-Ospina, 2019). When defining social 

media, Ventola (2014) refered to it being Internet-based tools that allow individuals and 

communities to gather and communicate; to share information, ideas, personal messages, 
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images, and other content; and, in some cases, to collaborate with other users in real time. In 

this particular context, social media represent a new and challenging environment that 

companies need to adapt to when it comes to communicating with consumers, considering their 

availability and prevalence (Constantinescu, et al., 2019). This perspective is also confirmed by 

Hanna, et al. (2011) who argued that despite the debates in the recent years, this new social 

media landscape of communication has also led a new approach in doing business and a new 

set of business models, which challenge traditional business operations and processes. When 

referring to health-related communication, since health care is such an intimidating service, 

Hackworth and Kunz (2010) argue that it is more important for marketer to establish 

relationships with their customers, not just marketing services to individuals. In order to build 

such relations, a two-way symmetrical communication is typically privileged as the ideal model 

of public relations (Hether, 2014). When evaluating the market reality, Shan, et al. (2015) shows 

that the process of communicating health-related food-messages to the public has traditionally 

been depicted as a 1-way, top-down flow of information in which public authorities and experts 

seek to convey objective scientific information to the lay public. But inherent in dialogic 

communication is the need for organizations to let go of their expectation of control - which 

can be risky, especially for conservative organizations (Hether, 2014), an expectation that has 

led many organizations to use social media so far as a 1-way communication tool, neglecting 

to embrace the social and interactive capabilities of these platforms (Shan, et al., 2015). Coming 

back to the purpose of building a relationship with the customer, such a relationship is based 

on trust and honesty, a base that is now easier to build and maintain thanks to social media 

networks and other online communities that are available for use by health care providers 

(Hackworth, and Kunz, 2010). Moreover, communication practitioners need to engage with the 

public to discover their level of knowledge, attitudes, behavior patterns, and information needs 

(Shan, et al., 2015). In this context, a pressing issue for public health institutions is to determine 

how to strategically get health information across to its target audience (Bannor, et al., 2017). 

And social media can prove of great usefulness, taking into account its advantages as Burnett 

Heldman et al. (2013) classify them: 

• Social media can work best when integrated with traditional public health communication 

channels; 

• Through social media, we can target and reach diverse audiences; 

• Social media allow us to share public health information in new spaces; 

• We can listen and collect feedback in real-time; 

• Social media permit us to increase direct engagement. 

 

Taking into account these advantages, as social media offer increased opportunities regarding 

interactivity compared with more traditional communication channels, they have the potential 

to transform the public from passive information recipients to more active and interactive 

players in the process of food-related education and intervention (Shan, et al., 2015). This way, 

social media platforms provide an important opportunity for physicians to distribute evidence-

based information to counter inaccurate material on the Internet (Ventola, 2014). Despite the 

potential of social media to influence public health and generate insights, monitoring and 

analyzing the way health-realted messages get across on social media was evaluated as difficult 

(Huber, et al., 2020). Such an analisys is needed especially given the big amount of 

misinformation promoted on unverified sources as social media platforms. Wang et al. (2019) 

show that misinformation, generated intentionally or unintentionally, spreads rapidly. A leading 

cause for this effect might relate to the fact that the health communication environment is not 

static and has therefore changed significantly over time (Bannor, et al., 2017). First of all, the 

communication channels available for the communicators has expanded in reach and range, 

including social networking platforms, blogs, microblogs, wikis, media-sharing sites, and 
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virtual reality and gaming environments (Ventola, 2014). Second of all, consumer demands 

have faced an increase and expansion searching for more and better quality health information, 

as well as an increased sophistication of marketing and sales techniques, including the internet 

have emerged (Bannor, et al., 2017). In this given context, an increased risk of misinformation 

or untrustworthy sources is gaining more and more attention (Wang, et al., 2019). Regardless 

of the risks involved in social media communication, wellbeing providers can take advantage 

of its entire set of positive outcomes that relate to users’ enabling of achievieng higher 

communication results. So, social media platforms’ communication can lead to better results if 

they are used for (Burnett Heldman, et al., 2013): 

• Listening to social media conversations; 

• Engaging with influencers and their conversations; 

• Responding to questions or comments received via social media channels; 

• Creating opportunities for users to engage with your organization, and for your users to 

engage with each other; 

• Welcoming and solicit user-generated content; 

• Creating opportunities to integrate online and offline engagement; 

• Leveraging social media for community engagement. 

 

Even though there is an increasing conversation on how social media is used by health care 

providers, there is very little conversation on other types of wellbeing providers that constitute 

a growing market and an increasingly reliable source of information for people worldwide. In 

this respect, the current paper addresses also wellbeing providers that promote a nutritious 

lifestyle, exercising or spiritual and personal growth as major pillars for human health and 

growth. In order to address this gap in the literature, the current paper aims to analyze all four 

types of wellbeing providers on the market with the research described in the following section. 

 

3. RESEARCH – METHODOLOGY AND RESULTS 

Since social media is here to stay and communication on such platforms are growing in terms 

of expansion and impact, discovering winning strategies of social media communication for 

wellbeing providers can bring impressive outcomes in terms of population’s general health and 

wellbeing. With this aim in mind, the current research was developed as one way of analyzing 

the communication approach of wellbeing providers from four different areas: nutrition, 

physical exercise, spiritual growth and healthcare. 

 

3.1. Research methodology 

In order to discover the most common strategy used in social media communication by the 

providers of health and wellbeing, a content analysis was developed. For this, for each of those 

four categories of wellbeing providers, 3 major actors on the global market with a consistent 

presence on social media were identified, as they follow: Skinny Taste, Everyday Health, Fit 

Bottomed Girls, My Fitness Pal, Noom, Fitness Blender, Tony Robbins, Grant Cardone, 

Deepak Chopra, Apollo Hospitals, Cleveland Clinic, Mayo Clinic. Then, for each of those 

actors, the last few longer text-posts were taken out of their Facebook page and were included 

in the analysis document. The choice for relating only to Facebook for this research is motivated 

by the fact that Facebook accounts for over 45% of monthly social media visits (Omnicore, 

2020), making it the most popular social media platform in the present. After gathering all the 

content needed to perform pe content analysis, the software AntConc (developed by Laurence 

Anthony, it is a corpus analysis toolkit for concordance and text analysis) was used and the 

major findings are included in the next section. 
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3.2. Main findings and discussion 

Based on the corpus built out of social media messages launched by providers from the four 

areas of interest (promoters of a healthy nutrition plans, exercise promoters, spiritual and 

personal growth specialists and health care providers), the third most common word was ‘you’ 

(and the ninth most common was ‘your’), proving that a direct approach of the customer of 

potential customer is the most preferred strategy of any wellbeing provider. When reviewing 

the most common cluster in the analyzed corpus, a confirmation arises of the wellbeing 

providers focus on a direct approach of the customer, empowering them to take control over 

their destiny (as seen in Figure 1).  

 

Figure 1: Most common clusters including the word ‘you’ 

Source: Corpus analysis using AntConc 

 

Then, as it was expected, the word ‘healthy’ is among the most frequently used words, except 

for linking words or prepositions. One interesting enough finding is that, based on the most 

common words (‘do’, ‘know’, ‘get’, ‘make’), we can conclude that all of those wellbeing 

providers focus on action and they actually encourage to action. In addition to that, all wellbeing 

providers seem to focus on positive words like ‘good’, ‘best’ or ‘great’, maybe as a result of the 

motivational side of their Facebook pages. This perspective is also confirmed by the extensive 

use of words like ‘passion’, ‘inspire’ or ‘fulfilled’. When looking in the depths of the use of the 

word ‘good’ (as seen in Figure 2), an appetite for motivation seems to be present in any 

communication of wellbeing providers, leaning most probably on the idea that people lack only 

the motivation to get into action based on the knowledge they already have. 

 

 

 

 

 

Figure following on the next page 
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Figure 2: Collocations using the word ‘good’ 

Source: Corpus analysis using AntConc 

 

But it might seem that wellbeing providers might also slip into believing and arguing that they 

do have the best option, an observation based on the collocations in which the word ‘best’ is 

used (as seen in Figure 3). 

 

Figure 3: Collocations using the word ‘best’ 

Source: Corpus analysis using AntConc 

 

Based on further observation of each of those Facebook pages, a few extra points can be made 

including the fact that: 

• Most of the wellbeing providers us Facebook as a platform to promote any other platform 

they use: their own website, or their own Youtube channel; 

• Most wellbeing providers focus on also self-promotion, and this is particularly visible in 

the case of spiritual and personal growth providers that use extensive and almost aggressive 

promotion on their Facebook page (focusing more on promoting their own live events or 

books, than on delivering free value); 

• Short and impactful messages or titles used together with videos or high-quality photos 

seem to be the favorite way of expression on Facebook for wellbeing providers; 

• Detailed explanations in simple language seem to also be the approach of most wellbeing 

providers for both their Facebook page and other communication platforms they might use; 

• The posts frequency tends to be high or very high for each example studied, as an average 

of 5-6 posts a day is common on the pages included in this research; 

• Wellbeing providers (at least those included in the present research) tend to get involved in 

two-way communication with their customers through comments on their posts. 
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Based on the results of the current research, it can be argued that a move towards focusing on 

customer is more and more visible in any wellbeing provider’s communication approach on 

Facebook. The care for the customer and the wish to bring a wide range of information can be 

found in every channel subject of this research. This is also confirmed by the fact that each 

wellbeing provider shares information also from other areas than their main area of expertise, 

proving their belief in holistic approach of wellbeing: exercise experts share spiritual advice 

also, health-care institutions also share nutrition and exercise advice and spiritual and personal 

growth providers also share advice on meals’ preparation. 

 

4. CONCLUSION 

The results of the current paper open a conversation about the winning strategies in social media 

communication of wellbeing providers. As these results is far from being an comprehensive 

research, this research can be deepened building a more extensive corpus for each of those four 

categories of wellbeing providers and getting into the depth of how their communication has 

evolved in time, together with expanding the range of providers included in the analysis. The 

limits of the current research relate to the subjective flavor added when choosing the wellbeing 

providers included in the current analysis. Still, developing a clever and impactful 

communication strategy on social media platforms can have major benefits for both the 

expansion of wellbeing providers, as well as long-term health for the entire population.  
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ABSTRACT 

Tourism is particularly sensitive to external shocks, which are very often unpredictable and 

therefore need to be addressed through effective crisis management processes. In that context, 

it is of a great importance to raise awareness among the stakeholders and destination 

management as well as to gain knowledge regarding different approaches, models and 

strategies that could be used in times of crises. These can be learned from the previous 

researches and past practices. This paper provides a literature-based theoretical basis 

concerning the crisis management and its application within tourism. Moreover, by reviewing 

the literature relating to crisis management, the paper identifies the models that have been 

developed in tourism context. Therefore, this paper presents the results of the literature review 

whereby scientific papers dealing with crisis management strategies, with an emphasis on those 

used in tourism context, were analysed and discussed. Only scientific papers published in 

journals indexed in the Web of Science and Scopus in the last decade were included in the 

analysis. The review of past research provide an outline of the practical suggestions based on 

tourism crisis management past practices and policies. The review findings confirm the 

necessity of encouraging tourism destination managers to actively engage in preparing for 

eventual crisis situations and developing appropriate management strategies. 

Keywords: Crisis management, Literature review, Tourism 

 

1. INTRODUCTION 

This paper examines the literature focused on crises and crisis management in tourist 

destinations with the aim of gaining better understanding the causes and the circumstances of 

different disruptive events, as well as the competencies needed to address them. Given the fact 

that literature on crisis management in tourism context is insufficiently explored area, one of 

the aims of this study is to get destination managers familiar with for the complexities that 

emerge before, during and after crises and disasters. Global tourism industry has been exposed 

to different types and ranges of crisis including terrorism (i.e. September 11, 2001 airline-

hijacking, Bombings in Bali in 2002 and 2005, Tunisian beach resort and Paris terrorist attacks 

2015…), disease pandemics (i.e. SARS, Avian influenza…), civil unrests (i.e. Israel, Greece, 

Turkey, Egypt…), natural disaster (i.e. earthquakes, tsunamis, hurricanes, volcanic eruptions) 

as well as a global financial and economic downturn (2008-2010) (Gurtner, 2016). Given the 

caused instability and uncertainty when tourism is concerned, each crisis impacts were most 

significant at the local or tourism destination level. Since the beginning of mass tourism in the 

1960s, such events have an effect on the decision regarding travel, as well as on the destination 

choice (Abd El-Jalil, 2013). Crisis can be seen as a turning point that create both, loss and 

opportunity.  
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Very often crisis can cause tourist destinations many losses i.e. drastically reducing the number 

of visitors and consequently their expenditures, moreover, it can damage a tourist destination's 

overall reputation and safety. On the other hand, crisis events can generate certain opportunities, 

since they sometimes increase global attention on tourist destinations and create new tourist 

landscapes. Crisis, as a serious event which has natural, political, financial or technical causes, 

has a potential to ruin the ability of operating normally, affecting long-term confidence in an 

organization or a product (Abd El-Jalil, 2013). Ghaderi et al. (2014) define tourism crisis as 

unexpected event of sufficient magnitude which has the circumstances manifesting in the 

everyday tourism functioning. Crises are usually classified as natural (hurricanes, earthquakes, 

epidemic or pandemic diseases, tsunamis) or man-made (financial and economic crises, wars, 

terrorist attacks, political instability, social movements, industrial accidents). The results of this 

study are in line with recent literature reviews which showed that the researches on the capacity 

of the industry to handle complex and critical situations in terms of crisis management is limited 

(Chen et al., 2019). 

 

2. METHODOLOGY 

This paper takes a systematic approach to reviewing the literature in the field of crisis and crisis 

management in tourist destination. The review included studies published in the scientific 

journals indexed in the Web of Science and Scopus from 2009 up to 2019. Book chapters, 

industry reports and conference papers were not included in the review.  

 

Table 1: Journals publishing studies in this review 
Journal 2009 2010 2011 2012 2013 2014 2015 2016 2017 2018 2019 Total 

A Pathmaking Journal          1  1 

Annals of Disaster Risk Sciences          1  1 

Annals of Tourism Research     1   1   2 4 

Asia Pacific Journal of Tourism 

Research 
      1     1 

Cornell Hospitality Quarterly 1  1         2 

Current Issues in Tourism  3   1 2     1 7 

Industrial and Commercial Training           1 1 

International Journal of Disaster Risk 

Reduction 
         1  1 

International Journal of 

Environmental Research and Public 

Health 

          1 1 

International Journal of Hospitality 

Management 
          1 1 

International Journal of Sustainable 

Development and Planning 
     1      1 

Journal of Destination Marketing & 

Management 
   1    1    2 

Journal of Economic Geography       1     1 

Journal of Hospitality and Tourism 

Insights 
         1  1 

Journal of Hospitality and Tourism 

Management 
       2    2 

Journal of Sustainable Tourism          1  1 

Journal of Travel & Tourism 

Marketing 
     1    1  2 

Journal of World Business   1         1 

Tourism Management 1    1   2 1   5 

Tourism Planning & Development      1      1 

Tourism Review International     1       1 

Total 2 2 3 1 4 5 2 6 1 6 6 38 

 

Key search terms used included ‘tourism crisis’, ‘destinations and crisis’ and ‘crisis 

management’. In total, 38 appropriate and relevant studies were selected for the analysis. The 

review included the analysis of the type of crisis that was investigated, methodology used, main 

conclusions, recommendations as well as the future research suggestions.  
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Table 1 shows the list of journals that published the studies considered in this literature review. 

It is evident that majority of the analysed papers (42%) were published in top scientific tourism 

journals: 18.4% of the analysed studies were published in Current Issues in Tourism, 13.1% in 

Tourism Management and 10.5% in Annals of Tourism Research. It can also be noticed that, 

within the observed period, with the exception of the 2017, researchers’ interest on this topic 

has been increasing indicating that crisis management is of high relevance and importance for 

tourism destinations. 

 

3. FINDINGS 

Analysis of the chosen studies indicate that, considering type of crises, authors mostly research 

the crisis and disasters in general. As seen in the Table 2, 18.4% of the studies included literature 

review to identify crises and disasters types as well as their impacts on the tourism and define 

the nature of crisis and disaster management in tourism, to, as well as to provide 

recommendation for future researches. Moreover, 47.4% studies conducted interviews with 

different types of stakeholders and 13.5% conducted surveys for the purpose of gaining in depth 

information on the crises management. Some of the analysed studies proposed framework and 

models, with inclusion of new concepts or theories from other disciplines (i.e. Rittichainuwat, 

2013; Chan et al., 2019). In terms of data analysis authors conducted Structural equation 

modelling (SEM) and the confirmatory factor analysis (CAF), ANOVA and some other 

econometric analyses. This finding indicates that there is no common method used when it 

comes to crisis and crisis management research in tourism. Summarizing the conclusions of the 

analysed studies, it can be concluded that tourism has a reciprocal relationship with disruptive 

events (i.e. wars, terrorist attacks, epidemics, economic and business collapses) which are often 

unpredictable and uncontrolled, due to a high degree of uncertainty (De Sausmarez, 2013). 

Usually, when those crises happen in the destination they affect tourism operations and cause 

permanent destruction of tourist attractions. Therefore, there is an urgent need to incorporate 

crisis management in the tourism development process (strategic planning, marketing, and 

management strategies) to protect and rebuild the image of safety (Abd El-Jalil, 2013). Some 

of the main contributions of the analysed studies include the identification of the crisis stages, 

as well as proposed crisis management strategies (Table 2). According to the length of the crisis’ 

first stage, crisis can be discrete or continuous. The discrete crisis is the one that has very little 

warning but considerable impact (i.e. tsunami or collapse of a tour operator), while the 

continuous crisis requires a long period before the full damage appears (i.e. financial crises) 

(De Sausmarez, 2013). 

 

Table 2: Review’s findings 
Authors/ year Type of crisis Methodology Conclusions, recommendations and further research 

Racherla & 

Hu (2009) 
Not specified 

Survey (48 

logging 

managers) 

Improvement of crisis management requires collaborative knowledge management systems that 

include active preparation through training and exercises as well as active participation in common 

knowledge platforms (sharing best practice experiences and knowledge in order to be able to better 

respond to future crises). Further research should include investigation of the tourism stakeholders’ 

attitudes on crisis and the knowledge networking as well as identification of the main obstacles that 

can impact the knowledge management implementation in the tourism. 

Wang (2009) 

Asian financial 

crisis (1997), 

earthquake 

(1999), attacks in 

the US (2001), 

SARS (2003) 

Tourist flows 

and tourism 

expenditures 

The results indicate the decline in the number of incoming tourists during the analysed crises 

(SARS, earthquake in 1997 and the September 11 attacks). It is necessary to policymakers to 

understand how crisis events affect the tourism demand as well as to make them aware that the past 

experiences related to crisis management as well as the actions done in relation to them should be 

basis for crises management in the future.  

Hall (2010) Not specified 
Literature 

review 

Crisis can be a significant problem in small and developing economies depending on tourism. 

However, crisis events can also be used in a positive business sense in terms of  the term “any 

publicity is good publicity”. It is recommended to research the changes that lead to crisis 

recognition as well as the crisis events and their impacts. 

Jóhannesson 

& Huijbens 

(2010) 

Global credit 

crunch in Iceland 

(2008) 

Interviews (6 

tourism 

stakeholders in 

Iceland) 

The best way to be prepared for future challenges considering tourism is through open 

communication and discourses and active engagement of all stakeholders. authors recommend the 

research of the effects of creating positive atmosphere in terms of sustainable tourism development 

policy. 



51st International Scientific Conference on Economic and Social Development – Rabat, 26-27 March 2020 

 

476 

Li et al.  

(2010) 

Global financial 

crisis in China 

(2008) 

Computable 

general 

equilibrium 

(CGE) 

modelling 

As the economic slowdown has brought down the annual growth rate of domestic tourism 

expenditure, it is recommended that in times of crisis  private tourism sectors should respond to it 

quickly and effectively. Further research is recommended in terms of exploring this topic by 

applying CGE modelling in different countries’ context and generating more strategies to crisis 

response. 

Jallat & 

Shultz (2011) 

Crisis in Lebanon 

(2005) 

Interviews (key 

tourism 

stakeholders) 

Due to the crisis, the number of tourists dropped and the hotel occupancy rate declined 50% in 

comparison to the previous year. Authors recommend the extension of this research to other 

countries of the Middle East.  

Pennington-

Gray et al. 

(2011) 

Not specified 

Interviews (155 

tourism 

leaders) 

Results indicate a necessity of top management active involvement in crisis preparedness planning. 

Past crisis experience and resource allocation were proven to be predictors for crisis planning and 

communication procedures. Weather-related crisis and natural disasters were identified as a main 

concern. Authors recommend adding more variables in the models explaining the crisis 

preparedness in order to identify its additional predictors. 

Sharpley & 

Speakman 

(2012) 

AH1N1 

influenza crisis in 

Mexico (2009) 

Interviews 
Authors recommended exploration of the relevance of chaos theory to other tourism crises as well 

as the development of more valid framework for anticipating and appropriate responding to crises.  

Paraskeves et 

al. (2013) 

Crisis in 

organizations 

Interviews (21 

tourism 

executives) 

It is underlined when responding to crises, organizations should employ different knowledge 

management strategies. Moreover, procedural knowledge alone can become an issue in crisis 

situations since it lacks flexibility and may lead to less optimal decisions. It is necessary to develop 

an appropriate performance measurement methodology for the organization’s crisis knowledge 

management system. 

De Sausmarez 

(2013) 

Post-election 

unrest (2008) 

Interviews (23 

key tourism 

stakeholders)  

Author emphasised the need of developing certain national crisis management structure in Kenya 

as well as the development and implementation of the crisis plans. Given the facts that many crises 

are unexpected, being prepared with a previous established plan/strategy to follow enables timely 

reaction. 

Rittichainuwat 

(2013) 
Tsunami 

Survey, 

interviews  

The crisis management framework was proposed which includes risk retention, risk transfer, risk 

reduction, and risk avoidance. More research is recommended that include management in case of 

a beach safety and addresses different crisis concerns. 

Abd El-Jalil 

(2013) 

Earthquakes and 

flooding; the Nile 

cruise sinking 

and terrorism 

attacks 

Interviews (10 

key tourism 

stakeholders) 

It was underlined that the Luxor attack1(1997), the US attack (2001), the global financial crisis 

(2009), and the Egyptian revolution (2011) were the most damaging crises that strongly influenced 

tourism activity. The crises negatively influence the tourist expenditure and that converted Egypt 

to a cheap tourist destination attracting low standard tourists. It is necessary to establish the crises 

management policy in other destinations and incorporating it into its development, marketing, and 

management strategies to protect tourism activity. 

Boukas & 

Ziakas (2014) 
Economic crisis Interviews 

It is concluded that crises can occur any time, unannounced, simultaneously, without any schedule 

and linearity, and with different consequences. Since each crisis is unique it requires customised 

responses. Further research should be focused on researching the possible ways on how the  

sustainability can be achieved and managed in unbalanced and unpredictable environments. 

Mair et al. 

(2014) 
Not specified 

Literature 

review (64 

publications) 

Authors underlined the need of the quick and effective responses to crises, development of 

relationship marketing with loyal customers as well as fast repair of the destination image. 

Following positive actions for destinations in case of crises are identified: relationship marketing, 

knowledge regarding the benefits and drawbacks of price discounting and the importance of 

knowledge sharing and cooperation with all tourism stakeholders. 

Orchiston & 

Higham 

(2014) 

Christchurch 

earthquakes 

Interviews (6 

key tourism 

stakeholders) 

This study results indicate that, in order to accelerate tourism recovery, knowledge management is 

essential as well as the effective stakeholders’ cooperation and communication since they are vital 

to the tourism response and recovery. Mapping and evaluating the dissemination of crisis 

knowledge across the tourism industry is required. 

Gamez, et al. 

(2014) 

The Subprime  

crises in 2008,  

World economic 

crisis (Thailand 

and Mexico) 

Interviews (58  

high-level 

hotels 

executives) 

The personnel management is recognised as one of the key features for crisis resilience and to 

further competitiveness therefore is very important to develop efficient human resource policies 

and plans. Developing proactive strategies and proposing the ways for cooperation between 

countries in times of crisis is needed.  

Ghaderi et al. 

(2014) 

Crisis events in 

organizations 

Interviews (25 

tourism key 

stakeholders) 

It is underlined that the crisis should be managed by using accumulated knowledge, formulated 

action plans, and contingency planning. It is also recognised that crises can generate large and 

negative effects but also they can encourage positive change and learning. Evaluation the response 

strategies effectiveness and actions in different crisis events is required. 

Palaskas et al. 

(2015) 

Economic crisis 

in Greek  

Spatial 

econometric 

analysis 

techniques 

It was found that the impact of the crisis on regional labour markets is statistically heterogeneous. 

Moreover, the best pre-crisis performers (mainly urban driven growth economies) turned to be less 

resilient during the crisis compared with the less developed regions. In order to upgrade this 

research personal attributes of unemployed people and structural characteristics of local economies 

should be included. 

Ghaderi et al. 

(2015) 

Floods in 

Thailand 

Interviews (11 

key 

stakeholders) 

The results indicated that it would be useful to develop an official tourism disaster management 

plan with machinery for its implementation as well as crisis communication centre for transmitting 

clear messages. Further research should be focused on the crisis’ effects on destination image and 

on the effectiveness of government strategies used for restoring market confidence. 

Gurtner 

(2016) 

Terrorist attacks 

on Bali island 

Interviews 

(tourists, local 

community, 

key 

stakeholders)  

Tourism crisis management is seen as ongoing system that includes prevention, preparation, 

mitigation, adaptation, and recovery strategies. It was found that package deals and the growth of 

the domestic market are successful strategies for enhancement of tourist arrivals. 

Jones (2016) 

Volcanic 

eruption in Toya-

Usu geopark 

A case study 

approach 

The author emphasizes the necessity of including the stakeholder networks into the crisis planning, 

management and response strategies. It was found necessary to evaluate whether crisis 

management models have improved as well as identifying the impacts and operational response 

strategies when volcanic destinations at different stages of the crisis are concerned. 
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Mikulić et al. 

(2016) 

Short-term risks 

for Croatian 

tourism (bad 

weather, terrorist 

attack, natural 

disasters) 

A panel of 

industry experts 

using a Delphi 

approach  

 

Authors see the strategic crises management as one of the most important part of sustainable 

tourism development management. It is underlined that is vital to develop prevention plans for 

crisis situations when there is significant demand drops (i.e. in times of economic downturn). It is 

recommended to propose different strategies and action plans aiming to reduce the risk occurrence 

likelihood or to minimise the effects in case the risks occur. 

Boztug et al. 

(2016) 

Travel 

cancelations 

Online survey 

(887 Australian 

residents); 

conjoint 

analysis 

The study confirms that an effective combination of preventive actions (adjusted to the nature of 

crisis) have the possibility of reducing travel cancelations. In that context, some effective 

approaches are detected, i.e. upgrading the accommodation and providing information updates and 

the provision of security devices or security staff. Authors recommended further exploration of 

travel cancelations in the context of the business trips.  

Choi et al. 

(2016) 
Migration 

An online 

survey; SEM; 

CFA 

In order to change eventual negative tourists' perception of a destination, destination management 

can employ mass media to disseminate information about actions carried in order to make tourists 

feel safer. Replication of this research to understand differences in perceived security forces effects 

by long stay visitors and permanent residents is recommended. 

Krieger et al. 

(2016) 

Norovirus 

outbreaks on 

cruise ships 

A between-

subjects 

experiment 

(169 

participants); 

an online 

survey; a two-

way ANCOVA  

Study findings indicate that past experience may influence peoples' perceived safety as well as that 

individuals' risk perception is related to their evaluation of the safety and travel decisions. 

Replication of the research within different settings, transferring it into a cross-sectional design 

and/or incorporating a segmenting approach with analysis of the difference between first-time and 

repeated cruise tourists. 

Liu & Pratt 

(2017) 
Terrorism 

Tourist arrivals 

and Global 

Tourism Index 

(95 countries); 

Autoregressive 

distributed lag 

(ARDL) 

Study results reveal that the terrorism influence varies across tourism destinations due to the 

different political instability, income levels and tourism intensities. It was found that terrorism does 

not have an unfavourable impact on tourism demand in the long run. It is necessary that all tourism 

stakeholders collaborate in operationalizing their risk and crisis management plans. Future studies 

should include a longer time series and a regional terrorism index covering the spill-over effects. 

Khazai et al. 

(2018) 

The Bohol 

earthquake; 

tropical cyclone 

Haiyan in the 

Philippines 

(2013) 

Interviews (40 

key tourism 

stakeholders) 

Authors underlining that the restoring the destination image and reputation is the key element of 

managing tourism destinations recovery after the crisis. Media reports (that sometimes can be 

inaccurate) can have a great influence on tourists’ perceptions of destinations that are affected by 

certain crisis and present a challenge to the destination marketability and sometimes they can result 

in a collateral marketing crisis in neighbouring destinations.  

Barbe & 

Pennington-

Gray (2018) 

Alligator 

snatching 

(Disney 

property), the 

mass shooting at 

Pulse night club, 

Zikavirus 

concerns  

ANOVA 

Authors found that in their crisis communication most hotels are not using Twitter. Additionally, it 

was found that given that certain organizations are not responsible for the incidents they may see 

that communication is not necessary, or that it will cause an increase in risk perceptions. Further 

research should take into consideration a broader timeframe or sites to provide more data, as well 

as the crisis communication on multiple platforms.  

Kelemen et al. 

(2018) 

Great East Japan 

Earthquake and 

Tsunami (2011) 

Interviews (22 

stakeholders) 

Authors indicate that destinations that have experienced crisis or disasters can be experienced in 

different ways, however, qualitative interaction between all stakeholders is essential in order to 

ensure positive post-disaster visitors’ experiences. Exploring the community resilience in post-

disaster destinations is recommended. 

Çakar (2018) 

Forest fire 

(2008), refugee 

crisis (2010), 

diplomatic crisis 

with Russia 

(2015) and the 

Netherlands 

(2017), a tour bus 

accident (2017) 

Interviews; 

content analysis  

Author identifies the stages regarding the tourist destination marketing and management after a 

crisis as well as the consolidation crisis management and the implementation of a recovery 

program after the crisis is over. Author underlines the need of strategy development to enhance 

post-crisis recovery and to minimize or remove the damaging crisis impacts, which could 

negatively impact tourists arrivals. 

Vargas-

Sanchez 

(2018) 

Not specified 
Literature 

review 

Authors pointed that tourists are more vulnerable than residents, given that tourists are less familiar 

with the area and experience the language barrier. Authors found that in a case of tourists 

becoming victims of a disaster, in addition of the risk caused by overcrowding, the negative impact 

on the destination image multiplies. 

Čendo 

Metzinger 

&Janeš (2018) 

Not specified 
Literature 

review 

It is concluded that different crisis types require specific ways of communication as well as 

different communication strategies. In crisis situations it is necessary to adequately manage the 

communication process given that those situations require rapid response and high-quality 

communication with all target groups before, during and after a crisis.  

Aliperti et al. 

(2019) 
Not specified 

Literature 

review (113 

publications) 

Literature review confirmed that crises and disasters cause significant loss and damage when it 

comes to tourism destinations. Studies suggest the necessity of contious monitoring of the process 

leading to crisis and disaster so that appropriate actions can be identified and adopted. More 

studies form the different parts of the word, along with addition of other hazards should be 

included in the review analysis. 

Chan et al. 

(2019) 

Kumamoto 

earthquake in 

Japan 

Interviews (11 

tourism 

stakeholders) 

Authors are pointing that tourism contributes differently considering the various disaster phases 

however, it is mainly significant when it comes to information provisions, communications and 

emergency accommodations for tourists. Widening the proposed framework including a different 

disaster-prone destinations (i.e. Japan, Taiwan and Southeast Asia). 
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Chen et al. 

(2019) 

Wenchuan 

earthquake in 

China 

Survey (556 

participants); 

CFA; SEM 

The findings indicate that benefit perception, community attachment and resilience have a positive 

effect on crisis response and community participation. The local community gradually transforms 

the negative disasters aspects into development opportunities. 

Further research could include negative factors (perceived costs, psychological trauma, population 

socioeconomic losses, etc. and could be focused on the degree of tourism industry involvement, 

degree of crisis impact and tourism destination life cycle. 

Kim, et al. 

(2019) 
Crisis in hotels 

Performance 

data (287 

hotels) 

Authors confirm the importance of crisis-coping strategies effectiveness in enhancing 

organizational actions and better preparations for future crises since various crises can threaten 

tourism and hospitality sustainable profitability. 

Jiang & 

Ritchie (2019) 
Not specified 

Literature 

review (42 

publications) 

Literature review results, among others, indicate that some crisis are over very fast and 

communities are experiencing short recovery periods, while others (i.e. natural disasters) can result 

with heavy damages and therefore are taking years to recover. Three key strategies for effective 

tourism recovery are identified: crisis communication, recovery marketing, and stakeholder 

collaboration. 

Hirudayaraj & 

Sparkman 

(2019) 

Not specified 
Literature 

review  

In order to destination managers to be prepared for crisis situation they need to understand the 

crisis processes and factors that can be known as well as to develop a mind-set that allows them to 

address those factors which cannot be known beforehand. 

Expanding similar models/frameworks within other industries. 

 

According to Hirudayaraj & Sparkman (2019), every crises goes through pre-event/prodromal, 

emergency, intermediate/long-term recovery and resolution stage. The pre-event/prodromal 

phase considers competencies of planning and the development of crisis management, 

relationship building and communication. During the emergency stage, crisis impacts people 

and the property, hence previously developed strategic plans must be implemented. In this 

phase managers play a key role since they are obliged to make quick decisions and actively 

communicate with various stakeholders (Hirudayaraj & Sparkman, 2019). The 

intermediate/long-term recovery stage is focused on the returning to the normality. In occasions 

when destinations are facing very often with different crises, in the last stage of crisis 

management process, developing good strategies is essential (Chen et al., 2019). Some crises 

are inevitable because early warning signals are often unclear. That is the reason why response 

and recovery phase are likely to be different, based on the nature and impact of the crisis. The 

destination ability to manage a crisis always depends on its skills and knowledge for the plan’s 

implementation (Abd El-Jalil, 2013). Crises management has been recognized since the 1960s, 

as the strategy, processes, and measures, planned and put for a reason to prevent and cope with 

crises. It grew out of the field of conflict resolution and diplomacy (Abd El-Jalil, 2013). Four 

crises management strategies (Reduction, Readiness, Response, and Recovery) used by tourist 

destinations and businesses in managing the crises and recovering the tourism product, have 

been developed by the United Nation Disaster Relief Organization (UNDRO). The destination 

ability to manage a crisis always depends on its skills and knowledge for the plan’s 

implementation (Abd El-Jalil, 2013). Çakar (2018) highlighted three main stages of crisis 

management in tourism. A post-crisis stage concentrates on minimizing the crisis’ negative 

effects, while the second stage focuses on the recovery. The third stage consider the pre-crisis 

phase experiences from which tourism stakeholders can learn and therefore better prepared for 

eventual future crises. Additionally, Çakar (2018) proposed a crisis management model that 

connect crisis management with strategic planning that provides flexibility and includes 

detailed contingency plans preparation, defined roles and responsibilities. Tourism managers 

need to be well equipped, as well as be able to anticipate and prepare their teams for eventual 

crisis situations, through mapping of potential threats, risks and vulnerabilities, and training the 

process of preventing and minimizing damages (Chen et al., 2019). Crisis management plan 

suggested by Abd El-Jalil (2013) consists of six stages. The preparation phase includes 

establishment of an independent committee, identification of the sources of funds, collection 

and analysis of the data. Crises prediction is very important since the action plans will be based 

upon the specific crisis type and its threat to the tourism activity. The crises management stage 

consists of proactive and reactive phase. The proactive crises management phase is taking place 

before a crisis and focuses on the monitoring in order to be able to prevent its occurrence, while 

the reactive one concerns crisis management during and after crisis with a purpose of managing 
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its impacts. In the damaging limitations phase, when crisis is over, detailed information on how 

it has affected people, facilities, infrastructure, and operations is essential for crises 

management team in order to make decisions and decide upon priorities. During the fifth phase, 

crises should be well managed by different procedures that will help to recover their negative 

consequences in the short and long term. This stage considers tourism activity rehabilitation 

and its return to full functioning. The last, learning stage, refers to the experience and 

knowledge that can be gained in every stage of crisis management and are useful for managing 

crises in the future (Abd El-Jalil, 2013). Based on this study findings, it can be concluded that 

there is an increasing number of authors dealing with crisis and crisis management. However, 

it is evident that further research should be done focusing on their suggestions and 

recommendations presented in this literature review. 

 

4. CONCLUSION 

This paper presents the results of the review of the literature concerning crisis and crisis 

management in tourist destinations. A total of 38 studies on this topic published in the high 

ranking scientific journals indexed in Web of Science and Scopus between 2009 and 2019 were 

included in the review. These studies were written on a number of different crisis and disaster 

contexts, including weather-related events, natural disasters, economic downturns and other 

crisis events. With improved transportation and new emerging markets, tourism continues to 

be one of the world's largest and fastest growing industries, however tourism development also 

faces a number of challenges among which are different crisis and disaster incidents (Gurtner, 

2016). Globally, economic crisis, various terrorist attacks, outbreak of diseases were among 

those events that affected travel and tourism. Since tourist destinations are often defenceless 

against threats that affect its safety and market perception, it is necessary for them to develop 

crisis strategies and contingency plans in response and therefore be prepared in advance (Çakar, 

2018). Findings of this literature review indicate the need for further research of this topic given 

that many authors are recommending development of effective crisis-coping strategies for a 

proactive management of crisis situations in a tourist destination based on previous experiences 

related to different types of crisis. This review finding confirms the necessity of encouraging 

tourism destination managers to actively engage in preparing for eventual crisis situations and 

developing appropriate management strategies. With integration of all community stakeholders, 

tourism crisis managers require understanding all the phases of crisis in order to be able to 

prevent eventual crisis situations, as well as to effectively manage those that occur. 

Comprehensive discounting and promotions, expansion into new regional market sectors, 

“package deals”, and the growth of the domestic market, proved to be successful strategies for 

stimulating tourist arrivals. Moreover, crisis situations in tourism destination require different 

communication strategies and management of the communication process since those situations 

require rapid response and high-quality communication with all target groups before, during 

and after a crisis (Čendo Metzinger and Janeš, 2018). Adopting some of existing practices will 

help tourism destinations to become more prepared for future crisis situations and more flexible 

to change. In that way destination management will be able to effectively manage the crisis by 

using accumulated knowledge through formulated and contingency action plans in crisis 

management process. One of the main limitation of this study lies in the fact that the book 

chapters and conference papers were not included in the review as well as that only scientific 

papers published in journals indexed in WoS and Scopus were included. Therefore, inclusion 

of other type of publications and other databases would provide more information on crisis 

management in the tourism context. 
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ABSTRACT 

Along with the traditional factors of production, time relates to the main economic resource 

that contributes to improve the quality of life and human competitiveness in the labor market. 

It is not enough for people to eat and dress well, to live in conditions of material comfort. They 

also must have time to satisfy their spiritual needs, increase their level of knowledge, expand 

their scientific horizons, etc. The digitalization of the economy as a result of the Fourth 

Industrial Revolution blurs the boundaries between personal space and working time, 

expanding the area of responsibility and obligations of each employee towards related areas. 

This process is accompanied by a reduction in the majority of worker’s rest time, especially 

free time. An analysis of the structure of the actual use of personal time indicates that the vast 

majority of time is spent on labor time, and for this reason present-day employees practically 

do not have free time to improve their skills in accordance with dynamically changing market 

demand. In article the factors that contribute to filling the paradigm of employee’s personal 

time with new socio-economic content are discussed. 

Keywords: Personal time, working time, free time, presence at work, work attendance, 

modernization, consumer services sphere, social outsourcing 

 

1. INTRODUCTION   

The modernization of the Russian economy requires constant adaptation of human resources, 

which are its driving force to the dynamically changing demand for their proficiency. It is clear 

that each individual, at least, should rationally use personal time for this. Only in this context 

we can get a clear answer to such question as: who exactly and how will be carrying out the 

modernization? The man’s perception of personal time has been changing on different stages 

of cultural and historical development, depending on the peculiarities of sociocultural relations. 

In this context, it is no accident that the concept of time is one of the central ones for philosophy1 

[Tretyakova L.A., Podvigailo A.A., 2014; Sotnikov N.Z., Sotnikova S.I., Mikhailova E.M., 

2019, pp.1302-1315; Patrushev V.D., 1978; Strumilin S.G., 1957; Klimov N., 1961; Tsvelev 

R.I., 1996], psychology [Khokhlova T.P., 2012, p. 19], sociology [Sotnikov N.Z., 2016, pp. 

126-135; Vinokurov M.A., Gorelov N.A., 2004], economics [Zanin, 1962; Patrushev, 1966; 

Prudenskiy, 1972], as well as in the process of cognition and comprehension of art culture.  

 
1 Regions of Russia: socio-economic indicators, 2017 [Electronic resource] / Federal state statistics service. – URL: https:// 
www.gks.ru/wps/wcm/connect/rosstat_main/rosstat/ru/ statistics/publications/catalog/doc_1138623506156 (accessed 
29.08.2019). 
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So, for primitive man's perception of time it was based on the rhythmicity and recurrence of 

natural events as a necessary condition for successful life activity. The time models of Antiquity 

were focused on the present and carried the idea of infinity of eternity. Time did not have much 

value. The ancestral (or dynastic) time of the Middle Ages with more accurate event fixation 

and religious interpretations was replaced by reflection over the time, the development of 

historical consciousness and thinking in the Renaissance. Masterpieces of Renaissance art 

demonstrate man's desire to resist destruction, to overcome time by preserving the present for 

eternity. The growing speed of development of urban culture in Modern times determines a 

qualitatively different attitude to time. As Zh.V. Gorkaya fairly specifies, «a common urban 

time becomes prepotent, independent, autonomous category, the measuring standard the 

eventfulness of life» [Dolinin A.Yu., 2009, p. 247]. The anthropocentric nature of centuries-old 

ideas about time makes us recall O. Spengler's statement: «:..We ourselves are time» [Prudinsky 

G.A.,1972, p. 327]. Modern man is clearly aware of time as an irreparable resource and tends 

to draw maximum benefit from its use. The concepts «time as a resource», «time as 

opportunities», «time as capital», «non-existent time» and etc. are reflections of contemporary 

cultural values. Personal time appears as the most important condition for maintaining the 

competitive position of a person in work based on personal interests, improving the quality of 

life in a changing socio-economic realities [Sotnikov N.Z., Sotnikova S.I., Mikhailova E.M., 

2019, pp. 1302-1315]. In today's context, personal time cannot be an idle, non-busy time, but 

must be filled with activities that promote comprehensive human physical and cultural 

development. For this reason, personal time is not only daily temporary resources for working 

and meeting physiological needs (sleep, food intake, hygiene), but also individual time 

resources for solving everyday issues, maintaining of kinship and friendship communications, 

parenting, education and self-education, recreation and recuperation, ensuring the optimal level 

of health, self-realization, achieving the current life goals and other needs. In fact, it is a time 

of work, a time of spending mental and physical strength, and a time of rest, a time of recovery 

of mental and physical strength. Time of work is usually consists of a labor time, an out-of-duty 

time and a time of domestic work. Rest time is mainly consists of a free time and a self-service 

time. Of course, in some cases it is quite difficult to allocate time of work and rest time in their 

«pure form» as various types of activity have different subjective value for people. For example, 

the mother's time associated with caring for children, their education, playing with them, 

walking, is represented as based on the external form, by the time associated with the 

performing of domestic service work during an out-of-duty time. And judging from the content 

of the inner feelings of these time expenditures, then it could be one of the kinds of free time 

associated with the satisfaction of physical, intellectual and social needs. In this regard, the 

focus of the research interest aims to identify the imperative of achieving harmony between 

work time and rest time, which contributes to improving the quality of life and human 

competitiveness in the labor market. In order to achieve this goal, the following research 

problems have been solved: the architectonics of a human's personal time is justified, which 

allows to understand its duality; the methodical approach to personal time harmonized taking 

into account sociocultural environment is proposed and tested. The scientific novelty consists 

in justification of the modern concept of working time, development of theoretical and applied 

bases of increasing human’s free time by determining of vectors of an entrepreneurial initiative 

in services sector, searching of mutually acceptable models of solutions for consumers and 

representatives of small business. The research methodology is based on the theoretical analysis 

of the results of scientific works, which present the main points about the dual nature of human's 

personal time, work time and rest time of an employee. The research was conducted using 

sociological methods. The questionnaire was developed for this purpose (it consisted of three 

parts, two of which were aimed at obtaining specific information in accordance with the 

working hypothesis, the third part summarized the personal data of respondents) and was posted 
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on Google Forms Internet site in December 2018. The first part of the questionnaire allowed us 

to consider consumer services in the context of economic opportunities for residents of the 

metropolis. The second part focused on the opportunities and potential limitations of 

entrepreneurial initiative in the field of consumer services. The subject of the research is the 

personal time of the employee. 

 

2. WORKING TIME AS A STRATEGIC RESOURCE FOR THE DEVELOPMENT OF 

ECONOMIC ACTORS 

In present conditions of formation of the digital economy, of labor-saving and intellectually 

capacious nature of scientific and technological progress, business is forced to reduce costs and 

to increase competitiveness. «The ability to create and maintain the competitive advantage of 

human resources is a vital growth factor of any economic actor» [Sotnikov, 2016, pp.126-135]. 

Any improvement in organizational competitiveness is ultimately reduced to working time 

savings. Working time is becoming one of the main intangible assets of the economy, the means 

of achieving high socio-economic results. In this context, Russian companies are beginning to 

realize more clearly that working time is an irretrievable, but regulated resource of the 

organization. Its effective use is a continuous and purposeful process that creates opportunities 

to reduce the influence of stochastic factors determining labor costs for organizational goals, 

the rhythm of production and commercial activity, the quality of labor, the cost, the profit. 

Working time is «the time during which an employee must performs working duties in 

accordance with the rules of internal labor regulations and the terms of an employment contract, 

as well as other periods that relate to working time in accordance with the Labor Law, other 

federal laws and normative legal acts of the Russian Federation» (article 91) 2. According the 

legislation of Russia, other time’s periods include: forced downtime, associated with technical, 

economic and other reasons; meal time without leaving the workplace, if separate breaks are 

not provided for these purposes; special-purpose breaks for heating; time for breastfeed and 

also the prescribed breaks for gymnastics of individual groups of employees. The development 

of telecommunications infrastructure, the use of digital information and communication 

technologies against the background of rising costs and a shortage of labor significantly changes 

the content of the paradigm and the fundamental principles of using the working time. The 

virtual space expands in the socio-labor sphere as the informatization and digitalization of the 

economy develops. This is accompanied by the spreading of labor processes virtualization, the 

increasing the number of virtual workplaces which forms virtual departments in virtual 

organizations, the enhancing the role of information computer technologies. Virtualization of 

business activity allows an employee to carry out projects and tasks for several employers in a 

specific period of time without his physical presence in the organization, without binding himself 

to it with the norms of labor legislation. As a result, the institutes of searching for counterparties 

and controlling the use of working time, the mechanisms of state regulation of working time 

are changing; the number of distractions of employees in performing work tasks, absences in 

the workplace is growing. The competitive business environment makes employees to be closer 

to potential partners by meeting with them in the regions. For this reason, ideas of self-

organization of labor are becoming more widespread, in which the employee is determined by 

the strategic direction of the business, resources are allocated and control criteria are introduced. 

«The self-organization of labor is based on independence in the employee's implementation of 

his abilities and skills, competencies associated with self-management within the framework of 

his labor process, with self-planning of work functions in their specific sequence and in time, 

with self-regulation and self-service, self-accounting of the result of labor and self-limitation 

according to the conditions cooperation, with self-regulation and self-control, with self-

 
2 Labor Code of the Russian Federation № 197-FZ, dated 30.12.2001 (as amended on 05.02.2018). 
http://www.consultant.ru/document/cons_doc_LAW_34683.  

http://www.consultant.ru/document/cons_doc_LAW_34683.
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criticism and moral self-stimulation» [Sotnikova, 2013, р.66]. It becomes unimportant for the 

manager where the employee is currently located in conditions of de-bureaucratization of the 

organization of labor. The main thing is to perform work tasks. The availability of mobile 

communications allows the employee, if it necessary, to get access the required information, 

and, in turn, he can provide materials in a timely manner by himself. The organization as a 

means of achieving business goals exhausts the resources of its development, primarily in the 

structural aspect. There is a redistribution of the centers of responsibility, delegating of more 

and more rights to subordinate links, which are becoming more autonomous. Organizational 

structures focused on achieving synergies among all employees are being replaced by structures 

that organizationally support the work and working results of an individual employee. 

Therefore the need for flexible placement of the workplaces is growing; the number of remote 

employees in the business is increasing. Ultimately, this creates the conditions for the transition 

from standard modes of work and rest to flexible working time. Flexible working time as a form 

of its organization for an individual employee and their teams allows to self-regulation of the 

beginning, ending and total length of the working day within certain limits. Thus, there is a 

legal opportunity to independently regulate (establish) an individual mode: changing the time 

of arrival and departure from work, from the lunch break; shortening or lengthening the working 

day in accordance with the employee’s own needs and production requirements. At the same 

time, of course, the full working out of the total number of working hours established by law 

during the adopted accounting period (day, week and month) is mandatory (article 102)3. The 

spread of flexible working modes allows the employer to increase, on the one hand, the 

economic efficiency of business activities by reducing losses due to delays in work and short-

term absence of performers at work with the permission of the administration, rational use of 

«dead» time between business meetings outside the organization and, as a result, significant 

savings and shortened lead times with serving more customers. On the other hand, making more 

complete use of personal resources of each employee achieves the social efficiency of business 

activities. It based on taking into account their working capacity during the day, satisfying their 

social needs thanks to the optimal combination of work time and time for performing personal 

affairs, upbringing children, studying, etc. So, modern Russian organizations, having gained 

new opportunities in the use of working time, faced numerous difficulties associated with the 

neediness for more technologically advanced searching and processing of information about 

working time against the traditional strict hourly monitoring of an employee, time- table 

accounting of the presence of employees at the workplace, online monitoring, analysis of 

information about the sites they visit and Internet traffic, e-mail control, etc. An objective 

necessity has ripened for the transition from hard management of the work's attendance to 

harmonize the interests of economic actors with respect to the lack of employees at the 

workplace (within the established norms of the labor legislation), from the relationship of 

subordination to the partnership as «employer – employee», from the registering the arrival and 

leaving time to work to the attendance management. The management of the work's attendance 

is the process of risk managing which associated with the absence of employees in the 

workplace to ensure business continuity. This process is focused on maintaining the labor 

activity of employees by providing them with the access to cooperation mechanisms and 

communication support for managing of work efficiency, flexible working time, to stimulating 

the performance of functional duties. The main thing in this process is to maintain a balance 

between respect and trust for employees, on the one hand, and clear control over the 

performance of their functional duties in their absence, on the other. The management of the 

work's attendance, therefore, is a combination of techniques and methods of targeted impact on 

the performance of functional duties by employees in the event of their physical and / or virtual 

 
3 Labor Code of the Russian Federation № 197-FZ, dated 30.12.2001 (as amended on 05.02.2018). 
http://www.consultant.ru/document/cons_doc_LAW_34683. 

http://www.consultant.ru/document/cons_doc_LAW_34683.
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absence from the workplace. The concept of working time fills with new socio-economic 

content which is manifested in increasing of the zone and expanding the range of types of 

working time due to time resources associated with the performance of official functions by an 

employee during off-hours, for example, discussing work issues on the phone with colleagues 

on vacation days, finalizing projects, reports, thinking and writing articles, preparing reports, 

urgent tasks on weekends and holidays, etc. «The creative work of most modern employees 

extends beyond the usual working day and working week» [Demina, 2011, p.30]. On the one 

hand, there is an increase and enrichment of working time; on the other hand, there is a reduction 

and impoverishment of the time of non-working and domestic work and rest time. In other 

words, the expansion of the market for digital solutions and digital services for management in 

modern conditions is accompanied by the disappearance of clearly defined contours, the 

boundaries of working time. In this context, it is more important to reach an agreement between 

the employer and employees not about their physical presence at the workplace, but about the 

avoidance of participation (i.e., real non-participation) in the process of achieving the goals of 

the production and commercial system. And exactly, management of the work's attendance 

creates the basis for the formation of an updated and unified information space that operates 

with technologies for detecting and evaluating anomalies in the use of employee’s free time in 

the conditions of economic modernization. 

 

3. FREE TIME AND MODERNIZATION OF THE ECONOMY 

The main role of free time is the reproduction of labor force. A rested and healthy employee is 

capable of higher labor productivity than not having slept and tired one. This is clear to anyone. 

The question of the necessity for free time for each of us disappears by itself. However, such 

an explanation of this problem can be only interpreted as a simple reproduction of the labor 

force. The modernization process requires a different approach. The labor force should not be 

reproduced in an unchanged form, but as the ability to carry out more advanced, progressive 

types of work’s activities, which requires special additional training. According to Tsvylev R.I. 

[Tsvelev R.I., 1996], the main historical types of social organization of society from agrarian 

to industrial, gradually sought service, information status, where the growth of surplus value is 

not only due to the active use of extractive industries and subsequent processing of raw 

materials, but due to intellectual activity, the growth of the technological level of production 

and automation, the advisability of using working time. Intensification of the process of 

economic reproduction is achieved due to a significant growth in the economic mobility of the 

population, mainly by increasing the living comfort. The traditional Russian mentality consists 

in the fact that the individual is completely coalesced with everyday life and, in the future, 

becomes unable to change both the type of economic activity and the geographical location of 

the application of their efforts. In this context, the problem of free time in the conditions of a 

modernized society and economy becomes not at all a personal, but a public problem. The 

current state of affairs in this area actually is a brake on modernization. And if so, then it makes 

sense to solve the problem only on a large scale, in industrial way, turning the sphere of 

consumer services into a kind of socially significant outsourcing by analogy with industry, with 

the help of which most of the consumer services will be carried out by professional 

organizations outside the household. New classes of society, which formed on the basis of 

intellectual and personal differences, stand out in separate sectors of the production of 

information and knowledge. Such sectors are the quintessence, the driving force for the 

development of progress in the post-industrial economy, where a person is assigned the role of 

the carrier of intellectual resources. People whose intellectual and creative abilities allow 

creating innovations should have enough time to realize their ideas and concepts. They should 

not be distracted by housekeeping or trouser hemming. Modern employees has the opportunity 

to carry beyond the majority of social services outside of households and will be able to spend 
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more time on themselves, continuing their education, improving their skills and 

professionalism, which will invariably lead to an increase in their personal income, growing in 

life expectancy, and will change the image of housekeeping once and for all time. In strategic 

terms, it is possible to achieve the harmony of work time and rest time in the order to obtain the 

effect of social outsourcing by developing an economically feasible strategy for the 

development of consumer services sector, which leads to the price and territorial availability of 

services to the population. 

 

4. HARMONIZATION OF WORK TIME AND REST TIME: CONSUMER SERVICES 

AND ECONOMIC OPPORTUNITIES OF THE POPULATION 

According to the Labor Code (Chapter 4, Article 91)4 the normalized working week is 40 hours 

in Russia, but it is difficult to find a modern company where these standards are clearly adhered 

to. The average working week is about 70 hours in the business enterprise sector. This indicator 

of the actual time spent on the implementation of production tasks is taken as a basis in the 

research. Additionally, a working urban resident weekly spends for 10 hours in transport 

(getting to the office and back), sleeps 42 hours (based on 6 hours a day) and remain free from 

direct working obligations about 46 hours a week or 6.6 hours per day. It would seem that this 

figure is sufficient, however, during the survey, respondents complained about the absence of 

proper rest, the growing of chronic fatigue, lack of personal time to implement their own 

projects and plans. What is the reason for the discontent? It turned out that the problem of urban 

residents is not in the absence of free time per se, but in its irrational using. The results of 

research5 have shown that 50% (41 persons) are constantly experiencing a lack of personal time, 

38% (31 persons) regularly have a situation with a lack of personal time, 5% (4 persons) rarely 

lack free time, 7% (6 persons) have a lack of personal time to implement their hobbies. Among 

the respondents, 71% (58 persons) hold senior management positions, have an university 

education and belong to the group of respondents with a high level of income (from 30 to 50 

thousand rubles for each family member). 93% (or 46% of the total number of respondents – 

38 persons) out of them are respondents who are constantly experiencing a lack of personal 

time (according to the answer to question number 1 of the questionnaire), which seems logical. 

11% of the total numbers of respondents (9 persons) are persons with university education, but 

do not hold senior management positions, with a monthly income level of 20 to 30 thousand 

rubles for each family member. The proportion of respondents in this group who are constantly 

experiencing a lack of personal time is minimal – 2 persons. 4 respondents have specialized 

secondary education and income levels of less than 10 thousand rubles for each family member. 

The lack of free time is practically not felt for them. 11 persons have an income level from 15 

to 20 thousand rubles for each family member and a regular situation with a lack of personal 

time. The conclusion is obvious: respondents with average and high levels of income constantly 

or regularly experience a lack of personal time being people with a high degree of professional 

employment, which necessitates turning this category of population to paid services in order to 

save time and achieve the required level of comfort. At the same time, more than half of each 

category of respondents (constantly or regularly experiencing a lack of personal time – 28 and 

18 personas respectively) believe that the acquisition of the services that they need allows 

eliminating the problem of lack of personal time (question 7: «What is the main reason for you 

when choosing a service?»). It serves as a priority factor in making this decision. High-income 

respondents pay special attention to the level of quality of services and the ability to have an 

acceptable choice of manufacturers.  

 
4 Labor Code of the Russian Federation № 197-FZ, dated 30.12.2001 (as amended on 05.02.2018). 
http://www.consultant.ru/document/cons_doc_LAW_34683. 
5 The survey was conducted among residents of Novosibirsk. 120 persons took part in the survey in total; 82 questionnaires 
were left for research. 

http://www.consultant.ru/document/cons_doc_LAW_34683.
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The percentage of this category in the group of citizens with incomes from 30 to 50 thousand 

rubles per family member is 56% (46 persons), in the group with incomes of 20 to 30 thousand 

rubles – 8,5% (7 persons). The decisive factor in choosing the necessary services for 

respondents with income levels of 15 to 20 thousand rubles per family member is the affordable 

price and the proximity of the location of enterprises providing services to their permanent 

places of staying (home, work, places of recreation, etc.). In the context of the above question 

the correlation of answers of this category of respondents (total 10 persons) was as follows: 8 

out of 11 persons in the group (72,7%) bet on an affordable price, and 2 persons (18,2%) – on 

the convenience of location relative to their placement. The majority of respondents (63% and 

52 persons) answered to the question number 5 «What kind of housework would you refuse if 

you had such an opportunity?» in a way, that they would gladly refuse daily cooking, cleaning 

and minor repairs. In second place among the undesirable types of domestic work for the 

residents of Novosibirsk was repair and improvement of housing – 22% (18 persons). Pet care 

is the least of all burdens for citizens, among whom only less than 10% (7 persons) expressed 

a desire to transfer this type of housework to the hands over to the professionals. It is obvious 

that the caring for pets is not perceived in the context of routine duties, but, on the contrary, 

refers to recreational and entertainment hobbies. The answers of the respondents on the question 

about the amount of monthly expenses for the purchase of services in the case of their transfer 

to professionals were distributed as follows: 60% of respondents (49 persons) spend from 2 to 

5 thousand rubles, 24% (20 persons) spend amount from 15 to 20 thousand rubles, only 4% of 

respondents spend (and are ready to spend further!) more than 20 thousand rubles. 12% of 

respondents spend on the acquisition of five services collected in the questionnaire (cooking 

services, cleaning, repair and home improvement, purchase of food and goods, pet care) less 

than 2 thousand rubles. The free answer was ignored. Beyond the borders of the survey was a 

group of people willing to spend from 5 to 10 thousand rubles every month on the purchase of 

necessary services. Thus, there is a situation in which high-income households can afford to 

purchase the services they need, spending from 15 to 20 thousand rubles on it. It actually 

corresponds to the average monthly wage in the region (on the period of the research – 25401 

rubles). This circumstance reflects the actual level of demand for services existing at the time 

of the research and leads to the idea of an uneven structure of income of the population in the 

city of Novosibirsk. Namely, the share of the well-off category of households prevails over the 

average and low-income categories. According to the results of a sample survey of household 

budgets, the share of households with the highest incomes region in the rank of five positions 

was the most significant at the end of 2017 in the Novosibirsk6. It was 44% of the region’s 

residents. As the level of household income decreases, so does the share of their group in the 

total amount of monetary income of the population. Thus, the share of the population with 

average income holding the fourth and third positions in the ranking was 22,9% and 15,9% for 

the circulation period, respectively. Least of all in the Novosibirsk region were households with 

low incomes – 6,2%. The service providers target to high- and middle-income consumers what 

«deprives a significant portion of the urban population of the opportunity to purchase the 

services they need» [Razomasova, 2012] for a commensurate fee and in the desired range. 

Every working city dweller constantly faces a dilemma: to independently produce domestic 

services for themselves, or, following the principles of outsourcing, to make part of them for 

the redistribution of households, entrusting their production to specialized enterprises. 

Unfortunately, the choice is not in favor of saving the free time resource. The situation when 

an employee is forced to spend a lot of time on self-service every day after the completion of 

the working process cannot be considered the norm.  

 
6 Regions of Russia: socio-economic indicators, 2017 [Electronic resource] / Federal state statistics service. – URL: https:// 
www.gks.ru/wps/wcm/connect/rosstat_main/rosstat/ru/ statistics/publications/catalog/doc_1138623506156 (accessed 
29.08.2019). 
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When the costs of the so-called «free time» for organizing a public economy for women are 

from 3,8 to 4,7 hours a day, and for men from 1,0 to 2.5 hours, it is difficult to apply the concept 

of «freedom», or rather talk about the «social slavery» inherited by the modern generation from 

the norms of patriarchal farming that have become stronger in the mind. 

 

5. CONCLUSION 

Thus, it is possible to put forward a hypothesis according to which the way of reproducing the 

services necessary for a modern person by the efforts of the households themselves hinders the 

economic development of society as a whole. The patriarchal way of life of Russian society, 

which has survived to this day, impedes the creative activity of the individual, forcing everyone 

whose purchasing power is lower than the current prices in the consumer services market to 

spend all their free time on self-service. 
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ABSTRACT 

The current business environment brings many challenges for entrepreneurs. Achieving success 

and being a successful business in today's competitive world is not easy at all. It is the reason, 

why businesses must constantly work to improve their competitiveness and competitive position. 

There are several tools and techniques through which businesses can improve their competitive 

position and achieve business success. The present is strongly connected with modern 

technologies in all areas. Online technology and social media marketing are closely related to 

modern technology, marketing and business success. It is a tool that has been prominent in 

recent years and is an integral part of the business. The paper focuses on the background of 

social media marketing and business success. The aim of the paper is to point out the 

importance of social media marketing as an important tool of business success. The practical 

part is focused on the analysis of secondary data that highlights the most important social 

media in 2019.  

Keywords: business success, marketing, social media 

 

1. INTRODUCTION 

Nowadays, it is a time of constant changes. Nowadays, it is a time of constant changes. As a 

result of it, it is for companies difficult to long term stay on the market, to compete with 

businesses with similar offered services or products. For this reason, it is also difficult for 

businesses to progress and become more successful. Each company has its goals defined and 

one of the basic goals of each business unit is to achieve prosperity and success. From this basic 

goal is derived the overall corporate policy, specific activities and decisions of the company. 

The success of the company on the competitive markets crucially depends on competent 

managers (Chlebikova et al. 2015). One of the most important activity of managers in achieving 

success is decision-making that Valaskova et al. (2019) define as the fact that people choose 

from possible alternatives to maximize their expected profits. Considering the advancing and 

changing market conditions, it is not easy in general to set the elements that affect the success 

and development of a company. Ensuring effective marketing is one of the basic success factors 

of a business. The shared economy is the current stage of a continuous development of the 

economy and society that is influenced to some extent by digital technologies (Nica and Taylor 

2017). One of the most important technologies of the present time has become the social media 

that are used by millions people all over the world (Appel 2019). Social media are excellent 

tool for promoting relationships with customers (Vries et al. 2012).  
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Retailers and consumers are currently expanding their communications through dynamic new 

media called social networks (Shareef et al. 2019). In the context of digital technology, social 

media and success through effective marketing, social media marketing getting to the front. 

Increase in Internet usage had an impact on marketing and it has changed marketing philosophy: 

the customer has become the starting point for marketing activities (Nakara et al. 2012). Given 

the huge potential of potential audiences who spend a lot of time a day in using social media on 

different platforms, it is understandable that marketers have accepted social media as a 

marketing channel and tool (Appel et al. 2019). Social media marketing is a type of marketing 

that is particularly beneficial through increasing the number of people who favorable social 

media. Social media marketing belongs between modern categories in internet marketing. 

Businesses use social media marketing to attract customers through social networks. It is 

necessary to pay attention to this area, as social media can have a high impact on consumers as 

well as the overall business environment. The aim of paper is to point out the importance of 

social media marketing as an important tool of business success. The paper consists of two 

basic parts. Theoretical part focuses on the definition of basic theoretical knowledge related to 

business success and social media marketing. Practical part consists of secondary analysis of 

data from Statista aimed at most popular social networks worldwide ranked by number of active 

users.  

 

2. THEORETICAL BACKGROUND 

There is no one-size-fits-all definition of success. There can be no single factor or set of factors 

that will ensure the success of the business. Internal subjects of the company that can ensure 

the success but also the failure of the company are administrative subjects such as owners and 

founders. In addition, external entities such as stock exchanges, investors, banks, etc. are also 

important. The sources of success of business entities include the contribution of individual 

customers, performance of operating activities and process and individual products (Veber 

2009). According to Krivohlavy (1995) a prosperous enterprise should not make just a profit. 

The business should focus on its partners, suppliers, employees, co-workers and all the people 

with whom the business comes into contact with the business, not just for economically 

expressed final target value for its own benefit. Business success gets a broader and more 

complete dimension when the direction and goal of business efforts are generally defined. 

According to Srpova and Veber (2012) a set of tangible and intangible factors affects the 

success of enterprises, so-called development potential. Development potential includes factors 

such as customer satisfaction, innovation, environmental protection and employee motivation. 

The success of a business depends on several factors depends on both the external and internal 

environment (Szabo and Jankelova 2006). The external business environment is formed by a 

group of external factors. These factors have a decisive character with the possibility of minimal 

impact, but some of them may present opportunities or limitations for the company. This is the 

main reason why these factors need to be constantly monitored and reflected in management 

practice (Szabo and Jankelova 2006). A conceptual range requiring a set of actors and ties 

representing certain relationships or a set of relationships between the actors who, in practice, 

play the role of the source of resources which are, or can potentially contribute, to the success 

of the given business entity (Domanska 2018). According to Rypakova et al. (2015) success is 

defined by the victory, best in section – a value system. In marketing, 4P is an essential 

minimum for successful companies. That is why businesses should take care to effectively 

manage and secure their marketing activities. One of the areas of marketing that businesses 

should pay increased attention to is marketing within the digital environment, and hence online 

marketing. Internet marketing is the use of various Internet services to carry out or support 

marketing or broader business activities. So marketing on the Internet is much more than just 

advertising.  
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Jemala (2008) say that the internet can do without marketing, but modern marketing and 

especially e-business without internet do not. Marketing activities on the Internet are many and 

broad spectrum, concerning the components of the marketing mix, marketing communication, 

public relations and other activities. Among the major marketing activities carried out via the 

Internet Jemala (2008) include: e-mail, newsgroups, world wide web (www), search servers, 

specialized, professional and educational servers, business presentations, e-commerce servers, 

statistical servers and advertising systems, internet connection, internet advertising, e-

commerce, internet marketing research, etc. In the context of Internet marketing, the using of 

social media as marketing channels has been widespread in recent years. This is mainly due to 

the efficiency to address millions of customers with branded content and engage them in 

conversations (Schivinski and Dabrowski 2016). In the context of Business to Customer (B2C), 

social media platforms are widely researched. With its developed constructs and concepts social 

media becoming an integral part of consumers' modern lives (Iankova et al. 2018). Social media 

is a group of tools that allow customers to exchange ideas and opinions, to collect site content, 

and to make contacts online (Scott 2010). Social media today is an important part of an 

individual in society. Social media is easily available to anyone, who has an access to Internet. 

Safko and Brake (2009) define social media as practices, behaviors and activities among 

communities of people who concentrate online to share facts, knowledge, opinions and 

information using conversation and media. Social media offers an abundance of services on the 

Internet. This makes it complicated for companies to know which ones to use and how to use 

them. The types of social media include: micro-blogs such as Twitter, Friend Feed and Plurk, 

social networks such as LinkedIn, Facebook and Myspace, reviews and ratings such as Amazon, 

Trip Advisor and Yelp and video such as Vimeo and YouTube (Karimi and Naghibi 2015). 

Social Media is defined in the context of the previous media paradigm. Traditional media such 

as newspapers and magazines, television, radio are in one direction static technologies. New 

web technology has made it simple for anyone to create and most highly, issue their own 

content. A blog position, Youtube video or tweet can be twisted and viewed by millions almost 

for free (Saravanakumar and SuganthaLakshmi 2012). In a practical meaning, social media is 

a set of software digital technologies that are usually presented as websites and applications 

that provide users with a digital environment in which they can send and receive digital 

information and over some type of online social network. In this meaning social media can be 

understood as the main platforms and their functions such as Instagram, Facebook and Twitter. 

In practice and reality, social media can also be perceived as another type of digital marketing 

channel that businesses can use to communicate with customers through advertising (Appel et 

al. 2019). Social media marketing includes activities like posting text and image updates, 

videos, and other content that encourages audience engagement as well as paid social media 

advertising. These activities are referred to as social media marketing. Social media marketing 

is a type of internet marketing that comprise creating and sharing content on social media 

networks in order to achieve branding and marketing goals. Increased communication for 

organizations means promoting brand awareness. Brand value managing and building is a 

important challenge for managers. It is mainly due to current market environment that is 

markedly globalized. Kliestikova and Janoskova 2017). According to Majerova (2014) is 

branding a systematic process that is able to confront a competitive advantage in a globalized 

market. It is social media that creates a space where businesses can build their brand. 

Kliestikova et al. (2019) point out that the basic platform of the optimally built and managed 

value of the brand is its coherent identity. Social media marketing is a process that allows 

individuals to promote their products or services and websites through online social channels 

and social media that may not be available to the public through traditional advertising 

channels. Social media marketing also involves listening to the public and establishing public 

relations (Weinberg 2009).  
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Social media marketing is a form of online advertising that takes advantage of the cultural 

context of social communities, including social networks, visual worlds, social news sites and 

opinion sharing sites, to achieve communication goals and create a brand (Tuten 2008). Staying 

competitive in today's fast-moving business landscape requires a solid social media strategy 

(Erdogmus and Çiçek 2012). Social media marketing provide to business better communication 

with the customers with aim to build brand loyalty beyond traditional marketing methods. It is 

an effective way of using time and resources. (Erdogmus and Çiçek 2012). The importance of 

social media can be increased by interconnecting them. Frey (2011) ranks among the 

advantages of using social media marketing to strengthen the company's image, enable viral 

marketing, build public relations, build a brand, promote loyalty to a company or brand. 

 

3. METHODOLOGY 

Social media marketing is a way for businesses to interact with their target markets over the 

Internet through different social media platforms. This research is based on secondary findings 

from Statista. Based on secondary data, we created a graph of the 10 most popular social 

networks worldwide as of October 2019, ranked by number of active users (in millions). This 

graph is shown in Figure 1. The top 10 most popular social networks worldwide include: 

Facebook, You Tube, WhatsApp, Facebook Messenger, WeChat, Instagram, QQ, Douyin/Tik 

Rok and Sina Weibo.  

 

Figure 1: Most popular social networks worldwide as of October 2019, ranked by number of 

active users(in millions) 

Source: own processed based on www.statista.com 

 

4. RESULTS AND DISCUSSION 

By comparing individual data, we can say that the most popular social networks worldwide as 

of October 2019, ranked by number of active users (in millions) is Facebook. Kucerka (2011) 

states that the best-known social media include blogs, b2b social networks (LinkedIn), 

discussion groups and forums, multimedia sharing sites (YouTube), microblogging services 

(Twitter), iTunes! podcasting, review and travel sites (Amazon), and social networks 

(Facebook). According to Shareef et al. (2019) Facebook is one of the fastest growing social 

media. As Thomakaew (2018) states, social media has become a major channel of business e-

marketing, in particular "Facebook" and "Line", which can reach more and more existing and 
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new customers. It also states that social media helps reduce advertising and public relations 

costs. In addition, customers can also perceive information about the goods and services they 

purchase on demand. Social media has become an important factor for entrepreneurs in the 

business sector, as the use of more social media makes businesses more competitive. In 

marketing, social networks can be used primarily to building PR and reputation, creating a 

community of your supporters, active communication with supporters, content publishing 

space, ad campaigns with precise targeting. Through social networks it is possible to 

communicate current events - interesting information from internal events in society, important 

information - news, announcements, user guides, reviews, and more, surveys and competitions 

- consumer surveys and competitions, interesting photos - photos from presentations, 

exhibitions, company events and so on video content - information, instructional and reportage 

videos. Social and digital media may not have just a positive impact on business. Research 

shows that the negative effects of these media also appear. Fielden et al. (2018) have focused 

in their research on the production and proliferation of fake social media news. They have 

identified and provided empirical evidence on how users validate the information they 

encounter on digital content platforms. Ralston et al. (2018) focused on the role of digital media 

platforms in the production and consumption of factually dubious content. They performed 

analyses and made estimates regarding real versus fake news content type distribution on 

Facebook and prevalence of manipulation tactics on social media. Among the advantages of 

social media marketing is that it is a two-way communication of the company, thanks to which 

they receive feedback, comments and suggestions for improvement from customers. According 

to Sajid (2016) there are two advantages of social media that are essential to companies, they 

include Cost decrease by decreasing staff time and Increase of probability of revenue creation. 

He further states that social media allows companies to: share their skills and information, tap 

into the wisdom of their customers and helping clients. Social media is largely used by almost 

all and even the businesses despite the fact that hey have started using social media to advertise 

and promote themselves. Big brands use the social media to convey their friendly customer 

relationship and strong existence (Saravanakumar and SuganthaLakshmi 2012). Social Media 

Marketing and more especially Social Networks are becoming increasingly important in 

customers’ purchasing decisions, mainly because they maginfy word-of-mouth. They may even 

become more important than advertising as a trusted source of information (Karimi and Naghibi 

2015). Meanwhile, E-marketing (EM) has emerged as one of the key tools in sustaining an 

company´s competitive advantage (Eid and El-Gohary 2013). Social media marketing is 

important for increasing website traffic, achieving conversion goals, engaging users and 

business leadership, increasing brand awareness, business growth, and community building 

goals. Achieving marketing goals on social networks is easy because a billion people are 

currently using social media platforms. So it's important that businesses use social media 

marketing to grow their business. Social media marketing is important for attracting regular 

clients and customers. All social media platforms help to reach targeted customers. That's why 

every business should uses unique social media marketing strategies. Social media marketing 

is an effective way for businesses of all sizes to reach potential customers. Great social media 

marketing can bring a remarkable success to business, create committed brand advocates, and 

even lead to sales. 

 

5. CONCLUSION 

Social networks are a phenomenon of this time. Advertising on them is an obligation. They can 

be a great communication channel for marketing activities to support business. Social media 

marketing is for everyone with the right strategy. But it certainly does not need to be 

overestimated. This area is constantly evolving. Therefore, it should be an important 

complement to other forms of online marketing and overall marketing plan. 
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 Most popular social networks usually show a high number of user accounts or strong user 

engagement. Social networks have a decisive significant social impact due to their constant 

presence in the lives of their users. Social media is now an important part of the marketing 

strategy. The benefits of using social media are so great that businesses that do not use them in 

their business lose marketing opportunities that can lead to success. Social media marketing is 

a key element of marketing success. Social media is constantly moving forward and evolving, 

so marketers need to keep track of these developments and adapt their marketing strategies and 

activitiesorem ipsum dolor sit amet, unum fabulas te pro, commune rationibus cum ex, 

maiestatis percip 
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ABSTRACT 

This work analyses the characteristics of the Moroccan growth cycle and the degree of 

synchronization of it with those of France, Spain and the European Union. Two models are 

used for dating series: a model based on parametric methods, and another of non-parametric 

type. The results identify that in the short and medium term, three cycles illustrate the impact 

of cyclical factors on national growth. The study of synchronization with partner countries 

shows that the deadlines differ from one period to another, it is stronger during the recent 

periods of the study. In addition, over the period studied, the results also indicate that after 

2011 the Moroccan economic cycle registered a greater agreement with the growth cycle of the 

Spanish economy than with that of the French economy. 

Keywords: Dating, Business cycles, Synchronization 

 

1. INTRODUCTION  

An economic cycle corresponds to a well-defined period in which we can observe the 

succession of several phases linked to the economic activity of a country. These phases are at 

the origin of any explanation concerning the evolution of the state of the conjuncture and the 

determination of the periodicity of this cycle in time. The various attempts to explain and model 

this concept are not new. The first checks date back to David Ricardo in the 19th century when 

he analysed the periodic return of the trade and agricultural crises in European countries. Other 

factors impacting the growth cycle were born following the industrial, monetary, financial and 

technological transformation that the world knew during this century. The Moroccan economy 

like that of other countries seems to be a cyclical economy. This result was prescribed by a 

study conducted in 2014 by the High Commission for Planning of Morocco, where the authors 

showed the characteristics of the Moroccan economic cycle during the period 1998-2012 and 

the dating of it. This exercise exclusively concerned the GDP aggregate (in addition to four 

other aggregates) to describe the cycle. This intuitive choice seems interesting because the GDP 

aggregates all of the wealth created, and it reflects the duality of its economy. Because of the 

different endogenous and exogenous crises that have affected developed and developing 

economies, this work focuses on the study of economic cycles in four series, that of France, 

Spain and the European Union and more precisely, the dating of the fluctuations and the 

movement of these cycles with that of Morocco. In addition to the neighbourhood relationship 

between Morocco and the European Union. And despite the ongoing diversification of 

Morocco's trading partners, the European Union remains the Kingdom's first customer and 

supplier, the main source of FDI and the first source of MRE transfers and tourist receipts. 
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2. BUSINESS CYCLES: CONCEPT AND THEORY 

2.1. Definition of the business cycle   

The literature on economic cycles distinguishes two types of cycles, the business cycle, which 

traces changes in the level of activity in the economy, generally measured through the GDP 

series, and the growth cycle. The latter reproduces the gap between the GDP series and its 

underlying long-term trend; turning points (peaks and troughs in the cycle) mark the 

acceleration and slowing down of growth. The present study is concerned with this second type 

of economic cycle. The aim is to decompose the GDP series into two components: a structural, 

non-stationary component (the long-term trend) and another, a stationary cyclical (short- to 

medium-term growth cycle). This amounts to expressing the series 𝑌𝑡,, corrected for seasonal 

variations, in the following form: 

 

𝒀𝒕 = 𝑻𝒕 + 𝑪𝒕 + 𝜺𝒕 

 

Where 𝑻𝒕 is the trend, 𝑪𝒕 is the growth cycle and 𝜺𝒕 is a random component. 

 

Technically, the underlying trend can be seen as potential GDP. This is obtained when the 

national economy experiences full employment. Thus, the economy expands when real GDP 

exceeds the underlying trend. In this case, the peak of this cycle corresponds to a situation where 

the GDP is above its trend level (the output gap or the output gap reaches its maximum) while 

the trough represents a situation where the GDP is at - below (the output gap then reaches its 

minimum level), and this is the case where the economy is in recession. The turning points in 

the economy are called peaks and troughs. They indicate the highest point respectively the 

lowest that the economy can reach in the current economic situation (Fregert and Jonung, 2010). 

However, there are several methods of trend-cycle decomposition (statistical tools, filters, 

production functions). 

 

2.2. Theoretical approaches to the business cycle 

From a theoretical point of view, the first attempt to describe market fluctuations was developed 

by Samuelson (1939). His model called multiplier-accelerator is based on rigorous 

mathematical approaches. It shows that changes in purchasing power inevitably lead to cyclical 

fluctuations. Second, Keynes (1936) emphasized the importance of trying to reach full 

employment. In this context, he asserts that there is no guarantee that the goods produced will 

be requested by consumers. Unemployment can therefore be a natural cause in the event of a 

default in demand, particularly during an economic downturn. Modern business cycle theory is 

the basis for two basic assumptions. The first assumes that there are predetermined (exogenous) 

factors in the economic cycle responsible for any change in GDP and slightly impact both the 

other economic indicators and the (long) assumed duration of the economic cycles. In this case, 

no radical change between the following quarters can be observed. The second approach 

assumes that there are also random factors that can cause unexpected events that cause the 

economic cycle to change course quickly. In this context, Frisch (1933) developed a new model 

called propagation-impulse. This model predicts that the economy is constantly exposed to 

random disturbances called pulses1. The return to balance and the adaptation of the economy to 

these impulses is generally long. Researchers such as (Fregert and Jonung, 2010) estimate that 

the duration of cyclical fluctuations is normally between three and eight years. Other 

researchers like Juglar (1862), Kuznet (1961) consider a longer cyclical period. These cycles 

vary between seven and eleven years. 

 

 
1 They describe the random events in the economic cycle. 
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3. CONCEPT OF DATE OF BUSINESS CYCLES 

3.1. Dating growth cycles 

Two broad categories of approaches are used to date the economic growth cycle from a time 

series, that is, to specify the moments of the peaks and troughs that represent turning points for 

each cycle. 

1. Parametric type methods, based on non-linear time series models. The most famous model 

is that of Markov Switching Models which adapt to the measurement of the characteristics 

of economic growth cycles. 

2. Non-parametric models which rely on shape recognition algorithms to identify local minima 

and maxima of the series in question. 

 

The best known of the non-parametric models is that of Bry and Boschan, implemented in 1971 

as a continuation of the work of the NBER. This algorithm, extended to quarterly data by 

Harding and Pagan, makes it possible to detect potential peaks and troughs in a quarterly series 

over a given interval. Thus, a quarter is identified as a peak (trough) if it is a maximum 

(minimum) during the two quarters preceding and following the quarter considered, thus the 

phases last at least two quarters and five quarters for the cycles. Easier to implement than 

parametric methods, it is the Bry and Boschan model that was adopted by this study. 

 

3.2. Method for dating turning points 

The first step concerns the decomposition of the GDP series (chained prices) into two 

components, trend and cycle, using the Hodrick-Prescott (HP) filter. Subsequently, the BBQ 

method (developed by Bry and Boschan) is applied to the cyclical component (the difference 

between the original series and its trend), in order to detect the turning points of the economic 

growth cycle and identify the recovery and slowdown phases. For Harding and Pagan (2002), 

the BBQ approach is the most reliable for good dating of turning points, meeting the following 

two conditions: 

• A peak must be followed by a trough and vice versa. 

• A phase must last at least two quarters while a complete cycle must last at least five quarters. 

 

For Harding and Pagan, and in quarterly data, a value (𝑌𝑡) is considered to be peak if { 𝑦𝑡 >
𝑦𝑡−1 , 𝑦𝑡 > 𝑦𝑡−2 , 𝑦𝑦𝑡 > 𝑦𝑡+1 , 𝑦𝑡 > 𝑦𝑡+2 } whereas it is considered as hollow if { 𝑦𝑡 <
𝑦𝑡−1 , 𝑦𝑡 < 𝑦𝑡−2 , 𝑦𝑦𝑡 < 𝑦𝑡+1 , 𝑦𝑡 < 𝑦𝑡+2 }. 

 

3.3. Harding And Pagan Concordance Index 

Harding and Pagan proposed an index which measures the degree of agreement between two 

cycles (x and y), by calculating the average of the periods during which the two cycles are 

simultaneously in the same state of recovery or deceleration. 

This index is written as follows: 

 

𝐼𝐶𝑥𝑦 =
1

𝑇
∑[𝑆𝑥,𝑡𝑆𝑦,𝑡 + (1 − 𝑆𝑥,𝑡)(1 − 𝑆𝑦,𝑡)]

𝑇

𝑡=1

 

 

we notice : 

• 𝐼𝐶𝑥𝑦: Index of concordance between the economic growth cycles of country x and country 

y. 

• 𝑇: The number of observations. 

• 𝑆𝑥,𝑡: State of the cycle of country 𝑥 at the time "t" / 𝑆𝑥,𝑡 = 1 in the event of recovery, 𝑆𝑥,𝑡 =

0 in the event of a slowdown. 
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• 𝑆𝑦,𝑡: State of the cycle of country 𝑦 at the instant "t" / 𝑆𝑦,𝑡 = 1 in the event of recovery, 

𝑆𝑦,𝑡 = 0 in the event of a slowdown. 

 

The value of the index 𝐼𝐶𝑥𝑦 is between 0 and 1: if this value is close to or equal to 1, the variable 

𝑥 is said to be pro-cyclical with respect to 𝑦, if the 𝐼𝐶 is close to 0, it is considered to be contra-

cyclic. 

 

4. DATING OF THE MOROCCAN GROWTH CYCLE 

The following graph presents the Moroccan growth cycle on the basis of quarterly GDP at 

chained prices from Q1-07 to Q4-17 calculated by the Bry-Boschan algorithm, the peaks are 

represented by green dots while the dips by red dots. The gray areas represent phases of 

contraction (a trough that follows a peak). 

 

Graph 1: Moroccan growth cycle 

 

This graph highlights four growth cycles, three of which are complete: Q1-2007 / Q1-2009, 

Q2-2009 / Q1-2014, Q2-2014 / Q1-2017 and the fourth, which started in Q2-17, again 

unfinished. The description of these three cycles, illustrated by the following table, highlights 

the following characteristics: 

• The average length of growth cycles is 13.3 trimeters (3.3 years), however this duration 

varies from one cycle to another, ranging from 8 (2 years) to 20 quarters (5 years). 

• The recovery phases are spread over longer periods than those of slowdown: 

• The recovery phases are spread over an average duration of 8.67 quarters. The longest 

recovery phase extends over a period of 15 quarters, the period from Q2-2009 to Q4-2012. 

 

Unlike the recovery phases, the duration of which differs from one cycle to the next, the 

slowdown phases extend, almost, over the same duration (4 to 5 quarters). 

 

-0.035

-0.025

-0.015

-0.005

0.005

0.015

0.025

0.035

T
1-
0
7

T
2-
0
7

T
3-
0
7

T
4
-0
7

T
1-
0
8

T
2-
0
8

T
3-
0
8

T
4
-0
8

T
1-
0
9

T
2-
0
9

T
3-
0
9

T
4
-0
9

T
1-
10

T
2-
10

T
3-
10

T
4
-1
0

T
1-
11

T
2-
11

T
3-
11

T
4
-1
1

T
1-
12

T
2-
12

T
3-
12

T
4
-1
2

T
1-
13

T
2-
13

T
3-
13

T
4
-1
3

T
1-
14

T
2-
14

T
3-
14

T
4
-1
4

T
1-
15

T
2-
15

T
3-
15

T
4
-1
5

T
1-
16

T
2-
16

T
3-
16

T
4
-1
6

T
1-
17

T
2-
17

T
3-
17

T
4
-1
7



51st International Scientific Conference on Economic and Social Development – Rabat, 26-27 March 2020 

 

503 

Table 1: Dating of growth cycles 

 

The three cycles show the impact of cyclical factors on national growth in the short and medium 

term. 

 

5. SYNCHRONIZATION OF MOROCCO’S GROWTH CYCLES WITH ITS 

PARTNERS  

The study of the synchronization of the economic cycles of Morocco and its main European 

partners will make it possible to assess the degree of correlation of these cycles and to 

understand the mechanisms of transmission of the cyclical stocks which shake the economies 

of these partners to the Moroccan economy. The growth cycles are obtained using the Hodrick-

Prescott filter.  

 

Graph 2: Evolution of the GDP growth cycle 

 

Cycle Pics Recovery phase 

Hollow-pic 

Deceleration phase 

Pic-hollow 

Growth cycles 

Hollow-Hollow 

T1-07/T1-09 T1-08 4 4 8 

T2-09/T1-14 T4-12 15 5 20 
T2-14/T1-17 T4-15 7 5 12 

Average 
 

8,7 4, 7 13,3 
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The economic growth cycle in Morocco shows, compared to its main partners, the following 

characteristics: 

• Greater volatility of the cycle and its phases; 

• A correspondence with the phases of the growth cycle of the European partners over two 

periods (T1-07 / T1-11), (T2-14 / T4-15) and two decoupling periods of (T2-11 / T1-14) 

and (T1-16 / T1-17). 

 

The findings from the previous graph are corroborated by the concordance index which 

measures the degree of correspondence between Morocco’s growth cycles with its main 

European partners and between the latter’s economic cycles. The following three tables 

represent the value of this index for the entire period 2007-2017 and for two sub-periods 2007-

2010 and 2011-2017. 

 

Table 2: Degree of synchronization of economic cycles (Harding and Pagan index of 

concordance) 
Partners periods Morocco France Spain 

France 

2007-2017 0,58 - - 

2007-2010 0,94 - - 

2011-2017 0,37 - - 

Spain 

2007-2017 0,60 0,79 - 

2007-2010 0,88 0,94 - 

2011-2017 0,44 0,70 - 

E.U 

2007-2017 0,60 0,88 0,91 

2007-2010 0,94 1.00 0,94 

2011-2017 0,41 0,81 0,89 

 

For the period 2007-2010, we see that there was an average degree of agreement of around 60% 

between the growth cycle of the Moroccan economy and those of the economic growth of the 

EU, France and Spain. This synchronization, stronger during the 2007-2010 period (88% to 

94%), fell to a remarkably low level (37% to 44%) during the 2011-2017 period. The index also 

shows that, during the period 2011-2017, the Moroccan economic cycle registers a more 

important agreement with the growth cycle of the Spanish economy than that of the French 

economy (44% against 37%), unlike the 2007-2010 period when this agreement was greater 

with the cycle of the French economy than with the cycle of the Spanish economy (94% against 

88%). 

 

6. CONCLUSION  

The previous analysis shows that the Moroccan growth cycle has shown, since 2011, a less 

pronounced synchronization with that of its main European partners: 0.37 to 0.44 during the 

period 2011-2017, against 0.88 to 0.94 over the 2007-2010 period. This dropout is attributed, 

essentially, to the resilience of the Moroccan economy in the face of the financial and economic 

crisis that struck the Kingdom’s first economic partner in 2008 and had a heavy impact on its 

economy. The resilience factors of the Moroccan economy are mainly the following: 

• Increased product diversification which has enabled the emergence of new high-growth and 

technology-intensive professions, such as the automobile, whose share in exports doubled 

between 2007 and 2017, from 12 to 24% . This productive dynamic was accompanied by a 

diversification of business partners. The EU remains, of course, the main destination for 

Moroccan exports; however, its share continues to decline in favor of new markets. For 

example, exports to Africa doubled between 2007 and 2017 (from 5% to 10%). 



51st International Scientific Conference on Economic and Social Development – Rabat, 26-27 March 2020 

 

505 

• The conduct of a counter-cyclical macroeconomic policy, supporting domestic demand, has 

helped to mitigate the effects of the financial crisis. Thus, the Moroccan economy registered 

an upward growth trend which reached 4% during the 2008-2016 period, a growth level 

exceeding that of the main competitors in the MENA region. 
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ABSTRACT 

In the article, the author considers scientific approaches to understanding risk. Risk is an 

uncertainty that is rooted in the very structure of the world's existence. Risk becomes an 

inevitability. Scientists distinguish three approaches to the nature of risk: objective, subjective, 

and objective-subjective. According to the concept of objective risk, the uncertainty and 

instability inherent in this world constantly generate risk and are the natural cause of risk. The 

concept of subjective risk relates risk exclusively to the decision-maker, their values, and their 

physiological and psychological capabilities. Risk can only occur where there is a specific 

action or activity of a person who can predict future situations. In the concept of objective-

subjective risk, the latter is considered as a combined phenomenon. The author of the article 

develops the idea of the objective-subjective nature of risk, according to which the risk is not 

always manageable and «normalized». «Normalization» of risk has the property of constancy. 

Because of this, often a person can not quite adequately assess how risky a particular life 

strategy is. The risk becomes habitualized. The author provides this idea with the results of an 

empirical study on the example of consumer practices and health-saving practices. The risk of 

consumer practices is determined by factors such as gender, age, education, status, and income. 

These factors may affect different consumer behavior patterns in different ways. It turned out 

that the least risky group is the middle – income group. When implementing consumer behavior, 

they are guided by their experience, carefully approach both the choice of goods and services, 

and the assessment of their quality. Affluent buyers trust manufacturers, retailers, and the 

primary group's opinion. In traditional consumer practices, lower-income individuals 

demonstrate higher risk strategies. In contrast, high-income individuals are more in risk with 

alternative consumer practices. The practice of health care in the event of onset of symptoms 

were both out risk assessment and habitualization. 

Keywords: risk, uncertainty, risky strategies, consumer behavior, health saving practices, 

income 

 

1. INTRODUCTION 

Risk research has become quite relevant in many scientific sphere at the present time. This is 

due to the fact that structural and functional changes in Russian society increase the dominance 

of social risks. As a result, there is a need for complex interdisciplinary researches of this 
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phenomenon. Increasing scientific interest in the study of risk as a special branch of social 

knowledge is associated with the processes of social and political modernization. Modern 

society is rapidly transforming. Social practices can’t successfully develop into legitimate 

institutions. In this regard, there is a need to manage social risks. In this sense, sociology allows 

us to say that risk management as an activity has its own methodological foundations and it’s 

own conceptual pragmatics. It seems to us that the main task is to systematize and develop an 

integrated approach to determining social risks that affect the life of an individual, the activities 

of an organization, and the functioning of society. Here is important to pay attention to the 

problems of variability and to evaluate possible strategies for social action in the process of 

managing social risks. 

 

2. CHAPTER TWO 

Regarding the theoretical justification of the problem, it’s worth noting that in General, risk as 

a subject of research of scientists appeared relatively recently. The Western founders of the risk 

theory should include А.Giddens (Giddens 2002), N. Luhmann (Luhmann 1991), M.Douglas, 

A.Wildavsky (Douglas, Wildavsky 1982),  D. P. Piscione (Piscione 2014), N. Pidgeon, R. E. 

Kasperson  and P. Slovik (Pidgeon, Kasperson, Slovik 2003),  A. Chavoshian and K. Takeuchi 

(Chavoshian, Takeuchi 2013), R. W. Perry and E. Quarantelli (Perry, Quarantelli 2005) etc. 

Douglas Hubbard (Hubbard 2009) suggests considering the distinction between risk and 

uncertainty. According to G. Bohmann, "the concept of risk has recently made a dizzying career 

in the field of social theory" (Behmann 2010: 27). This is partly due to the fact that the entire 

world community is experiencing a huge destabilization of social systems, whether it’s the 

economy, the social sphere, health care or education. The fact that interest in risk is increasing 

in the scientific community may indicate the processes of changing public consciousness. 

Scientists are interested not only in the nature of the risk, its typology, but also in how the 

potential for risks can be eliminated. In sociology, the research of risk is of interest, since it’s 

necessary to study not just uncertainty, but uncertainty, which is unavoidable as an attribute 

element of natural and social reality. This means that risk as a derivative of uncertainty is 

strengthened in the existence of the world. Risk becomes an inevitability. Risk is present as a 

synonym for being. The ability to manage this uncertainty and inevitability, as well as the 

amount of this uncertainty, is dependent on the decisions of the person, on the moral norms 

adopted when achieving the goals. In this case, we can agree with Y. A. Zubok that " risk is a 

category that reflects, first, the characteristics of the living conditions of social actors in a state 

of transition from a situation of uncertainty to a situation of certainty (or Vice versa); secondly, 

the very activity in these conditions, when there is a reasonable choice when assessing the 

probability of achieving the expected result, failure or deviation from the goal, taking into 

account the existing moral and ethical standards». U. Beck (Beck 2007, 2010, 2015) and K. J. 

Arrow (Arrow 1987, 2011) defined risk through a situation of uncertainty resulting from either 

a lack or an overabundance of information. According to U. Beck (Beck 2007, 2010, 2015), 

society, on the one hand, is highly developed in scientific and technical and economic aspects. 

But on the other hand, individuals are almost completely left to themselves in the matter of 

overcoming fears and insecurities generated by a variety of risk factors. The researched 

problems in the aspect of sociology require a brief analysis of the nature of risk. V. I. Zubkov 

identifies three main approaches to determining the nature of risk: objective, subjective, and 

objective-subjective (Zubkov 2003:68-69). According to the concept of objective risk, the 

uncertainty and instability inherent in this world constantly generate risk and are the natural 

(genetic) cause of risk. The concept of subjective risk relates risk exclusively to the decision-

maker, their values, and their physiological and psychological capabilities. Risk can only occur 

where there is a specific action or activity of a person who can predict future situations. In the 

concept of objective-subjective risk, the latter is considered as a combined phenomenon. 

https://context.reverso.net/%D0%BF%D0%B5%D1%80%D0%B5%D0%B2%D0%BE%D0%B4/%D0%B0%D0%BD%D0%B3%D0%BB%D0%B8%D0%B9%D1%81%D0%BA%D0%B8%D0%B9-%D1%80%D1%83%D1%81%D1%81%D0%BA%D0%B8%D0%B9/the+researched
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According to N. Luhmann (Luhmann 1991), risk is subjective, since it’s always associated with 

the choice of certain alternatives and the calculation of the probability of their result. At the 

same time, the amount of risk is objective, since it is a form of qualitative and quantitative 

expression of real uncertainty as an essential characteristic of the world around us and its 

elements. Thus, speaking about the nature of risk, we can assume that it has an objective-

subjective nature. This means that, on the one hand, risks can be "transparent for observation". 

But, on the other hand, they can’t be completely controlled and controlled, since the subjective 

factor is included. As a result, we can agree with the opinion of K. Lau that "behind the risk 

there are always previously unknown and unrecoverable completely complex structures of 

reality" (Ustyantsev 2006: 35). So, from the point of view of sociology, risk, due to it’s 

objective-subjective nature, isn’t always manageable. When studying the problem of risk, it’s 

necessary to pay attention to such a factor as" normalization " of risk. This is about changing 

the perception of risk. It becomes, though still a complex phenomenon, but at the same time 

commonplace. The line between crisis and everyday, normal life dissolves. There is a 

"normalization" of risk. From this point of view," normalization "of risk is essentially 

equivalent to"normalization". One of the remarkable statements of P. Sztompka (Sztompka 

2000) is that when we are talking about an economic, political, environmental, social crisis, we 

are increasingly referring to a durable, long-term, permanent, chronic situation. Increasingly, 

the crisis is seen as something normal, typical, and we would even be surprised if such a crisis 

suddenly disappeared. Zygmunt Bauman (Bauman 2001) associates "normalization" of risk 

with the fate of a person. In his opinion, unreliability is a widespread feature of modern 

conditions. It’s a cumulative experience of uncertainty about a person's position, rights, and 

availability of means of livelihood, uncertainty about continuity and future stability, and 

insecurity for a person's physical body, personality, and their continuities – property, social 

environment, and community. The scientist develops the idea that nowadays riskiness is not a 

matter of choice, because it is the very fate. Risk acquires a state of "normalization" due to the 

fact that it has become permanent in modern society. Immanuel Wallerstein (Wallerstein 2001) 

convincingly points out that we live in a universe of uncertainty, the only greatest advantage of 

which is the constancy of this uncertainty. This constancy arises from the fact that risk turns 

out to be the reverse side, the shadow of any action, that is, an element of human existence 

itself. The concept of "habitus" introduced by P. Bourdieu (Bourdieu 1998), defined as a set of 

social relations, a system of individual attitudes, and orientations, is essential for understanding 

the "normalization" of risk. Habitus allows explaining the riskological behavior of an 

individual. The process of social construction of reality according to P. Berger and T. Lukman 

(Berger Luckmann 1995) is also important, including in relation to risk-taking behavior. It’s 

worth noting that in order to reduce the" normalization " of risk, it’s important to form a strategy 

of goal-oriented behavior (Weber 1990), according to which the meaningfulness of social action 

is at the forefront. This is a kind of activist model of social action that excludes simple 

replication of social norms. Weber's theory of social action encourages us to think about what 

we prefer in a particular situation, in relationships with people, in life, including in a situation 

of risk. Let's sum up the interim results. In sociology, risk is understood as uncertainty that has 

an objective-subjective nature. We have little control over risk, so it’s difficult to manage it. 

But at the same time, it should be noted that in society there is a "normalization" of risk, which 

has the property of constancy. Because of this, often a person can’t quite adequately assess how 

risky a particular life strategy is. We will illustrate this postulate with empirical examples. 

 

3. CHAPTER THREE 

In sociology, the risks of consumer behavior are actively investigated. Here is an example of a 

consumer study presented by O. V. Tkachenko (Tkachenko 2017). The authors presents the 

results of a sociological study "Consumer behavior of the population of Volgograd in the 
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situation of choosing and purchasing pharmaceutical products and services". The sample is 

multi-stage: zoned, random mechanical, quota, statistical error doesn’t exceed 4.1% (N=614). 

The authors believes that 89.1% of consumers constantly face current and potential risks. At 

the same time, there are three types of consumer positions in relation to danger and risk. The 

first position is the lack of understanding of the potential danger and negative consequences of 

their actions, which lead to the loss of human potential components. It’s detected by 8.2% of 

respondents. The second position is expressed in the recognition of certain risks by consumers 

and in an active position only if a large amount of money is lost. 47.9% of respondents were 

identified here. The third position is typical for 43.8% of consumers who understand the 

potential danger, are concerned about their well-being, have a negative experience of risk 

situations, don’t want to risk their physical condition and financial well-being, and are guided 

by an active consumer position. As you can see, about 90% assess their life in the context of 

emerging risks. This confirms the idea of persistent risk. 8.2% and 47.9% of respondents can 

be attributed to those for whom risks have become a “normal” state. Either they are not at all 

concerned about the risks, or they experience inconvenience only financially. Although 43.8 

respondents are more proactive, they still understand the potential danger of risks. Implicit 

"normalization" of risks, one way or another, takes place. Many factors influence the risky 

model of consumer behavior: gender, age, education, status, income. Without considering all 

the factors, we dwell only on a few. As for age, O.V. Tkachenko associates risks in consumer 

behavior with long distribution conditions, lack of commodity consumption, which affected the 

desire of Russians to satisfy only basic needs. The lack of skills of judicious assessment and 

decision making in consumer choice is manifested in the inability of a number of categories of 

the population to navigate in the relative abundance of goods. The connection between risky 

consumer behavior and the respondent's income is also interesting. It turned out that the least 

risky group is the middle – income group. When implementing consumer behavior, they are 

guided by their experience, carefully approach both the choice of goods and services, and the 

assessment of their quality. Wealthy buyers trust manufacturers, distribution networks, and 

primary group opinion. Low-income buyers display the “high acceptable risk” strategy, since, 

when they evaluate the quality of modern goods and services low, they focus only on price 

when choosing them. In other words, the lower the income, the more risky the consumer 

strategy the respondent uses. However, the authors found another interesting feature that links 

consumer strategies, income levels, and risks. To verify the hypothesis that for a group of 

consumers in alternative consumer practices, the latter are endowed with signs of status, 

prestige, and risk, the author conducted an empirical study in July 2017 in Novosibirsk on the 

topic "Alternative practices of food consumption". The method of in-depth interview based on 

a sample of available cases was used. We note that such studies are practically absent in 

sociology. The task of empirical study of alternative practices of food consumption is seen as 

possible at various levels: quantitative (representative research) and qualitative (focus group, 

in-depth interview, and others). The first of them is a classic representative survey, which aims 

to detect mass forms of consumer behavior and respondents ' opinions about the whole complex 

of the consumer sphere. The second level of research of alternative consumer practices is in an 

in-depth interview, which makes it possible to track individual consumption processes based 

on the analysis of narratively recorded interactions. The description of social interactions in the 

context of consumer practices, of course, will not represent the representativeness of this type 

of behavior, but will allow you to determine the features of alternative consumer practices. 

Alternative consumption practices are associated with a preference for a healthy diet in the form 

of a raw food diet. A healthy diet, a healthy lifestyle is, of course, one of the values. However, 

values can have a contradictory nature and turn into their opposite. Hence the risk. We point 

out that the risk of consumption is due to the fact that supporters of a food system that 

completely excludes the use of any food that has been subjected to temperature treatment, use 
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products that contain pathogenic bacteria, etc. Many vegetables, fruits, and berries may well 

contain traces of fertilizers that are destroyed only by heat treatment. Alternative consumption 

practices as risky (in the above aspect) are directly correlated with income levels. The fact is 

that this group of consumers uses expensive food products, if necessary, orders them in foreign 

countries. According to one of the respondents, "it’s much cheaper to eat regular food than "live 

food". The respondents surveyed by the authors had a high level of income and owned one or 

more businesses. It’s worth noting that according to the typology of social behavior (M. Weber), 

this type of consumer behavior is value-rational. In our view, in this context, it contributes to 

the "normalization" of risk. By correlating with the O.V. study Tkachenko, we can say: in 

traditional consumer practices, lower-income individuals demonstrate higher risk strategies; in 

contrast, high-income individuals are more at risk with alternative consumer practices. As for 

environmental behavior in relation to one's health, the theory of habitualization is clearly visible 

here. We can also cite the results of an empirical study that illustrates health-saving practices 

and habitualized risk in behavior with regard to one's health. We conducted a study of the 

opinion of residents of Novosibirsk. The study was conducted under the author's guidance in 

June 2019 (N=771, of which 399 are women and 372 are men). A questionnaire was used. The 

sample is formed by a three-stage selection of territories. Health-saving practices were tested 

using a series of questions, one of which was the following: "What will You do when symptoms 

appear?". Different answers were offered to this question, which involved contacting 

specialists, self-treatment, and passive refusal of treatment. While self-medication was treated 

not only from the perspective of self-selection of medicines, but also appeal to virtual means of 

obtaining information in case of illness (the Internet). If there is no significant risk, more than 

40% of respondents in both groups choose one of the methods of self-treatment – the 

independent choice of drugs in the pharmacy. It’s significant that 9.8% of women and 13.7% 

of men will turn to the Internet for information. In this case, the virtualization of modern society 

is one of the major health risks. Less than a third of respondents (28.4% and 24.5%, 

respectively) will go to a medical institution, and about one in ten respondents will call a doctor. 

The passive method" I will do nothing " is chosen by 6% of women and 12.6% of men. The 

presented health-saving practices in the event of symptoms of the disease are both risk-based 

and habitualized. At the same time, you can also see respondents with purposeful behavior that 

deliberately reduces the risks of the disease. 

 

4. CONCLUSION 

Sum up. Risk as an object of sociology has a significant interest, since it’s directly related to 

the preservation of the life of the entire social system. Risk can be considered as a measure of 

possible losses in the social system. It’s important to keep in mind that risks are difficult to 

manage, constant, and"normalized". In order to avoid risk, it is important to form a goal-

oriented type (according to M. Weber) of consumer behavior. Empirical research of risks on 

the example of consumer behavior shows that they are predetermined by a set of factors such 

as gender, age, status, education, income level, etc. At the same time, these factors may have 

different effects on different models of consumer behavior. This thesis allows us to suggest that 

by taking risks under control and managing them, we can thereby improve the quality of life as 

a whole. 
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ABSTRACT 

If we start to consider the analysis of financial markets in order to achieve exchange rate gains, 

we usually come across a range of tools and methods that offer different approaches to the 

issue. One of the most widespread and most widely used is technical analysis, which focuses on 

examining historical market data, such as prices and volume, on the basis of which it forms its 

predictions of future price development. A separate group of analytical tools of technical 

analysis are mathematical indicators that process historical market data based on an exact 

mathematical procedure. However, in certain situations there is a conflict between the market 

price of the financial asset and the resulting value of the mathematical indicator. These 

situations are known as divergences. In our article we focused on the issue of divergences in 

order to verify the information ability of divergences in the process of maximizing profits from 

trading on financial markets. The first chapter of our paper is focused on processing the 

theoretical foundations needed for further research in this field. In the second chapter we 

defined the framework of the research itself as selected financial instrument, time frame, kind 

of mathematical indicator and other necessary variables. In the third and last chapters we 

presented and interpreted the obtained values. We believe this article will be a valuable 

contribution in this research area. 

Keywords: divergence, technical indicator, earnings maximizing 

 

1. INTRODUCTION 

If we become interested in the issue of predicting price movements of financial instruments in 

the financial markets, we will come across a wide range of different methods and procedures 

that promise guaranteed functionality. A special group of forecasting tools are the so-called 

technical indicators. The aim of our contribution will be to verify the functionality of the use of 

the RSI and the predicative ability of divergences between the price of the financial instrument 

and this indicator. In the first chapter, we will create a theoretical basis for using the RSI and 

the divergences themselves. In the second chapter we define the necessary variables for testing. 

The third chapter will be devoted to the publication of research results and their interpretation. 

We believe that our contribution will be valuable for further research in the field of technical 

analysis and financial market trading [4,6,7]. 
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2. THEORETICAL FRAMEWORK 

2.1. RSI technical indicator 

RSI or relative power index are classified as oscillators. It is one of the most popular indicators 

of technical analysis. The name relative strength index is a bit misleading because it does not 

compare the relative strength of the two underlying assets, but the intrinsic strength of one asset 

[1,2,3]. 

 

Calculation algorithm: 

1. Calculation of the opening and closing price difference for each one rising candle (U) and 

for the falling candle (D). 

U = CLOSEi – CLOSEi-1 … for each growing candle                                                         (1) 

D = CLOSEi – CLOSEi-1 … for each falling candle                                                           (2) 

2. Calculation of exponential moving averages from U and D values for a selected time period. 

3. RS calculation. 

RS = EMA (U) / EMA (D)                                                                                                   (3) 

4. Quantification of RSI 

RSI = 100 – 100 x (1 / 1 +RS)                                                                                             (4) 

 

RSI is characterized as so-called. the following indicator, which means that the price of the 

financial asset follows. Its value ranges from 0 to 100. A big advantage of this indicator as well 

as most oscillators is that it has the ability to predict potential trend changes. If the value of the 

indicator gets close to its margins, there is a very high probability that the market will be 

correcting the primary trend (moving against the current trend) and the RSI indicator will again 

be closer to the centre of its probability distribution. Most often we can see a graphical form of 

visualization of the RSI, which consists of a line that oscillates between 0 and 100. Significant 

values of RSI are 70 and 30. These values are interpreted as boundaries that indicate a possible 

overbuy or oversold market. The RSI oscillator tries to indicate potential inflection points of 

changes in the price development of the financial instrument. It is also important to note that 

exceeding the reference level towards the RSI mean is always considered as a strong signal of 

potential trend change [1,8,11]. 

 

Figure 1: Graphical representation of the RSI 

Source: Own processing 

2.2. Divergences 

Divergence belongs to the technical types of market inputs derived from the indicator. It arises 

when there is a discrepancy between the development of the price of the financial instrument 

and the value of the indicator [5,9,10]. For the purposes of divergence trading we will use the 

RSI (Relative Strength Index) indicator. We know two kinds of divergences, hidden and classic. 

Classical divergence (indicated by a red line in the graph) is a reverse input that indicates a 

possible trend change. The hidden divergence is a trend and tells us the possible continuation 

of the trend (indicated by a blue line in the graph). It is very important to realize that divergence 

as such is only an aid to entry and is based on market structure (S / R levels).  
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For efficient trading of divergences, we will follow the following rules and characteristics: 

• The divergence is only valid after the candle has been closed. 

• The divergence that appears below the zero line on the indicator is always traded as a long 

position. 

• We enter a long position to break through the high candle, where the divergence has been 

confirmed. 

• The divergence that is created above the zero line on the indicator is always traded as a short 

position. 

• We enter the short position to break through the low candle, where the divergence was 

confirmed. 

• If we denote the vertices of the divergence in the graph and the indicator, their lines must 

always have a visible slope. 

 

3. THE FRAMEWORK OF THE RESEARCH 

Our research will be carried out as follows. We will use RSI with a set time period of 5. The 

reason for setting this time period into the indicator calculation is that the indicator with this 

setting can respond more quickly and sharply to the price changes of the financial instrument. 

Divergences between the price of the financial asset and the RSI of period 5 will be searched 

on the US.500 financial asset price chart, which is a CFD derivative of the SP500 futures index 

offered by XTB a.s.. For data collection we chose the time interval of price development of this 

financial instrument from 1.1.2019 to 31.12.2019. The measurement will be carried out on a 

candle price chart of this instrument with a period of one candle formation of 4 hours. We chose 

this interval because we consider it to be adequate for the research and because during the 

calendar year research will also take into account factors such as seasonality, earnings season 

and various other macroeconomic factors. Another reason is that we assume a sufficient 

frequency of individual measurements and thus a certain predicative ability of our results. Our 

aim will be to identify the frequency of divergence outbreaks in the course of the year and to 

check whether they can be considered as an indicator of the inflection point of the price trend 

of the financial instrument.  

 

4. RESULTS 

During the research we obtained the following measured values: 
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Table 1.: Results of measurement 

Number Date Time Price Type UP/DOWN 

Movement 

(points) 

Number of  

H4 candles 

1 7.1.2019 20:05 2553,2 Classic Down 4,5 1 

2 11.1.2019 0:00 2591,4 Classic Down 6,3 1 

3 23.1.2019 16:05 2634,2 Classic UP 765,2 1772 

4 6.2.2019 8:05 2728,1 Classic Down 50 14 

5 8.2.2019 16:05 2693,7 Classic UP 705,7 1699 

6 14.2.2019 8:05 2757,4 Classic Down 29 6 

7 25.2.2019 16:05 2803,9 Classic Down 28,9 13 

8 4.3.2019 0:05 2816,1 Classic Down 94,5 32 

9 12.3.2019 16:05 2794,8 Classic Down 11,4 4 

10 13.3.2019 0:00 2819,2 Classic Down 12,1 6 

11 14.3.2019 8:05 2818,4 Classic Down 11,4 4 

12 15.3.2019 20:00 2829,2 Classic Down 6 1 

13 21.3.2019 12:00 2815,4 Classic UP 49,5 5 

14 25.3.2018 8:00 2797,8 Classic UP 18,5 5 

15 3.4.2019 12:05 2876,1 Classic Down 3,4 1 

16 9.4.2019 0:00 2897,7 Classic Down 20,6 5 

17 1.5.2019 4:05 2956,6 Classic Down 228,2 148 

18 2.5.2019 16:05 2916,8 Classic UP 32,5 7 

19 14.5.2019 4:05 2821,3 Classic UP 72,4 19 

20 29.5.2019 20:05 2780,1 Classic UP 18,2 6 

21 3.6.2019 20:05 2753,7 Classic UP 642,8 1108 

22 11.6.2019 12:05 2905 Classic Down 37,9 12 

23 21.6.2019 20:05 2954,4 Classic Down 40,1 18 

24 27.6.2019 0:05 2925,1 Classic UP 104,7 129 

25 5.7.2019 0:05 3000 Classic Down 37,4 14 

26 22.7.2019 0:05 2976,6 Classic UP 54,8 29 

27 26.7.2019 20:05 3027,6 Classic Down 251,2 37 

28 22.8.2019 0:05 2926,8 Classic Down 9,6 4 

29 23.8.2019 8:05 2932,7 Classic Down 120,2 5 

30 30.8.2019 8:05 2938,7 Classic UP 49,8 8 

31 9.9.2019 12:05 2982,6 Classic Down 25,6 7 

32 13.9.2019 12:05 3012,7 Classic Down 32 3 

33 25.9.2019 12:05 2963,5 Classic UP 30,5 5 

34 3.10.2019 16:05 2904,7 Classic UP 501,5 579 

35 7.10.2019 20:05 2934 Classic Down 52,9 13 

36 15.10.2019 20:05 2994,7 Classic Down 20,8 17 

37 23.10.2019 4:05 2990,5 Hidden UP 406,3 500 

38 29.10.2019 16:00 3034,4 Classic Down 12 5 

39 9.12.2019 16:05 3140,5 Classic Down 24,8 5 

40 13.12.2019 0:00 3180,6 Classic Down 25.3 1 

41 27.12.2019 0:00 3240,4 Classic Down 28,2 12 

Source: Own processing 
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In the period we have chosen, we have identified 40 divergences on the price chart and on the 

basis of the preset RSI. Of which 39 were classic and one hidden divergence. It can be stated 

that, on the basis of established rules, the market reacted to each identified divergence, although 

in some cases only by a few points change. 35% of the identified divergences predicted the 

inflection point and the change of the current short-term downtrend to the uptrend and the 

remaining 65% predicted the change to the downtrend. Based on the analysis of the measured 

values, we found that the divergences that predicted the uptrend identified an inflection point 

followed by an average of 313.91 points change in the predicted direction. On the other hand, 

the divergences that predicted the downtrend identified an inflection point, followed by an 

average of only a 30.9 points price response. We can explain such significantly different results 

by the fact that during the year 2019 there was a strongly established uptrend and inflection 

points on the stock markets, which we identified based on divergences tended to display price 

peaks and bottoms of shorter market corrections. If the divergence predicted an uptrend, it was 

more likely to succeed because the market tended to continue the established trend that 

corresponded to the forecast. Based on the measured data, we can say that the divergence of the 

price development of the financial instrument with the preset RSI can be considered as a solid 

signal of the change in the market trend. However, it is questionable how effective the tool for 

predicting changes in the trend of divergence may be. Although the market has always reacted 

to the identified divergences, but in some cases only minimally, and the price change only a 

few points. On the other hand, in this way we were able to identify 5 inflection points where 

both the primary and secondary trends were unified and the market continued in the long-term 

trend. We cannot answer the question to what extent this method is effective because it depends 

on the specific business rules, money management and risk management of the particular trader. 

 

5. CONCLUSION 

Our paper dealt with the issue of predicting the future development of financial instruments, 

namely the use of divergences as the main prediction tool. The aim of our contribution was 

verify the functionality of the use of the RSI and the predicative ability of divergences between 

the price of the financial instrument and this indicator. In the first chapter, we created a 

theoretical basis for using the RSI and the divergences themselves. In the second chapter we 

defined the necessary variables for testing. The third chapter was devoted to the publication of 

results and their interpretation. We believe that our contribution will be valuable for further 

research in the field of technical analysis and financial market trading. 
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ABSTRACT 

The article is devoted to the analysis of the processes, trends, and directions of global changes 

occurring in the world economy. The retrospective of the development of the theory of crises is 

revealed. Various approaches and theories of crises have been studied. A comparison has 

carried out on the views of various economic schools in analyzing the causes of economic crises 

in the world. The authors collected statistical materials to identify the factors shaping the crisis 

situation in world markets.  The application of the next global crisis in the forthcoming years 

is analyzed. A study was conducted to identify crisis phenomena, to establish the factors, causes 

and consequences of global trade wars. The main directions of the development of crisis 

phenomena in the world are revealed.  The global devaluation processes are analyzed. Possible 

variants of negative scenarios of the American-Chinese contradiction in trade issues are 

predicted. The impact of the expected next global crisis on the Russian economy is estimated. 

Keywords: crisis phenomena, capital flight, trade wars, economic sanctions, devaluation, stock 

market 

 

1. INTRODUCTION 

Recently, the possibility of starting another global crisis has often been discussed. At the same 

time, it is impossible to determine from which region of the world it will begin. The gradual 

devaluation of the currencies of developing countries in 2018 resembles 1998. However, the 

looming crisis will have a deeper bottom, and its effects are expected to be stronger than those 

of previous crises. Thus, three main directions of development of crisis phenomena are formed: 

1. As a result of the economic sanctions launched by the United States, world trade felt an 

imbalance in many spheres. The consequences of this imbalance will affect the balance of 

trade operations, increased protectionism, centrifugal tools, and destabilization of the 

currency and stock markets. This is evidenced by the facts of the development of 

devaluation processes this year. 

2. The confrontation between the USA and China in matters of mutual trade can negatively 

affect the economic performance of both countries. The global economy will suffer 

particularly if this confrontation leads to a decrease in the growth rate of the Chinese 
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economy, which currently ranks first in the world at parity purchasing power ahead of the 

United States (see Table 1). A reduction in consumption from China will entail a decline in 

world trade, especially in the energy supply industries. That can not but be reflected in the 

indicators of Russian-Chinese trade. 

3. Over the past 10 years, the US economy has shown its strength in a quick recovery from 

the 2008 crisis. During this time, US stock indexes have increased significantly. However, 

the main reason for such growth was cheap financial resources in the debt market. This 

year, the US Federal Reserve began a gradual increase in lending rates, which led to a rise 

in the cost of borrowing in the US market. The continuation of this scenario will lead to an 

outflow of money from the stock market and will force the markets to begin a deep 

correction to growth. In this case, along with the US market sales around the world will 

begin. The emerging markets will be the hardest hit. 

 

Table 1: Rating of countries by GDP (PPP) [1] 

№ Country  GDP (USA $) 

1 China 23 300 782 880 353 

2 USA 19 390 604 000 000 

3 India 9 448 658 813 549 

4 Japan 5 562 821 811 765 

5 Germany 4 193 922 741 398 

6 Russia 3 749 283 676 766 

7 Indonesia 3 242 768 575 868 

8 Brazil 3 240 523 597 736 

9 Great Britain 2 896 832 821 061 

10 France 2 871 263 869 539 

 

2. THEORY 

Over the centuries of world economic development, many theories have been developed that 

study crisis phenomena. We will analyze the main economic theories explaining the causes of 

world economic crises. One of the pioneers of the theory of crises was Jean Charles Sismondi. 

According to Sismondi, the cause of the crises was the disproportions in the process of income 

distribution. The main trouble according to the author is the poverty of the majority of the 

population who do not have the opportunity for adequate consumption [2]. The author of 

Capital, Karl Marx, believed that the lack of planning in the development of commodity 

production was to blame. Marx criticized the capitalist system, where, in his opinion, there was 

a contradiction between public and private interests. The cause of the onset of crisis, he called 

the accumulative nature of capital [3]. One of the famous economists of the twentieth century, 

John Maynard Keynes linked the emergence of a crisis in the economy with a reduction in 

aggregate demand in the country. According to Keynes, this phenomenon causes an increase in 

unemployment and leads to a drop in household income. For the first time, Keynes introduced 

the concept of investor expectations, as a psychological component in the theory of crises.  
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The main cause of the crisis, according to the author, is changes in supply and demand and the 

expected decrease in profits [4]. At the same time, such theorists as J. Robinson, J. Hobson 

could not associate crisis phenomena with the capitalist mode of development. They attributed 

the causes of the crisis to overproduction and under consumption. Joan Robinson proposed to 

stimulate consumption in order to avoid the onset of an economic crisis [5]. F. Hayek and L. 

Mises have seen the cause of the crisis in poor management, in disproportions in the 

development of economic sectors, entrepreneurial risks, etc. [6]. Some theorists also linked the 

recurrence of crises with the processes of innovation, the development of scientific and 

technological progress. (J. Schumpeter, E. Hansen). The emergence of new technologies is a 

stimulating factor for economic growth [7]. Along with foreign authors, a lot of works were 

also developed and devoted to the theory of crises by Russian economists. One of the pioneers 

of the Russian scientific school in the field of crises was M.I. Tugan-Baranovsky. The author’s 

main postulates have been developed through studies of industrial crises. His theory was based 

on the analysis of the English economy of the XIX century. He also saw the cause of crises in 

overproduction, in the growth of unemployment and the price policy of capitalism [8]. The 

particular value among the studies of world crises are the “Kondratieff cycles”, which were put 

forward by economist N. D. Kondratyev. He substantiated and proved the existence of long 

cycles of crises [9]. According to this theory, a transition to a more developed level occurs 

every fifty years in the global economy. Kondratyev formulated features of the cycles, while 

also pointing out the existence of upward and downward phases of the wave. Thus, he argued 

the dependence of the economy on periods of return on investment, appreciation or depreciation 

of the cost of capital. The realities of the world economy became proof of Kondratyev's theory, 

and this theory was recognized by the world community [10]. Also among the authors of the 

theory of crises can be noted such scholars as P. Samuelson [11], J. Schumpeter, H. Hansen 

[12], A. S. Pigu [13], J. Hobson; F. Hayek, L. Mises and others. Jevons [14].  The modern 

economists analyzing crisis phenomena, devoting their works to the study of the causes and 

factors of the imbalance of economic systems. We can mention J. Sorros [15], B.Sh. Bernanke 

[16,17], D. Lipton, O. Blanchard [18,19] L. Leuven, F. Valencia, N. Rubini, B. Rietz and others. 

 

3. THE ANALYSIS OF THE PROBLEM, METHODS AND METHODOLOGY 

Let us consider possible scenarios with regard to statistical data in details. In 2018, currencies 

of countries such as Venezuela, Turkey, Argentina, Indonesia, South Africa, Russia, Brazil, 

India, etc. were subject to strong devaluation movement (see table 2). As can be seen from the 

figure, the currency of Venezuela has undergone the greatest devaluation. The main reasons for 

which were the decline in the country's Gross Domestic Product, continuing for several years, 

high inflation, high unemployment, a double exchange rate. Also an important role was played 

by the political situation and unfriendly relations with neighbors, capital outflow and mass 

migration of people to neighboring countries [20]. The reasons for the devaluations in other 

countries also have an economic basis. For example, the Turkish economy at the same time 

with a good growth rate, also had high inflation rates, which in 2018 reached 16% per annum. 

Tensions with the United States reinforced the crisis and led to an outflow of capital. 

 

 

 

 

 

 

Table following on the next page 
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Table 2: TOP-10 of the weak currencies in the last 12 months [21] 

Currency 
currency depreciation against the US dollar,% 

Venezuelan Bolivar 99,996 

Sudanese pound 63,05 

Argentine Peso 53,44 

Turkish lira 46,8 

Angolan Kwanza 41,35 

Liberian Dollar 24,14 

Brazilian real 23,89 

Iranian real 20,84 

Russian ruble 17,99 

South African rand 15,22 

 

The US introduction of measures to increase customs’ duties on some Turkish goods and the 

backlash of the Turkish authorities scared off foreign investors, most of whom were investors 

from the United States. After the sale of Turkish assets by foreign investors, Turkish lira was 

subjected to strong pressure, and, as a result, the central bank had to sharply raise the key rate 

(see Table 3). 

 

Table 3: Key rates of central banks 

 Country Bank Rate Effective date 

Australia Reserve Bank of 

Australia 

1.50 02.08.2016 

Brazil Central Bank of Brazil 6.50 22.03.2018 

Great Britain Bank of England 0.75 02.08.2018 

Denmark National Bank of 

Denmark 

0.05 19.01.2015 

Eurozone European Central Bank 0.00 16.03.2016 

India Reserve Bank of India 6.50 01.08.2018 

Canada Bank of Canada 1.75 24.10.2018 

China People's Bank of China 4.35 24.10.2015 

Mexico  Bank of Mexico 7.75 21.06.2018 

New Zealand Reserve Bank of New 

Zealand 

2.00 11.08.2016 

Russia Central Bank of the 

Russian Federation 

7.50 17.09.2018 

USA Federal Reserve 

System 

<2.25 26.09.2018 

Turkey Central Bank of Turkey 24.00 13.09.2018 

Switzerland National Bank of 

Switzerland 

-0.75 15.01.2015 

Sweden Bank of Sweden -0.50 11.02.2016 

South Africa South African Reserve 

Bank 

6.50 28.03.2018 

Japan Bank of Japan -0.10 03.08.2016 
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The Brazilian real depreciated due to capital flight from developing countries after the 

devaluation of the Turkish lira. The Russian ruble, which is devalued by periodic jumps, suffers 

because of anti-Russian sanctions. Despite the budget surplus, the ruble’s positive trade balance 

this year has depreciated by 18%. Given the increase in anti-Russian sentiment in the world, 

the new US sanctions measures, as well as global crisis factors, do not hope to strengthen the 

Russian currency. In the next few years, the ruble will be under the onslaught of such factors 

as capital flight from developing countries, changes in energy prices, the return of foreign debts 

by Russian banks and enterprises. These factors may lead to an additional devaluation of the 

Russian currency by 10-15%. The confrontation between the United States and China began 

with the arrival of a new president Donald Trump in US power. The President of the United 

States with the aim of fulfilling election promises began a dangerous protectionist policy. The 

main defendant became China. The analysis of the history of relations between these countries 

over the past decade shows that the gap in the trade balance has steadily grown in favor of 

China. The American economy is notable for its use. The US trade deficit is deficient in 2002. 

(see Fig.1). According to data for 2017, the gap between US imports and exports reached $ 800 

billion. The main part of which falls to China (see Table 4). Analyzing the dynamics of the US 

trade deficit with the People's Republic of China, it is necessary to take into account the 

important fact that the main part of this deficit is made up of imports of American products 

produced in China. In the early 2000s, many US companies relocated most of their own 

production to China to reduce costs. The increase in the US deficit in the trade balance with 

China is connected with the quite conscious desire to reduce the cost of production of consumer 

goods as competition intensifies. Placement of production in China was due to cheap labor, low 

environmental requirements, convenient logistic location, availability  of raw materials. Due to 

these factors, China has become a place of international expansion of American corporations 

[22]. China itself was no less interested in developing these relations. The gradual transfer of 

production in the territory of the Middle Kingdom allowed him to gain access to modern 

technologies. At the same time, the centrally managed Chinese economy took on the experience 

of managing companies with market methods. Over the years of non-stop GDP growth and the 

well-being of the population, the Chinese have gained access to new technologies both  

officially - by creating joint ventures, and unofficially - by creating their own industries using 

foreign licensed programs. Over time, high-quality Chinese brands, not inferior to the originals, 

began to crowd out American products around the world, including in the United States. This 

is evidenced by the structure of US imports (see Figure 2). The United States will find it very 

difficult to reduce the trade deficit with threats and blackmail. It is necessary to ascertain the 

fact that the existing deficit in trade relations has much deeper roots and persists for 17 years. 

Thus, the main reason for this deficit is structural imbalances in the trade balance of the 

American economy. The American economy has a high share of the service sector in the 

country's GDP. 

 

 

 

 

 

 

 

Figure following on the next page 
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Figure 1: USA trade deficit 

 

Today, US unemployment is at an all-time low. The desire of the US President to return the 

production of American goods back into the country will not work as quickly as he wishes. 

First, it will require skilled workers, and in conditions of almost full employment, this will lead 

to an increase in wages, as a result of an increase in inflation, and a higher cost of final products. 

As a result, in the medium term, incomes of the population will start to decline, the aggregate 

consumption and sources of investment resources will decrease, which will lead to a decrease 

in economic growth rates. On the other hand, faster growth of public debt will require more and 

more financial means to service the debt. 

 

Table 4: Volume of China's exports to the United States by year 

Years Exports, billion dollars 

2002 104 

2003 120 

2004 160 

2005 205 

2006 240 

2007 270 

2008 280 

2009 215 

2010 280 

2011 298 

2012 310 

2013 312 

2014 345 

2015 360 

2016 350 

2017 380 

 

Secondly, in the financial markets all this will affect the strengthening of the dollar and, over 

time, will lead to a decrease in the export of American products in the world. 
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Figure 2: Trade balance of China and the United States 

 

Therefore, the result of the US-launched trade war will be the deterioration of global indicators. 

The third direction, more precisely the reason for the possible beginning of the crisis, also 

emerges from the two previous ones as a cumulative effect. Equity markets are also subject to 

cyclical development. Recent studies show that economic cycles tend to shrink [23]. Now 

global markets have a trend cycle consisting of a 10-12 year period. Thus, if the world economy 

develops according to the above scenario, then in the next two years the possibility of a severe 

drawdown of developing countries is guaranteed [24]. Another proof of the approaching of a 

possible recession is the flattening of the yield curve in the US, writes Guggenheim Partners 

(see Fig. 3) [25]. Data reflecting the market's views on future economic activity reinforce the 

assumption that the flattening of the bond curve signals the possibility of a recession in the 

United States by early 2020, according to calculations by an asset management company worth 

$ 265 billion. For example, the difference between current indicators of consumer confidence 

and expectations for the future shows that, according to respondents, they will no longer be 

better than current conditions, say strategies [26]. The same opinion is shared by Randy Watts, 

chief investment strategist with investment advisory firm William O'Neil & Company, who 

notes: “I think that there is something that worries the markets, and I think that these are 

concerns about income estimates” [27]. 

 

Figure 3: The dynamics of index S & P 500 [28] 
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4. CONCLUSIONS AND RECOMMENDATIONS 

Taking into considerations all the above mentioned issues, we can make the following 

conclusions. The commenced trade war by the United States, with the participation of the 

European Union and China, will undoubtedly influence the development of the world economy 

negatively. If this scenario continues, the recession in the United States will begin within a year 

and a half or two years. This in turn will lead to a decrease in the growth rates of the economies 

of the leading countries of the world. Undoubtedly, this process will also affect the Russian 

economy. Firstly, the already low economic growth of Russian GDP will decline further due to 

the slowdown in the growth of the global economy; secondly, it will cause cheaper commodities 

(energy, ferrous and non-ferrous metals) and low-grade products that Russia exports. In order 

to get out of the situation, as well as in order to reduce the influence of external factors, Russia 

needs to restore consumer demand. But in the face of a chronic drop in household incomes over 

the past five years, it is virtually impossible to increase consumption. Also, hidden 

unemployment, lack of sources of investment resources, and a decline in investment activity in 

the economy have negative effects. As a result of the author’s own analysis of the article shows, 

the number of small and medium-sized businesses continues to decline. In 2018 alone, the 

number of organizations that ceased their activities in the country exceeded the newly opened 

ones by two times. And the number of activated subjects in the economy fell by 7%. The same 

trend was observed in 2017 [29]. Thus, the decline in entrepreneurial activity states the 

existence of serious structural problems in the Russian economy. The continuation of this 

scenario will lead to the beginning of a recession at the end of 2019 - at the beginning of 2020. 

The current structure of the economy is the main limiting factor for growth. Therefore, without 

revising the constituent elements and the structure of the country's economic system, it is 

impossible to change the existing trend of the Russian market. 
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ABSTRACT 

The implementation of the concept of social responsibility in urban governance, usually called 

as municipal social responsibility (MSR,) is becoming nowadays a challenge and necessity. 

Local governments, as key bearers of smart, sustainable and inclusive development, should be 

role models and leaders of responsible business. MSR is the key tool for supporting sustainable 

competitiveness. Since MSR is a complex and multidimensional concept, the process of its 

implementation differs among cities. Besides, while the impact of implementation of corporate 

social responsibility in the business sector have been elaborated in many scientific research 

studies, the implementation of MSR has been elaborated rarely. The purpose of the paper is to 

point out the importance of implementation of MSR into the internal dimensions of urban 

governance and towards different external stakeholders. The aim of the paper is to analyse the 

contribution of MSR to internal processes and relations with external stakeholders. The paper 

presents the results of the empirical multidimensional analysis of the process of implementation 

of MSR in the city of Pula, Croatia. The research results contribute to better understanding of 

the importance and long-term benefits of implementation of MSR for various stakeholders. 

Keywords: municipal social responsibility, urban governance, sustainable cities, sustainable 

competitiveness, stakeholders  

 

1. INTRODUCTION 

Numerous, complex and long-term effects of the dominant neo-liberal expansionist paradigm 

request the creation and implementation of a more responsible development model which will, 

while streaming towards economic progress, consider the long-term impact on the quality of 

life of different stakeholders, the society at large and the natural surroundings. Cities, with their 

variety of stakeholders, are important agents in addressing those challenges. According to 

OECD (2020), urbanisation continues to grow all over the world, with 70% of global population 

expected to live in cities by 2050. Data from the OECD Metropolitan Database also shows that 

the 327 OECD metropolitan areas above 500,000 inhabitants concentrate 63% of GDP. The 

implementation of the concept of social responsibility in urban governance, usually called as 

municipal social responsibility (MSR), is becoming nowadays a challenge and necessity. Local 

governments, as key bearers of smart, sustainable and inclusive development, should be role 

models and leaders of responsible business. Local governments are responsible for the creation 

of a sound business environment adjusted to sustainability issues. Since MSR is a complex and 

multidimensional concept, the process of implementation differs among cities. While the 

impact of implementation of corporate social responsibility (CSR) have been elaborated in 

many scientific research studies, the impact of MSR have been elaborated rarely. The purpose 

of the paper is to point out the importance of implementation of MSR into the internal 

dimensions of urban governance and towards different external stakeholders. The aim of the 

paper is to analyse the contribution of CSR to internal processes and on relations with external 

stakeholders. The paper presents the results of the empirical multidimensional analysis of the 

process of implementation of CSR in the city of Pula, Croatia.  
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The research results contribute to better understanding of the importance and long-term benefits 

of implementation of MSR for various stakeholders (city's employees, business partners, 

citizens, etc.). 

 

2. MUNICIPAL SOCIAL RESPONSIBILITY 

Cities, as very dynamic economic and social structures, are important stakeholders in the 

process of transition towards a more conscious and responsible way of satisfying needs, i.e. a 

transition from a linear to a circular economy. Those urban challenges were already recognised 

in the document “Our common future” which has invited city governments to promote 

sustainable local production and consumption, direct local participation, etc. (WCED, 1987) 

ICLEI – Local Governments for Sustainability, as a global network committed to sustainable 

urban development, was founded in 1990. Now it is active in more than one hundred countries 

and supports more than 1,750 local and regional governments towards urban sustainability, i.e. 

climate-change adaptation, nature-based, equitable, resilient and circular development (ICLEI, 

2019). The role of local governments in implementing sustainable development (SD) was 

confirmed in the subsequent document Agenda 21, adopted, as a non-binding action plan, at the 

UN Conference on Environment and Development held in Rio de Janeiro, Brazil in 

1992 (UNCED, 1992), as well as in all following documents (RIO+10, RIO+20, etc.). The latest 

document, Agenda 2030 for Sustainable Development, sets out a 15-year plan to achieve17 

Sustainable Development Goals (SDGs). SDG 11 “Make cities and human settlements 

inclusive, safe, resilient and sustainable” is directly related to local governments. Local 

authorities are invited on local actions by implementing the needed transitions in the policies, 

budgets, institutions and regulatory frameworks. (UN, 2015) OECD estimates that, beyond 

SDG 11, an estimated 65% of the 169 targets behind the 17 SDGs will not be reached without 

engagement of local and regional governments (OECD, 2020). From the European perspective, 

it is important to mention, inter alia,  the European Sustainable Cities and Towns Campaign, 

which was initiated by the Aalborg Charter in 1994 aimed to support cities all over Europe to 

become more sustainable. It was followed by the Basque Declaration from 2016, which invites 

local leaders to find innovative ways to collaborate with the civil society in order to meet 

sustainability challenges and increase the well-being of its citizens. Until February 2020, it was 

endorsed by 514 cities and regions, 171 organisations and 207 individuals. (sustainablecities.eu, 

2020) Local governments in EU were invited to implement, in collaboration with relevant 

stakeholders, the Strategy Europe 2020: A strategy for smart, sustainable and inclusive growth 

(EC, 2010). In the context of the Strategy, smart cities are initiators of sustainable technological 

economic growth; sustainable cities are committed to environmental protection through 

sustainable production, sustainable consumption, energy efficiency and renewable sources; and 

inclusive cities are committed to social integration, justice, fair relations, poverty elimination, 

respect of human rights and dignity. The implementation of sustainable development into the 

business practice is usually called as corporate social responsibility (CSR). The concept is 

usually related to responsible relations of companies towards their internal and external 

stakeholders. CSR, as a systematic concept has been developed in the second part of the XX 

century. It has been defined by Howard R. Bowen already in 1953 (Carroll. A.B., 2016). Many 

authors (Carroll, A.B.1979, 1991; Kotler, P. and Lee, N. 2004, et al.) as well as many 

internationals organizations (World Business Council for Sustainable Development, 1998; the 

European Commission, 2006 and 2011, et al.) have recognised companies' responsibility 

toward the society. Therefore, after almost seventy years, there is no one universal definition 

on CSR. The best known is Carroll's, as follows: “Corporate social responsibility encompasses 

the economic, legal, ethical and discretional (philanthropic) expectations that society has of 

organisations at a given point in time”. It was original defined in 1979, while in 1991 Carroll 

presented it in the form of the CSR pyramid (Carroll, A.B., 2016).  

https://sustainablecities.eu/fileadmin/repository/Aalborg_Charter/Aalborg_Charter_English.pdf
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Dahlsrud, A. (2008) has analysed 37 definitions of CSR, proposed by various institutions and 

individual authors. He has concluded that observed definitions were consistently referred to 

five dimension, i.e. environmental, social, economic, stakeholder and voluntariness. He notes 

that CSR definitions are describing a phenomenon, but fail to propose any guidance on how to 

manage the challenges related to its implementation. Social responsibility should not be limited 

only to the corporate sector, but it should be implemented in the public governance as well. The 

paper is focused on the concept of municipal social responsibility (MSR). Local authorities, as 

key carriers of smart, sustainable and inclusive development, should be role models and leaders 

of responsible business. Besides, local governments are responsible for the creation of a sound 

business environment adjusted to sustainability issues. MSR is the key tool for supporting 

sustainable competitiveness, i.e. “the ability of cities to keep growing and developing over time 

while fostering social cohesion and environmental quality” (Carvalho, L. et al., 2014, p. 4, in: 

Van den Berg, L. et al., eds. 2014). Due to MSR is a complex and multidimensional concept, 

the process of implementation differs among cities. Besides, while the impact of CSR in the 

business sector have been elaborated in many scientific research studies, the implementation of 

MSR in urban governance was elaborated rarely. Tetrevova, L. and Jelinkova, M. (2019) 

explain that MSR is related to implementation of activities which municipalities perform within 

the framework of their independent sphere of competence above the legal requirement in five 

socially responsible fields: economic, environmental, ethical, social and philanthropic. Their 

research, applied in 25 statutory cities in the Czech Republic, has shown a high intensity of 

MSR activities in the field of economic (97%), social (96%) and environmental responsibility 

(93%), followed by philanthropic responsibility (71%), while lowest intensity was related to 

ethical responsibility (31%). One important element of MSR is transparent reporting on 

sustainability issues to all interested stakeholders. García-Sánchez et al. (2013) have detect 

three main factors which encourage or limit sustainability reporting: municipal context, internal 

features of public entities and political factors. They recognised the need for national policies, 

laws or recommendations which will generate similar levels of transparency among local 

governments in order to avoid social dilemma, and the accountability process should be focused 

on increasing information about the social and environmental actions and impact of a 

municipality. Croatia has 128 cities, populated by 54% of all inhabitants. The key documents 

related to sustainable urban development are the Strategy of Regional Development of the 

Republic of Croatia 2020 and the forthcoming National Development Strategy of the Republic 

of Croatia 2030. The impact of MSR in Croatia have not been elaborated yet. The paper presents 

the results of the empirical analysis of the impact of MSR in the city of Pula, Croatia. The city 

was chosen as a good practice example considering that MSR has been in the process of 

implementation since 2008, as one of the first cities in the country. 

 

3. EMPIRICAL RESEARCH 

3.1. Research methodology 

The city of Pula, Croatia, is the biggest city of one of the most developed regions in Croatia, 

the Istria County. According to the latest Census (2011), it has 57.460 inhabitants and it is 

ranked eighth in Croatia. In 2019 it was proclaimed as the most successful city in Croatia due 

to the highest average income per capita and a very low share of people at risk of poverty. MSR 

is based on three pillars: electronic business (e-documentation system, e-kindergartners, e- 

invoices, e-consultations, etc.), quality management system and social responsibility. The 

quality management system ISO 9001:2008 was introduced in 2009. In 2014 Pula was the first 

town in Croatia committed to the Ten principles of the UN Global Compact (until August 2019). 

In the same year it has received, as the first city in the world, the certificate IQNet SR 10. A 

documented information security management system ISO 27001:2005 was introduced also in 

2014. All three standards have been connected in the integrated management system.  
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The first Sustainability report (GRI G4) was published in 2014, the second in 2016. From the 

environmental responsibility perspective, the city of Pula was one of the first in Croatia which 

has implemented a bike-sharing system, already in 2015. From the social responsibility 

perspective, the city supports many NGOs, many of them placed in the Community center Rojc. 

The aim of the research was to analyse the impact of MSR to internal processes and relations 

with external stakeholders. The main research hypothesis was that the implementation of MSR 

improves the internal and external business relations. The research has embraced three groups 

of respondents: employees, entrepreneurs and citizens. The research instruments were three 

separate questionnaires for each group. The empirical research was realised in October 2019.  

 

3.2. Research results 

The research results are presented in three parts. The first part is related to opinions of 

employees of the city of Pula regarding the impact of MSR. The second part is related to 

opinions of entrepreneurs operating in the city of Pula concerning the implementation of MSR 

in the urban governance. The third part is related to opinions of citizens living in the city of 

Pula regarding the implementation of MSR. The paper presents selected questions and answers. 

The first section presents the employees' opinions regarding the implementation of MSR in the 

city of Pula. The research instrument was an on-line questionnaire consisting of 27 questions. 

It was sent to all 178 employees of the municipal administration. 35 questionnaires, i.e. 19.7% 

were correctly fulfilled and elaborated. The first group of questions was related to employees’ 

opinions on sustainable development and MSR and the impact of their implementation in urban 

governance. The first question was related to respondents’ knowledge about the concepts of SD 

and CSR. The majority of them, i.e. 91.4% confirmed their acquaintance with both concepts. 

When asked about the implementation of MSR, more than a half of them (57.1%) were 

acquainted with it and able to give at least one example of implementation, while 40.0% of 

respondents were acquainted, but they were not able to mention neither one example. The 

proposed examples were related to norms linked on MSR (e.g. IQNet SR-10, ISO norms), the 

Code of Ethics, collaboration with NGOs, volunteering as one of the criteria for the city 

scholarship; electronic office, etc. The majority of employees (i.e. 80.0% of them) are 

acquainted about a person or department responsible for MSR. Then, respondents were asked 

to estimate if the decision making process in the city of Pula considers, in a systematic and 

documented way, the impact on the economy, the environment and the society. The majority 

of respondents, i.e. 57.1% confirmed that, while 40.0 % consider the impact is being evaluated 

in an insufficient way. The second group of questions was related to the employees’ opinions 

regarding the implementation of MSR in the city of Pula. The statements were based on Ten 

principles of UN Global Compact. The arithmetic mean of all answer was 4.24, which indicates 

that employees consider the implementation of MSR in the city of Pula as very successful. The 

results are presented in the Table 1. 

 

 

 

 

 

 

Table following on the next page 
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Table 1: Implementation of MSR in the City of Pula - Employees’ Opinion 

STATEMENT N 1 2 3 4 5 
Ar. 

mean 

St. 

dev. 
Var. 

Respect of human rights is regulated in official documents. 35 0 0 4 10 21 4.49 0.70 0.49 

The city government supports the respect of internationally 
proclaimed human rights and systematically and consistently 
operates against human rights abuse. 

35 0 1 3 10 21 4.46 0.78 0.61 

The city government operates in transparent way and enables 

independent control of its activities as well as the related 
activities of its key business partners. 

35 0 1 2 15 17 4.37 0.73 0.53 

The city government takes care about health and safety issues, 
committed to creation of high-quality working environment. 

35 0 0 3 16 16 4.37 0.65 0.42 

The city government is continually committed to creation of an 
inclusive and supporting environment for each individual and 
on elimination of any form of discrimination of its employees 

and other stakeholders. 

35 0 2 3 16 14 4.20 0.83 0.69 

The city systematically implements permanent education and 
cares for continuous personnel development. 

35 1 3 4 16 11 3.94 1.03 1.06 

The city has a formal system of evaluation of working 
productivity which is directly connected to a reward system in 
order to ensure better financial and other rights of its 

employees above the minimum legal requirements. 

35 2 7 6 13 7 3.46 1.20 1.43 

The city implements fair and responsible employment policy, 
respects their diversity and gives equal possibilities for all. 

35 1 2 3 16 13 4.09 0.98 0.96 

The city supports a precautionary approach to environmental 
challenges. 

35 0 0 3 15 17 4.40 0.65 0.42 

The city continuously undertakes initiatives to promote greater 
environmental responsibility. 

35 0 1 2 16 16 4.34 0.73 0.53 

The city consciously and proactively promotes energy 
efficiency and renewable energy sources. 

35 0 0 2 14 19 4.49 0.61 0.34 

The city of Pula supports its employees and all citizens in 
waste reduction, recycling and proper disposal. 

35 0 1 3 14 17 4.34 0.76 0.58 

The city of Pula supports preservation of natural resource and 
biodiversity protection. 35 0 1 3 15 16 4.31 0.76 0.7 

All employees are acquainted with the Ethical code. 35 0 0 3 19 13 4.29 0.62 0.39 

Corruption and nepotism in public procurement, new 
employment, asset management, sponsorships, donations and 

incur entertainment are not allowed. 

35 1 1 4 16 13 4.11 0.63 0.87 

The city operates against corruption and public procurement 
and all similar affairs are based on fair competition. 35 1 0 4 17 13 4.17 0.86 0.73 

Source: Authors’ research 

 

The respondents were mostly satisfied with the respect of human rights (4.49; 4.46) and the 

commitment to environmental protection, i.e. precautionary approach to environmental 

challenges (4.40); continuous initiatives related to promotion of environmental responsibility 

(4.34); conscious and proactive promotion of energy efficiency and renewable energy sources 

(4.49) and supporting employees and all citizens in waste reduction, recycling and proper 

disposal minimization of waste and recycling (4.34). The lowest level of satisfaction was related 

to the formal system of evaluation of working productivity (3.46), the systematic 

implementation of permanent education (3.94) and implementation of fair and responsible 

employment policy, which respects diversity and gives equal possibilities for all (4.09). The 

results are presented in the Table 1. The second section presents the opinions of entrepreneurs 

operating in the city of Pula regarding the implementation of MSR. The research instrument 

was a questionnaire consisting of 20 questions. According to the Croatian Chamber of 

Economy, in 2018 there were 2.760 active entrepreneurs in the city of Pula. The sample was 

defined on 338 enterprises. It was structured by the core business activity of each company, 

regarding the National Classification of Activities (NCA, 2007). The questionnaires were sent 

by e-mail. 33 questionnaires, i.e. 9.76% were correctly fulfilled and elaborated.  



51st International Scientific Conference on Economic and Social Development – Rabat, 26-27 March 2020 

 

533 

The first group of questions was related to entrepreneurs’ opinions on sustainable development 

and MSR. When asked about their acquaintance with concepts of SD and CSR, 60.6% of 

respondents were acquainted with both concepts, 18.2% have just heard about them, while 

12.1% were acquainted only with the term SD and 6.1% only with the term CSR. Only 3% of 

respondents have never heard for the proposed concepts. In the next, multiple-choice question, 

respondents were asked to illustrate their understanding of CSR. The most frequent answer was 

related to environmental protection (66.0%), followed by social responsibility (57.6%), 

economic development (45.5%), economic growth (39.4%), etc. In the next questions the 

respondents were invited to estimate the level of implementation of CSR in their business 

practice and in the city administration. As it is shown in Table 2, entrepreneurs considered 

themselves more committed to CSR, compared to their perception of its implementation in the 

city of Pula. 

 

Table 2: Entrepreneurs' opinions related to implementation of CSR into their business 

practice and in the urban governance of Pula (in %) 
Answers Self-

evaluation 

Implementation in the city 

of Pula 

The business practice is entirely adjusted to CSR principles 21.2 12.1 

The business practice in partially adjusted to CSR principles 72.7 81.8 

The business practice in not adjusted to CSR principles 6.1 6.1 

Total 100.0 100.0 

Source: Authors’ research 

 

The last question in this group was related to the respondents' opinion on the importance of 

implementation of MSR. For almost one third of them (30.3%), it is considered as very 

important, for 60.6% of them it is considered as important while only for 9.1% it considered as 

not important. The second group of questions was related to the entrepreneurs’ opinions 

regarding the implementation of MSR in the city of Pula. The respondents were invited to 

evaluate eleven statements based on five pillars of CSR, i.e. economic, environmental, ethical, 

social and philanthropic responsibility, as proposed by Tetrevova,L. and Jelinkova, M. (2019). 

The results are presented in the Table 3. 

 

 

 

 

 

 

 

 

 

 

 

 

Table following on the next page 

 

 

 

 

 

 

 



51st International Scientific Conference on Economic and Social Development – Rabat, 26-27 March 2020 

 

534 

Table 3: Entrepreneurs' opinion regarding the implementation of MSR in the city of Pula 

STATEMENT N 1 2 3 4 5 
Ar. 

mean 

St. 

dev. 
Var. 

The city operates transparently and enables independent 
survey of its operations, as well as of its key business 
partners. 

33 3 12 4 11 3 2.97 1.21 1.47 

The city systematically cares about the quality of public 
services and creates a supporting environment for 
entrepreneurs. 

33 4 13 3 10 3 2.85 1.25 1.57 

The city consciously and proactively operates on 
promoting energy efficiency and renewable energy 
sources. 

33 2 4 3 18 6 3.67 1.11 1.23 

The city operates in order to prevent and decrease 
negative impact on the environment, stimulating 
entrepreneurs to follow its example. 

33 3 5 2 18 5 3.52 1.20 1.44 

The city. its public companies and institutions educate 
and support their employees for ethical behaviour which 
results with professional relationship towards 
entrepreneurs and citizens. 

33 2 11 4 13 3 3.12 1.67 1.36 

The city respects the principles of public procurement and 
its business policy is focused against corruption in all its 
forms, including extortion and bribery. 

33 8 10 4 8 3 2.64 1.34 1.80 

The city continuously works on creation of inclusive and 
supporting environment for each individual, company and 
organisation and operates on prevention of any form of 
discrimination. 

33 2 4 4 20 3 3.55 1.03 1.07 

Due to transparent employment process, care about its 
employees during the employment and redundancy 
process the city gives a positive example to entrepreneurs. 

33 6 8 5 11 3 2.91 1.31 1.71 

The city. by offering appropriate social services 
(kindergartens. retiring homes, etc.) creates supporting 
business environment for launching new entrepreneurial 
ventures. 

33 6 12 1 12 2 2.76 1.30 1.69 

The city has a  good collaboration with NGOs and 
actively participate in projects aimed to wellbeing of its 
citizens. 

33 0 1 5 22 5 3.94 0.66 0.43 

The city, by allocation of funds to donations, 
sponsorships and other financial incentives, supports the 
realisation of civil society’s and educational institutions' 
projects as the base for a prosperous society. 

33 1 2 5 20 5 3.79 0.89 0.80 

Source: Authors’ research 

 

The arithmetic mean of all answers was 3. 25. The research has shown that entrepreneurs 

considered that the city administration is most successful in implementation of the philanthropic 

responsibility (3.94;3.79), followed by environmental responsibility (3.67; 3.52), social 

responsibility (3.12; 2.91), while they expect more activities related to economic (2.76; 2.85) 

and ethical responsibility (3.55; 3.12; 2.97; 2.64). The entrepreneurs expected more transparent 

business operations and employment, more responsible public procurement, better public and 

social services and a more supporting business environment. The third section presents the 

opinions of citizens living in the city of Pula regarding the implementation of MSR. The 

research instrument was a questionnaire consisting of 23 questions. Data were collected by an 

on-line survey. The questionnaire was fulfilled by 85 adults. The first group of questions was 

related to citizens’ opinions on sustainable development and MSR. When asked about their 

acquaintance with the concepts of SD and CSR, 98.8% of respondents have heard about at least 

one of them. Precisely, 47.1% confirmed their acquaintance with both terms, while 34.1% have 

just heard about them. Citizens are more acquainted with the term SD (14.1%), compared to 

CSR (3.5%). In the next question, respondents were asked to explain the term „sustainable 

development“, as a multiple choice question. More than half respondents (57.6%) associate it 

with environmental protection, followed by the mostly cited definition of sustainable 



51st International Scientific Conference on Economic and Social Development – Rabat, 26-27 March 2020 

 

535 

development, i.e.: „Sustainable development seeks to meet the needs and aspirations of the 

present without compromising the ability to meet those of the future.” (WCED, 1987, p.16) 

(49.4%), and, on the third place, with the economic development (42.1%). When asked to 

explain the term CSR, tri-quarters of them (77.6%) identify that with the respect for human 

rights, followed by elimination of any form of discrimination (60%) and environmentally 

responsibility (57.6%). Although this was a very small sample, it can be concluded that citizens 

associate sustainable development primarily to environmental responsibility, while CSR to 

social responsibility. The last question in this group was related to the citizens' opinions 

regarding the importance on implementation of MSR in the city of Pula. Similarly, as previously 

mentioned entrepreneurs’ opinions, a quarter of citizens (25.9%) consider that very important, 

64.7% consider important, while only 9.4% consider MSR as not important. The second group 

of questions was related to the citizens’ opinions regarding the implementation of MSR in the 

city of Pula. The respondents were invited to evaluate fifteen statements which were partially 

based on five pillars of CSR, proposed by Tetrevova,L. and Jelinkova, M. (2019). The 

arithmetic mean of all answer was 3.24.  The citizens were mostly satisfied with the 

environmental responsibility (av. mean 3.52, 3.45, 3.35, 3.34, 3.32) and social responsibility 

(3.40, 3.36, 3.11), while, as it was concluded for entrepreneurs, the citizens expect more 

activities related to economic responsibility (3.25, 3.06, 3.01, 2.92) and ethical responsibility 

(3.36, 3.21, 2.74). The citizens expect more responsible public procurement, higher financial 

responsibility, more transparent business operations and employment, more responsible public 

procurement, better public and social services and better communication with citizens. The 

results are proposed in the Table 4. 
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Table 4: Citizens’ opinions related to implementation of MSR in the city of Pula 

STATEMENT N 1 2 3 4 5 
Ar. 

mean 

St. 

dev. 
Var. 

The city operates cautiously and responsibly with available 
financial resources. 

85 8 22 26 27 2 2.92 1.03 1.05 

The city‘ investment policy in oriented towards its 
development and improvement of the living conditions of 
all its citizens. 

85 8 23 13 38 3 3.06 1.17 1.25 

The city, in comparison to other towns in Croatia and 
considering the overall economic situation in Croatia, 
develops in a proper way. 

85 13 15 9 34 14 3.25 1.34 1.81 

The city operates transparently and respects the rights of its 

citizens to get acquainted with expenditures from the public 
budget. 

85 8 21 21 32 3 3.01 1.07 1.15 

The city respects the principles of public procurement and 
its business policy is focused against corruption in all its 
forms, including extortion and bribery. 

85 16 20 22 24 3 2.74 1.67 1.36 

The city works in order to prevent and correct negative 
impact on the environment. 

85 10 12 13 38 12 3.35 1.23 1.52 

The city continuously promotes and implements 
responsible approaches towards the environment. 

85 11 9 9 37 19 3.52 1.31 1.71 

The city consciously and proactively works on promoting 
and implementing energy efficiency and renewable energy 
sources. 

85 8 12 12 37 16 3.48 1.22 1.49 

The city, its companies and institutions support their 

employees and all citizens towards recycling, waste 
minimization and proper waste disposal. 

85 14 11 9 36 15 3.32 1.36 1.84 

The city supports protection of natural resources and 
biodiversity. 

85 12 13 11 32 17 3.34 1.34 1.80 

The city meets the social needs of its employees as well as 
citizens and visitors. 

85 5 18 8 46 8 3.40 1.10 1.22 

The city. its public companies and institutions educate and 
support their employees for ethical behaviour which results 
with professional relationship towards entrepreneurs and 
citizens. 

85 6 20 16 36 7 3.21 1.13 1.24 

The city has a  good collaboration with NGOs and actively 
participates in projects aimed to wellbeing of its citizens. 85 5 12 15 40 13 3.52 1.10 1.21 

The city continuously works on creation of inclusive and 
supporting environment for each individual, company and 

organisation and operates on prevention of any form of 
discrimination. 

85 5 18 13 39 10 3,36 1,21 1,26 

The City respects opinions and attitudes of its citizens, 
relevant information are reported in a transparent and 
comprehensive way, which results with an image of the 
city as a reliable and desirable place to live. 

85 8 24 11 35 7 3,11 1,86 1,41 

Source: Authors’ research 

 

4. DISCUSSION AND CONCLUSIONS 

MSR is a permanent commitment of local governments to offer public services which will 

increase the quality of life of their citizens and foster sustainable competitiveness through the 

co-creation of a supportive business environment. Since MSR is a complex and 

multidimensional concept, the process of its implementation differs among cities. The aim of 

the empirical research was to analyse the impact of MSR to internal processes and relations 

with external stakeholders in the city of Pula, Croatia. It has embraced three groups of 

respondents: employees, entrepreneurs and citizens. The research has shown that all observed 

stakeholders consider important the local government’s committed to MSR. The research has 

shown a gap in perception on MSR between the observed groups, i.e. employees are much more 

satisfied with the implementation of MSR (A.M. 4.24) then the external stakeholders (A.M. 

3.25 entrepreneurs’ answers and A.M. 3.24 for citizens’ answers).  
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Employees are probably more acquainted to the city's policies, measures and impacts related to 

MSR implementation. Local government should improve the visibility of their activities 

through continuous communication with external stakeholders and through annual 

sustainability reports. The detected less successful areas should be considered as challenges to 

be addressed in a systematic way in the next period. From the employees’ perspective, the 

reward system and the activities related to lifelong learning should be improved. From the 

entrepreneurs’ perspective, the research has shown that they expect more stringent respect of 

principles of public procurement, more efficient anti-corruption measures, better social services 

and a more supporting business environment. From the citizens’ perspective, the research has 

shown that they expect more stringent respect of principles of public procurement, more 

efficient anti-corruption measures and more cautious and more responsible public expenditures. 
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ABSTRACT 

The concept of accounting for the facts of economic life that currently dominates in accounting 

cannot be considered hopelessly outdated. At least, the model of accounting and accounting 

(financial) reporting built on this concept provides information to most stakeholders about 

external verifiable indicators that characterize the financial position of an organization. 

However, it should be recognized that the concept of accounting for the facts of economic life 

no longer meets the needs of the modern market economy, since it does not allow to assess the 

quality and stability of financial indicators. There is no element of foresight in this concept, 

that is, information about what facts of economic life are expected in the future. The market 

approach shifts the focus of accounting from the information needs of owners to a wider circle 

of stakeholders, which requires the presentation of such information about value creation 

processes, on the basis of which it would be possible to optimally distribute capital among all 

participants in market relations and reflect the effects of a combination of external and internal 

factors, providing or negatively affecting the sustainable development of the organization. The 

formation and development of a new concept - the International Concept of Integrated 

Reporting (IIRC) in the development of accounting as an economic science, can be described 

as information support for a business model on the processes of creating value in the short, 

medium and long term. IIRC is based on a new, truly, promising and progressive approach - 

taking into account the transformation of various types of capital in the process of creating 

value over time. Therefore, today, with the involvement of a wide range of specialists, the 

accounting community faces a fundamental task - using integrated thinking (knowledge and 

skills of intellectual capital), to develop a model of accounting (business accounting and 

integrated reporting) in order to provide information to financial capital providers and other 

stakeholders reflecting threshold values of indicators characterizing the sustainable 

development of the business model of creating value over time, taking into account the risks 

associated with efficient use of various types of capital, within which the business model creates 

value. 

Keywords: business model, business accounting, integrated reporting 

 

1. INTRODUCTION  

The scholastic question of whether accounting is an economic science is raised only in Russia. 

We owe the emergence of such a question to the legacy of the command-administrative 

economic system of the Soviet period, when not only accounting, but also economic science, 

in general, was almost completely destroyed. Nevertheless, over the past 20 years, economic 

science in Russia, which has considerable freedom of thinking in propositions, conclusions, and 

proposals, has more than managed to overcome the barriers of instructions and commands 

coming from above.  
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At the same time, accounting as the most conservative science remains at some intermediate 

stage of Russia's economic development. Thus, a certain gap was formed between economic 

theory and accounting as a mechanism that forms an empirical basis for theoretical research. In 

order to bridge this gap, it is necessary to more decisively use institutional theory approaches 

in accounting. In countries with developed market economies, institutional theory has been 

largely accepted in accounting studies as the basis of its methodological structure. More 

specifically, drawing on various Institutional theory strands such as New Institutional theory 

and Old Institutional Economics, complementary with change management theories, a 

complete theoretical framework is formulated. This approach intends to grasp - through a deep 

understanding of institutions, routines and change, both planned and unplanned and to what 

extent accounting change is related to the adoption of Integrated Reporting (Katsikas Е., Rossi 

F.M., Orelli R.L., 2017, p.24). Accounting, operating in the economic categories of institutional 

theory, should give significance to facts, study these facts and provide an impetus for wider and 

more productive research. Accounting science should make clear their understanding and 

interpretation to create a conceptual framework for formulating principles and developing rules 

or other guidelines for their application in a business accounting system that generates 

information for integrated reporting. The International Integrated Reporting Concept (IIRC) 

develops new conceptual approaches in accounting as in economic science, more precisely, 

draws attention to its individual theoretical aspects, confirming that «accounting is not a 

mechanical adherence to a set of rules that a computer can successfully execute, but at the 

highest social science» (Hendricksen, p.78). At the same time, both in IIRC and many scientists 

emphasize «is that IR makes sense only if it is the result of «integrated thinking» developed 

inside the organization—without integrated thinking the process of IR may be little more than 

a marketing activity (Katsikas Е., Rossi F.M., Orelli R.L., 2017, p.7). The fundamental IR 

concepts identified in IIRC are currently at the stage of their adoption and approval, when more 

and more companies around the world recognize the IR hypothesis as a necessary truth, which 

allows to more reliably assess the degree of sustainability and development prospects of the 

organization. Unfortunately, at the moment, South Africa is the only country in which IR is 

mandatory by law (Black Sun - IIRC, 2014, 2015). However, surly, numerous European 

countries have legislation on sustainability reporting. This fact can be described as a serious 

step towards the recognition of integrated reporting. However, to date, the most difficult task 

facing the developers of integrated reporting, in our opinion, is the use of a wide range of non-

financial indicators recommended by IIRC, and their inclusion in the balanced IR system as a 

reserve of the value of certain types of capital (human, client, social etc.). To solve this problem, 

measurement and quantification of non-financial indicators and their integration with financial 

indicators, for example, in an integrated balance sheet, will be required. It is such an integrated 

balance that will be more understandable for most investors. 

 

2. CHAPTER CONCEPT OF BUSINESS ACCOUNTING AND INTEGRATED 

REPORTING 

In the 21st century, global changes in the economy, including those associated with the 

formation of the digital economy, are taking place under the conditions of the traditional system 

of accounting and financial reporting. Moreover, some accounting researchers argue that the 

modern accounting model does not require fundamental changes and is sufficient for practical 

use by professional accountants. The current model of current financial statements does not 

allow its users to reliably assess the quality and sustainability of the financial results of the 

organization’s activities in the future and, as A. Thomas noted, «it is becoming increasingly 

obvious that the price of this inability to assess the sustainability of corporate effectiveness is 

much higher than the financial consequences of ruining an individual corporations. This 

question concerns us all» (Black E., 2009, p. 127).  
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Currently, the world professional community is making serious efforts to modernize accounting 

and its theory. The most successful attempt, in our opinion, is the development of IIRC, aimed 

at creating effective characteristics that describe the economic resources of the organization 

when reflecting accounting objects. This concept can be attributed to the most promising 

direction in the development of accounting theory and is characterized as of great general 

economic importance. Integrated reporting becomes a strategic communication tool for 

integrating various points of view on value creation, offering a new understanding of 

approaches to sustainable development, corporate governance, as well as all types of capital 

(Plotnikov V.S., Plotnikova O.V., 2019). The main content of IIRC can be described as follows. 

Existing approaches to business valuation based on actual reporting indicators are inevitably 

outdated. In the traditional financial statements there is no reflection of such types of capital as 

intellectual capital, client capital, social capital, etc., which significantly reduces the value of 

the business in its assessment. The costs of customer-forming activities, for research 

(innovative) research, social activities are traditionally included in management expenses and 

are recognized as expenses of the period and are charged to the cost of production (works, 

services). Therefore, the primary objective of business accounting should be recognized as the 

capitalization of the listed costs with their subsequent reflection in the structure of the balance 

sheet assets as client capital, intellectual capital, social capital, etc. Capitalization of costs and 

their exclusion from the cost of production only through accounting procedures can ensure the 

profit growth of commercial organizations, which will affect not only the accounting system, 

but also the country's economy. Our proposed concept will require restructuring of both the 

theory and the accounting methodology, at least maintaining the priority of double entry and 

balance. This will increase the prestige of accounting and make it a true economic science. The 

goal of developing a business accounting model and integrated reporting is to provide financial 

capital providers and other stakeholders with information reflecting threshold values of 

indicators characterizing the sustainable development of the business model and the stages of 

its value-creation life cycle over time, taking into account risks associated with the efficient use 

of various types capital within which the business model creates its value. Focusing on financial 

capital providers making decisions on its distribution and use, the integrated report should 

reflect the organization’s business model strategy, which «represents a system of transforming 

resources through its commercial activities into products and results aimed at achieving the 

organization’s strategic goals and creating value over the short, medium and long term» (ISIR, 

2013, p. 4.11). Thus, it is possible to determine the main systemic tasks of business accounting 

in a business model, each of which requires solving related tasks: 

1. information support of the entry system, i.e. systems for assessing the available stock of 

capital for its adequacy for the sustainable development of a business model for creating 

value over time; 

2. information support of actions in the life cycle of converting resources (capital) into a new 

value over time. In essence, this task can be successfully solved in the traditional system of 

financial accounting and reporting; 

3. information support for the outputs of the business model, i.e. information about what 

changes in the cost of various types of capital have occurred or are expected as a result of 

actions to create value in the short, medium and long term. 

 

The solution of these problems requires a shift in emphasis from the professional thinking of 

accountants to the formation of integrated thinking, which not only determines the ability to 

understand the relationship between the various operational and functional units of the 

organization and its capital, it is much wider. Integrated thinking is the ability to combine 

related economic research that explains the processes of value creation over time and their 

importance in ensuring the sustainable development of the organization.  
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At the same time, business accounting should become a mechanism of information support, 

including business analysis, which acts as a motivational element for confirming or making 

decisions of financial capital providers in the allocation of resources necessary to create value 

in the short, medium and long term. Therefore, business accounting is an information system 

of a business model about the processes of creating value and value growth, reflecting the 

measurement of the results of organizations. This system should be based on information on 

the forecast and actual capital stocks needed to finance the value creation processes, expressed 

quantitatively in the form of liabilities that provide financial support for value creation objects 

- economic resources. The result of the functioning of such an information system for reflecting 

actions to transform economic resources and liabilities into facts of economic life (the value of 

earned income) is the creation of an integrated report reflecting the change in all types of capital 

and future prospects. It should be noted that in ISIR, in contrast to the traditional balance sheet 

theory, capital is treated as resources, that is, assets of the organization, and not its liabilities. 

Therefore, the overall goal of classifying capital stocks for accounting is to create an orderly 

capital structure of the organization. Without such a structure, the efficient management of 

capital accounts and their alignment with economic benefits are impossible (Plotnikov V.S., 

Plotnikova O.V., 2019). The results of assessing the possibilities of using various types of 

capital should be interlinked with the objects of creating value in time. In other words, a balance 

should be formed of economic resources (value objects) and obligations (financing of value 

creation processes), ensuring the functioning of the business model of value creation in the 

future. The identification of value objects and the specification of their assessment imply the 

existence of certain criteria, and the criteria themselves depend on the purpose of the 

assessment. The objectives of the assessment are interlinked with the identification of objects 

accounted for as elements of financial capital. In ISIR, financial capital is interpreted as follows: 

«Financial capital is a reserve of funds that: o are available to the organization for use in the 

production of goods or the provision of services; o come through financing (debt, equity 

financing and grants) or are created as a result of operations or investments» (ISIR, 2013, clause 

2.15). This is not an exhaustive list of stock items of financial capital value. However, to speak 

of the category of financial capital as a reserve of funds and, first of all, as a reserve of cash is 

not entirely correct, since their largest amount is used in the process of creating value in the 

short term. The situation is different with cash inflows, which should be used to form a stock 

of the value of other types of capital of the organization in the medium and long term. However, 

the formation of a reserve of funds for these purposes is also impractical. This will mean the 

diversion of funds from circulation. In this case, the reserve of financial capital should be 

included in the integrated reporting as an economic resource, that is, «a right that has the 

potential to create economic benefits» (СFPFS, p.4.14) and reflect this right as part of the 

elements of financial capital in the integrated balance sheet asset. With this approach in mind, 

the main task of business accounting of financial capital can be formulated as follows: 

assessment of the possibility of forming an economic resource of financial capital to form a 

stock of the cost of other types of capital, taking into account the value of these capital for the 

organization and the environment. Regarding production capital, the integrated report should 

explain what types of assets should be included in the business model in order to increase 

operating profit and increase the efficiency of the value creation process over time. The need 

and the possibility of attracting additional production capital should be assessed, linking this to 

the financing scheme, i.e. using financial capital. In addition, an analysis of the diversion of 

production capital from the existing business model is required without prejudice to its 

sustainable development and viability, or during their liquidation. The importance of human 

capital should be confirmed by an analysis of the key skills and experience of employees using 

their abilities to effectively create value. Particular attention should be paid to the ability of 

human capital to form intellectual capital, which is a vital component of the business model of 
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value creation over time. Of course, intellectual capital is very difficult to form completely, 

proceeding only from the possibilities of its own human capital. It is necessary to attract third-

party intellectual capital in the form of patents and patented knowledge, etc. Therefore, the use 

of both human and intellectual capital should be linked to the general financing scheme, i.e. use 

of financial capital. In the same sequence, one can consider other types of capital (natural, 

environmental, social, etc.). The main thing is that the business accounting model reflects the 

economic resources of the organization for the formation of the stock of value of all types of 

capital. At the same time, business accounting should provide information to financial capital 

providers about the sequence of transformation of the right to use cash and other assets into 

stocks of the value of certain types of capital. That is why ISIR, when determining users of 

integrated reporting, emphasizes that «financial capital providers are interested in the value that 

the organization creates for itself. They are also interested in the value that the organization 

creates for others when it affects the organization’s ability to create value for itself or relates to 

the stated purpose of the organization (for example, an explicit social goal) that affects their 

estimates »(ISIR, 2013, p. 2.5). Integrated reporting is the result of integrated thinking that can 

reflect and explain information about the processes of value creation in the short, medium and 

long term. Integrated thinking, in our opinion, not only determines the ability to understand the 

interconnectedness and interdependence between its various operational and functional units 

and capitals, it is much broader. Integrated thinking is the ability to combine related economic 

research, which is able to explain the processes of value creation over time and their 

significance both for the organization and for society as a whole. In this case, we should 

consider the process of institutionalization of integrated thinking, which can bridge the gap 

between economic theory and accounting theory. We would call this process economic art, 

which John N. Keynes defines as «art ... is a system of rules to achieve a given goal» (Keynes, 

1899 [1891], p.27-28, 36; The philosophy of economics. An Anthology, 2012, p. 177). Perhaps 

that is why the content of the integrated report is determined by leading principles designed to 

achieve a balance between financial and non-financial indicators in an integrated balanced 

scorecard, rather than standards. 

 

3. CONSLUSION 

The design of the business accounting model can be represented in the form of several logically 

interconnected stages: 

1. Forecasting the use of various types of capital (individually and collectively) to ensure the 

sustainable development of the organization’s business model with reflection in the 

integrated balance sheet as economic resources (production, human, intellectual, etc.) and 

liabilities (facility financing scheme value creation). 

2. Assessment of the possibility of using available resources and the need to attract outside 

capital, which is reflected in the conversion of economic resources and liabilities into facts 

of economic life (assets and liabilities). 

3. Reflection of actions on the use of resources within the framework of individual business 

models of creating value over time and actions that ensure the increase in the value of 

capital. 

4. Determination of changes in measuring the value of certain types of capital at the output of 

a separate business model. 

5. Consolidation and synthesis over time of information on the creation of value and changes 

in capital in the whole organization with its reflection in the integrated reporting of the 

organization. 

 

The main thing that you need to pay special attention to the developers of the business 

accounting model is to provide financial capital providers with information about the 
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distribution of resources among the objects of the value creation life cycle in time. Therefore, 

at each stage of the life cycle of creating value, key indicators of activity parameters should be 

highlighted, expressed as economic resources and obligations involved in the process of 

creating value in the short, medium and long term. In fact, we are talking about fixing in time 

information about the creation of values throughout the life cycle that forms the value of a 

business model. 
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ABSTRACT 

The Erasmus Mobility Programme is a European project that provides an opportunity for 

higher education students and staff to network and gather professional and social intercultural 

competences. Incoming and outgoing students have an opportunity to attend courses at different 

universities all over the world. The main goals of this research is to explore the challenges and 

benefits for students who have studied in a foreign country. Student feedback is compared to 

feedback provided by officers from international relations units in different countries. The 

Respondents are 32 incoming Erasmus University students from France, Belgium and Albania 

who spent a semester in Croatia, and Croatian outgoing students who participated in Erasmus 

Programme in different European countries (Portugal, Spain, Check Republic, Slovakia). For 

the purposes of this research a questionnaire (IROQ) linked to student experiences was created. 

International relations officers participated in interviews and shared their opinions about the 

advantages and challenges of the Erasmus Programme. Student feedback was analyzed in terms 

motivation and the goals that students tried to accomplish. Student evaluation of the quality of 

the Erasmus Programme was explored. Results showed that students from different countries 

positively evaluated the Erasmus Programme. Programme was very useful for students and that 

their perception of its quality was high, but there were also some additional issues that could 

be improved (such as overlapping classes, financing, ECTS transfer, courses in English 

improvement etc.). These results could be used for planning and creating Erasmus preparatory 

workshops about student challenges and opportunities. Students’ international experiences 

could be valuable information that could be used to create Erasmus mobility. 

Keywords: Erasmus Mobility, Students, Communication 

 

1. INTRODUCTION 

Globalization in education includes many changes in comparison to previous educational 

practice. One of those changes is international student and staff mobility. International student 

mobility is a period of learning abroad with formal and non-formal models of education. The 

main aim of international student mobility programmes is to include young people and adults 

in programmes which will enhance their personal and professional development (European 

Parliament Council, 2006, p.p.8 according to Wells, 2014). According to research (İlter, 2016), 

student participation in the Erasmus Programme has many benefits, such as the development of 

linguistic and cultural competences, broader perception, a higher level to tolerance and a better 

understanding of cultural values. Students who participated in the Erasmus Programme reported 

a higher level of problem-solving competences and development of their communication 

competences. Bryła (2015 a) reported that more than 2/3 of students are generally satisfied with 

international student mobility. Students emphasized that they improved their foreign language 

skills, made international friendships, developed their intercultural awareness and become more 

self-confident. It is interesting that 90% of students with international experience would 

recommend international mobility to their friends and peers.  
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Student satisfaction and academic achievement depends on the elements of and effective 

learning environment within a university. An effective learning environment is an open system 

of variable factors that influence the effectiveness of student learning from the perspective of 

learners, faculty, administrators and professional staff (Appatova and Prats, 2008). Student 

motivation, academic achievement and further career development can be increased by creating 

a learning environment in curricula and extracurricular activities (Vermeulen and Schmidt, 

2008). Communication and interaction are important parts of student exchange programmes 

and not only formal but also informal elements of curriculum can increase student satisfaction 

and achievement. Informal communication and student networking are important parts of the 

internalizations of HE institutions (Leask, 2009). A specific type of student internalization in 

higher education is double degree study. Students with double degree international experience 

considered their international experience as an opportunity to build relationships. This research 

confirmed the importance of having professional relations with partner universities in double 

degree joint programs (Nedelcu and Ulrich, 2014). There are various factors linked to student 

satisfaction with international mobility experience. Individual differences in coping styles is 

one of them. Hill and Iyer (2010) find differences between students with high and low coping 

styles in terms of their satisfaction with their international study abroad experience. Students 

who have a more active coping style feel more satisfied with their international experiences in 

comparison with students with lower coping skills. The Erasmus student experience is 

important not only for study achievement but also for future career development. Students with 

Erasmus mobility experience reported that their international mobility had a positive impact on 

their academic success, personal development, employment and career (Engel, 2010). 

International experience is well recognized by employees and provides a competitive advantage 

to students with international mobility experience compared with students with similar 

qualification without international experience. Students recognize the benefits of international 

experience, such as personal development, growing-up experience, character building and self-

esteem. They emphasize networking as an important part of their private and professional life 

(Ferencz et al, eds., 2013). Bryła (2015 b) reported that alumni students who participated in the 

Erasmus Programme during studding, considered language skills and tertiary education as most 

important factors in their professional career and current job position. The research was 

conducted 4-5 year after their Erasmus mobility experience. Majority of them (nearly 70 %) 

had additional working abroad experience. Approximately 30% think that Erasmus experience 

is highly related to their successful job career. Students choose different counties for their 

international experience for different reasons. There are some economic and education criteria 

that affected students’ decision about their preferred country. International students from 

developed countries consider educational factors as the most important for choosing a country 

for their international mobility, while students from non-developed countries evaluated 

economic and educational factors similarly important in the process of choosing a country for 

their international mobility. The volume of merchandise traded between countries also 

determined their choice, which means that better collaboration between countries facilitated 

student mobility (Wei, 2013). Some Erasmus students with international experience did not 

evaluate the international studying experience as an experience that increased their income and 

social status (Teichler and Janson, 2007), while others reported that the intercultural 

environment of Spain, Portugal, Lithuania, Turkey and Iran increased their professional 

development and concurrency in the competitive labour market (Kumpikaitė et al, 2012). 

According to Teichler (2012), European policies need to ensure more quality and intra-

institutional diversity. The number of students that included in international mobility 

programmes is growing each year. In the middle of last century, the approximate number of 

students that studied abroad was 200,000, while in 2012 this number was more than 2 million 

(Wells, 2014).  
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According to Migration Data Portal (2017), the number of students with no residential visa 

status and international experience in Europe increased up to 5.3 million in 2017. A literature 

review and previous research results encouraged an institutional research team to explore the 

benefits and obstacles facing incoming and outgoing international exchange students in the 

Erasmus Programme at one faculty in Croatia. According to the institutional experience and 

literature review, following main goals of this research were defined as follows: the general 

objective was to explore the opinion of studying abroad for incoming foreign students and 

outgoing students, and specific objectives were to explore motivation, expectations and 

reflections of incoming and outgoing Erasmus students who spent one semester in a foreign 

country. 

 

2. METHODOLOGY 

2.1. Respondents 

The respondents were incoming undergraduate and graduate Erasmus students that spent the 

2018/19 autumn or spring semester at the Faculty of Organization and Informatics in Varaždin 

(FOI) (N=18, F=4, M=14) and outgoing FOI students that spend one semester at Erasmus 

partner universities in Europe (N=14, F=3, M= 11). The majority of students were 21-23 years 

old (N=15 incoming students and N=12 outgoing students), 2 incoming students were 18-21 

years old, and 1 incoming and 2 outgoing were older than 23 years. Croatian students (N=14 

outgoing students) attended lectures during one Erasmus semester at Universities in Slovakia 

(N=9), the Czech Republic (N=3), Portugal (N=1) and Spain (N=1). Incoming Erasmus 

students (N=18 incoming students) arrived at FOI from the foreign following countries: France 

(N=16), Belgium (N=1) and Albania (N=1). Half of Erasmus students (N=16) attended one 

semester during the undergraduate level of study (N=9 incoming and N=7 outgoing) and half 

of them joined the Erasmus Programme during their graduate level of study (N=9 incoming and 

N=7 outgoing). 

 

2.2. Measurement Instruments 

To identify student motives, expectations, and experiences during the Erasmus Programme, the 

questionnaire International Research Office Questioner IROQ was created. This questionnaire 

contains 25 items, some of which included demographic data (5 items), open ended questions 

(8), multiple choice items (5) and Likert scale items (7). Student participation is on a voluntary 

basis, and research was conducted anonymously with a Google Forms Survey. All respondents 

are contacted by international relations officer. 

 

3. RESEARCH RESULTS 

3.1. Students Motivation for Participating in the Erasmus Programme 

Students were asked why they chose certain countries for their Erasmus semester experience. 

The majority of incoming and outgoing students made their choice of country for financial 

reasons. 13 of the 18 incoming students were from West Europe (Belgium and France), the life 

costs in Croatia were acceptable and this was the main reason for choosing Croatia. The 

majority of outgoing Croatian students (N=11) consider the Czech Republic or Slovakia as 

countries that are not too expensive. Other motives of incoming and outgoing students for 

choosing certain countries were culture, faculty curriculum, recommendation from other 

colleagues and other reasons. Students can choose different universities and faculties according 

to the Erasmus agreement of their institution. The reasons why foreign incoming students chose 

the Faculty of Organization and informatics in Varaždin is because this was the only option 

(N=10), curriculum similarities (N=3), other reasons (N=3) and friends (N=2). Reasons why 

Croatian students chose partner faculties in the Czech Republic, Portugal, Spain and Slovakia 

because of similarities of curriculum (N=8), other reasons (N=4) and suggestions from other 
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students (N=2). The general motivation for student participation at the Erasmus Programme is 

very similar in groups of incoming foreign students and outgoing Croatian students. The 

majority of incoming and outgoing Erasmus students participated in the Erasmus Programme 

because of intercultural learning experience, networking, challenges and skills development. 

There are no statistical differences between incoming and outgoing students regarding their 

motives for participating in an Erasmus Programme. (X2=3.75, p>0.05, df = 6) 

 

3.2. Students Expectations before Participating at the Erasmus Programme 

Being part of Erasmus one semester student exchange programme includes individual students’ 

differing expectations regarding a new learning environment. Students that come to Croatia as 

incoming Erasmus students expect that they will be faced with new cultural experiences (N=7), 

improve their language (N=5), meet new people (N=4), have fun (N=5) and other (N=7). 

Outgoing Croatian students expect that the best benefit will be to meet new people (N=5) and 

to be faced with new cultural experiences (N=3). An interesting fact is that some of them have 

no expectations before becoming Erasmus student (N=4) and some have other nonspecific 

expectations (N=6). 

 

3.3. Students Feedback after Erasmus Programme Experience 

Students’ reflections and impressions after completing an Erasmus semester in a foreign 

country illustrated that incoming students had excellent new experience in Croatia (N=9), it 

was a good opportunity for them personally (N=3), for their development (N=2) and for other 

reasons (N=4). For Croatian students Erasmus is an excellent experience (N=7), they think this 

was their best decision (N=2), they would like to recommend Erasmus Programme to other 

students (N=2) and have some other feedback (N=3). The majority of students in both groups 

reported that the application procedure is not too complicated that they could apply without 

problems (N=14 incoming students and N=11 outgoing students). Students reported that they 

had no problem with adjusting to a new environment (Graph 1). They estimated that their 

adjustment to a new environment was much better (N=7 for incoming and N=11 for outgoing 

students) or better (N=6 for incoming and N= 3 for outgoing students) than the average 

adjustment. No one single student reported that their adjustment was below the average.  

 

Graph 1: Adjustment of Incoming (N=18) and Outgoing (N=14) Students to the New Cultural 

Environment 
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Students were asked to estimate how satisfied they were with elements of effective learning 

environment at the host institution at the scale from 1 to 5, while 1 means much worse than 

average and 5 means much better than average (Appatova and Prats, 2008). Incoming students 

(Graph 2) reported that they were very satisfied with faculty support, courses in English, 

individual consultations with professors and staff, extracurricular activities and project 

participation. But, they were not satisfied with the organizational part of their Erasmus 

Programme schedule. The reason are overlapping classes, which does not allow them to attend 

all lectures and seminars. 

 

Graph 2: Incoming Student Satisfaction with the Host Institution’s Learning Environment  

 

Outgoing students (Graph 3) estimated the element of learning environment on a 1-5 scale (from 

1 - much worse until 5 - much better than average). They reported that organization, student 

support, extracurricular activities and project activities at host institutions were much better or 

better than average. Student feedback about the quality of courses delivered in English were 

estimated at mark 3 (average). Results showed that host faculties provide a high quality of study 

for Erasmus students, but there is room for improvement in courses delivered in English. 
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Graph 3: Outgoing Student Satisfaction with the Host Institution’s Learning Environment 

(N=14) 
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Graph 4: Disadvantages of the Erasmus Student Exchange Programme for Foreign Incoming 

Erasmus Students (N=18) 

Legend: X= Disadvantages of the Erasmus Programme; Y= Number of Students 

 

 

Graph 5 Disadvantages of the Erasmus Student Exchange Programme for Croatian Outgoing 

Erasmus Students (N=14) 

Legend: X= Disadvantages of Erasmus Programme; Y= Number of Students 
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abroad. General motivation for participating in the Erasmus Programme in both groups of 

student (incoming and outgoing) were intercultural learning, networking, challenges and skill 

development. Students chose particular countries because of financial reasons (results 

according to previous research done by Wei, 2013), gathering intercultural experience, 

curriculum similarities and recommendations from their peers. This particular University was 

chosen because of similarities in the curriculum of their home institution. Additionally, for 

some incoming foreign students this was the only option. This result can be interpreted in terms 

of a potential need for more Erasmus agreements between different partner institutions across 

Europe. This is valuable information which can be used for to further improve exchange 

programmes and particular events, such as a welcome week, team building etc. According to 

students’ experience, the Erasmus Programme has advantages and benefits, such as networking, 

intercultural learning, new experiences, and going out of their respective comfort zone. Croatian 

students reported disadvantages such as ECTS transfer, documentation and financing. Incoming 

foreign students reported that they felt home sick, they had adjustment problems and financial 

obstacles. The research could be continued during longer period of time, which might ensure a 

clearer picture of advantages and potential problems with Erasmus Programme. Students’ 

suggestions could be used to improve some elements, such as ECTS credit transfer, financing 

and overlapping course schedule. Erasmus students are satisfying with elements of an effective 

learning environment, such as faculty organisation, curriculum, project and extracurricular 

activities in general, but course schedules need to be improved for incoming foreign Erasmus 

students and along with the quality of courses for outgoing Croatian students. Elements of 

effective learning environment are an important factor of student satisfaction and are linked to 

organisational and communicational elements of studding at higher institutions (Appatova and 

Prats, 2008). All incoming and outgoing Erasmus students (100%) will recommend this 

experience to their colleagues (100%), what is according to results of previous research (Bryła, 

2015). Generally, the Erasmus Programme is valuable experience for all participants and 

students, enabling networking, intercultural experience and foreign language competences. 
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ABSTRACT 

Price is one of the most important elements of the marketing mix and an important factor 

influencing customer buying decisions. Price is an important element for customers to evaluate 

the product and its value, but it is not the only element entering the customer's purchasing 

decision. Nowadays, producers or sellers use market segmentation for different charging to 

customers in various segments. This process is used in the mechanism of price fences. Price 

fences are just designed to preserve market segmentation and limit spillover between market 

segments. However, it is very important to choose the right pricing strategy such a way, that 

the customers do not consider set prices as unfair and pricing discrimination. This situation 

can be the reason for complaining, leaving the relationship or switching to a direct competitor. 

In addition, prices perceived as unfair negatively impact demand in the marketplace. In this 

article, we deal with definitions of basic terms, such as price, price fairness, market 

segmentation, which are related to price fences. Then, we focus on the essence of price fences 

and describe their basic types - buyer identification fences, purchase location fences, time of 

purchase fences and purchase quantity fences. The last part of the paper will be focused on real 

examples from practice. We will even point out on extreme example of pricing fence from past 

that could be consider as bad and inappropriate and it can be called as price discrimination. 

Practical examples can help businesses to avoid such pricing behavior that results in price 

discrimination.   

Keywords: Differential pricing, Pricing strategy, Price, Price discrimination, Price fences 

 

1. INTRODUCTION   

According to Peattie (1995), the price can be the primary criterion for market segmentation. It 

is also a key marketing variable, through which a wide range of (not only) marketing goals can 

be achieved. For this reason, an enterprise should set the price level for the customer and 

individual segments very wisely. It must not be the case that the customer will regard the price 

as discriminatory, so it could cause many problems. These statements confirm the importance 

of pricing strategy (Chijioke et al., 2018). Cornerstones of a good revenue management strategy 

are customer segmentation and the implementation of targeted price strategies for each 

segment. Market segments should be kept separate to prevent demand spillover from high 

priced segments to low priced segments and the associated revenue loss.  
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Tools to restrict customer migration across segments are referred to as fences (Zhang & Bell, 

2012). Occasionally, pricing goods and services at different levels across segments is easy 

because customers have obvious characteristics that sellers can use to identify them (Nagle & 

Müller, 2018). Price fences are the least complicated way to charge different prices to reflect 

different levels of value. Unfortunately, while simple to administer, the obvious price fences 

sometimes create resentment and are often too easy for customers to get over whenever there 

is an economic incentive to do so. Thus, finding a fence that will work in a market, where the 

company operates, usually requires some creativity (Krizanova, et al., 2014a; Krizanova et al., 

2014b). For example, many companies segment customers depending on the channel of 

purchase: online store versus retail store. These sellers set one price in the retail store, at the 

same provide discounts to online purchasers. Customers have two options: the first one is that 

they can purchase the product online at lower price with less information and longer processing 

times. The second one, they have to pay the higher price, but can interact with a salesperson to 

gain more information or expedite service (Zhang & Bell, 2012). Many questions surrounding 

fences remain unanswered. These following questions and others are mentioned by Zhang and 

Bell (2012), for example, how to choose segmentation variables to divide the single market into 

multiple submarkets profitably? What is the difference between fencings in the traditional 

marketing sense and fences used for revenue management, or how do marketing managers deal 

with customers switching segments? The paper consists of six chapters: Introduction, Basic 

definitions, Description of price fences, Basic types of price fences, Price fences in the practice 

and Conclusion. In the second chapter Basic definitions we deal with definitions associated 

with price fences – such as price and market segmentation. The third chapter Description of 

price fences focuses on introduction of the mechanism of price fences. In the forth chapter Price 

fences in the practice we provide some examples of real price fences, also that one which can 

be consider as price discrimination.  

 

2. BASIC DEFINITIONS  

Firstly, we have to define the price, one of the most important elements of marketing mix. The 

price is also associated with mechanism of price fences. Price is an important element for 

customers to evaluate the product and its value, but it is not the only element entering the 

customer's purchasing decision. In a narrow sense, the price represents the amount of money 

charged for a particular product (Pajtinkova Bartakova & Gubiniova, 2012). When we talk 

about price from customer´s point of view, it is related with perceptions of price fairness. They 

represent consumer assessments and associated emotions regarding whether the seller's price, 

compared to a comparable other, is reasonable, acceptable, or justifiable. Customers or 

consumers can consider the price is unfair, so they have negative attitude toward to provider, 

what can be a reason of complaining, leaving the relationship or switching to a direct competitor 

(Xia et al., 2004). In addition, prices perceived as unfair negatively impact demand in the 

marketplace (Anderson & Simester, 2008). Other important term, which is closely related to 

price fences, is market segmentation. It is one of the most important tasks in marketing. Market 

segmentation is essential to implement differential pricing, thus to apply price fences 

mechanism. Identifying and describing market subgroups in a way, that guides marketing and 

sales decision-making, makes the marketing and pricing process much more efficient and 

effective (Valaskova et al., 2018). For example, customers who are relatively price insensitive, 

costly to serve, and poorly served by competitors, can be charged more than customers who are 

price sensitive, less costly to serve, and are served well by competitors. At many companies, 

however, segmentation strategy focuses on customer attributes that are not useful for pricing 

decisions or creating customer groupings that do not adequately describe differences in 

purchase motivations among customers (Popp et al., 2018). There exist various types of 

segmentation modelling schemes.  
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Unfortunately, in many cases, segmentations seldom assist pricing decisions, especially for 

setting different prices that maximize profit from different segments. When segmentation is set 

right, only then can a marketer ensure that each different customer subgroup is paying the most 

profitable price that the marketer can charge (Sroka & Szanto, 2018). Once a market 

segmentation structure has been put in place, firms use various conditions and restrictions to 

maintain separation of the price categories. Devices, such as less information, prolonged 

purchase processes, and early purchase and refund penalties, will “fence” customers into 

different market segments and make it difficult or time consuming for them to migrate from 

one market segment to another (Value-based market segmentation, 2016). 

 

3. DESCRIPTION OF PRICE FENCES 

A fence is a device that is designed to preserve market segmentation and limit spillover between 

market segments (Zhang & Bell, 2012); however, most fences are not perfect and allow some 

degree of demand “leakage” from the high-priced market segments to the low-priced segments. 

Imposing appropriate fences is also crucial for the success of revenue management (Zhang et 

al., 2010). Price fences are fixed criteria that customers must meet to quality for a lower price. 

At theaters, museums, and similar venues, price fences are usually based on age (with discounts 

for children under 12 years of age and for seniors) but are sometimes also based on educational 

status (full-time students get discounts), or possession of a coupon from a local paper 

(benefiting locals who know more alternatives). All three types of customers have the same 

needs and cost to serve them, but perceive a different value from the purchase (Nagle & Müller, 

2018). Rags Srinivasan, management professional with extensive experience in product 

strategy, strategic marketing and pricing, claims on his blog following statement about price 

fences: Price fences are as bad as say a fence between two countries. But they do serve the same 

purpose – to keep the two sides apart (Srinivasan, 2013). Price fences are key components of 

segmentation and revenue management. They are designed such that those who can afford and 

willing to pay higher prices are not tempted by the lower priced versions (Srinivasan, 2013). 

Often a buyer´s relative price sensitivity does not depend on anything immediately observable 

or on factors a customer freely reveals. It depends instead on how well informed about 

alternatives a customer is and on the personal values the customer places on the differentiating 

attributes of the seller´s offer (Zhuravleva et al., 2019). In such cases, the classification of 

buyers by segment usually requires an expert salesperson trained in soliciting and evaluating 

the information necessary for segmented pricing (Udell et al., 2019). We suggest that 

management can look at their particular business situation and decide whether or not fencing is 

applicable. If fencing is essential, the manager must consider each of the elements listed in the 

taxonomy and then decide which descriptor best fits the situation. The next step is to choose 

the optimal fencing decisions (that is, price, inventory and cost devoted to fences) and apply 

them to the situation in order to improve the firm's financial results (Ionescu, 2019; Belas et al., 

2018). 

 

4. BASIC TYPES OF PRICE FENCES 

There exist various types of price fences. In next paragraphs, we describe following types: buyer 

identification fences; purchase location fences; time of purchase fences and purchase quantity 

fences. Occasionally, pricing goods and services at different levels across segments is easy 

because customers have obvious characteristics that sellers can use to identify them. In this case 

we talk about buyer identification fences. Barbers charge different prices for short and long hair 

because long hair takes more time to cut. But there exist some exceptions, for example when 

barbers during non-peak hours cut children´s hair at a substantial discount, despite the fact that 

work with children can be more challenging and time-consuming (Nagle & Müller, 2018). To 

customers perceiving different values buy at different locations can be used purchase location 

http://theorybiz.com/the-strategy-and-tactics-of-pricing/value-creation-2/1660-value-based-market-segmentation.html
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fences. This type of price fences is common practice for a wide range of products and is often 

used by dentists, opticians, and other professionals. They have multiple offices in different parts 

of a city, each with a different price schedule reflecting differences in the target clients´ price 

sensitivity. Also, many grocery chains categorize their stores by the intensity of competition 

and charge lower markups in most intense competition areas (Nagle & Müller, 2018; 

Kramarova et al., 2014). Time of purchase fences are used in those situations when customers 

in different market segments purchase at different times. It is possible to segment them for 

pricing by time of purchase. This type of price fences is usually used by theaters segment. They 

segment their markets by offering midday matinees at substantially reduced prices, attracting 

price-sensitive viewers who are not employed during the day at times when the theater has 

ample excess capacity. On the other hand, less price-sensitive evening visitors cannot so easily 

arrange dates or work schedules to take advantage of the cheaper midday ticket prices (Kral et 

al., 2019). The last type is called purchase quantity fences. They are useful in the situation when 

customers in different segments buy different quantities, so they can be segmented for pricing 

with quantity discounts. There are four types of quantity discount tactics: volume discounts, 

order discounts, step discounts, and two-part prices. All are common when dealing with 

differences in price sensitivity, costs, and competition. Customers who buy in large volume are 

usually more price sensitive. They have a larger financial incentive to learn about all 

alternatives and to negotiate the best possible deal (Nagle & Müller, 2018). 

 

5. PRICE FENCES IN THE PRACTICE 

Using the mechanism of price fences we can see in the nineteenth century yet. We talk about 

third-class train travel. Railroad company offered three classes of service – small number of 

super premium first class service; moderately priced second class service and really low priced 

third class service. Operators removed roofs from the third class cars to prevent those who can 

afford second class service from being tempted by the low price of the third class service 

(Trebilcock et al., 2003). This extreme example of pricing fence we can consider as bad and 

inappropriate and it can be called as price discrimination. Price discrimination is designed to 

capture market surplus, which exists when some consumers are willing to pay more than others 

for the same product. The main motivation for firms to implement price discrimination policies 

is the opportunity to reap large financial gains, but such implementation does not come without 

risks (Agrawal & Ferguson, 2007). Despite the risks, various firms implement revenue 

management policies that incorporate third degree price discrimination, whereby firms 

selectively price higher or lower to different groups of consumers (Wirtz & Kimes, 2007; 

Ferguson, 2014). There exist three types of price discrimination, third degree price 

discrimination is situation when a firm charges different prices to different customer segments 

(Kuo et al., 2016). Even schools and colleges offer their students the same education for 

different prices based on their price sensitivities, despite the fact that the official school catalogs 

list just one tuition. Most of the students receive substantial discount called "tuition remission 

scholarships" obtained by revealing personal information on financial-aid applications. By 

evaluating family income and assets, colleges can set tuition for each student that makes 

attendance attractive while still maximizing the school's income (Nagle & Müller, 2018; 

Valaskova et al., 2019). Deal proneness is another form of self-induced buyer identification-

especially through the use of coupons and sales promotions, a frequent tool of consumer 

marketers. Coupons provided by the seller give deal-prone shoppers a way to identify 

themselves. Supermarkets and drug stores put coupons in advertising circulars because people 

who read those ads are part of the segment that compares prices before deciding where to shop. 

Packaged-goods and small appliance manufacturers print coupons and rebate instructions 

directly on the packages, expecting that only price-sensitive shoppers will make the effort to 

clip them out and use them for future purchases (Nagle & Müller, 2018).  
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Colorado ski resorts use purchase location to segment sales of lift tickets. Tickets purchased 

slope side are priced the highest and are bought by the most affluent skiers who stay in the 

slope-side hotels and condos. Tickets are cheaper (approximately 10 percent less) at hotels in 

the nearby town of Dillon, where less affluent skiers stay in cheaper, off-slope accommodations. 

In Denver, tickets can be bought at grocery stores and self-serve gas stations for larger discounts 

(approximately 20 percent less). These discounts attract locals, who know the market well and 

who are generally more price sensitive because the ticket price represents a much higher share 

of the local cost for them to ski (Nagle & Müller, 2018; Poliak et al., 2013). Mechanism of one 

of price fences types is also using by HotelQuest.com, what is documented on their blog. They 

have an opinion, that the company should design and offer such products that combine the hotel 

room with fences. These products must meet the needs of each segment and must be priced 

appropriately. They use following tactic - consider about two different segments: business 

travelers and holiday segment, which are differently sensitive to price. Business travelers are 

not so sensitive to price, value flexibility of cancellation and like to have breakfast included in 

the price, a hotel could offer a free-cancelation breakfast included plan to attract them. Holiday 

segment is very price sensitive, so the hotel may offer a non-refundable no-meals included plan 

at a lower rate. In this case, these are two products targeting different segments where the price 

difference is defendable and justifiable (The role of rate fences in hotel revenue management, 

2017). The whole truth is, that the success of the price differentiation strategy within each 

segment lies in the explanation and justification of each price difference. Potential guests need 

to feel that they are buying different products when they pay different prices. Rate fences in 

hotel revenue management are the elements that create this product differentiation. The essence 

lies in the segmentation of customers into appropriate rate categories based on their needs, 

behavior, or willingness to pay. Especially rate fences are commonly used in the airline and 

hotel industries to force customers into higher-paying or lower-paying groups. Author of the 

article also claims that applying fences on the right way can make business more successful and 

give the companies a competitive edge (The role of rate fences in hotel revenue management, 

2017). 

 

6. CONCLUSION   

Market segmentation is one of the most important tasks in marketing. After identifying 

particular market segments, they should be separate to prevent demand spillover from high 

priced segments to low priced segments, through this way to prevent revenue loss. Tools, which 

serve to restrict customer migration across segments, are called as fences. Customers who are 

relatively price insensitive, costly to serve, and poorly served by competitors, can be charged 

more than customers who are price sensitive, less costly to serve, and are served well by 

competitors. At many companies, however, segmentation strategy focuses on customer 

attributes that are not useful for pricing decisions or creating customer groupings that do not 

adequately describe differences in purchase motivations among customers. On the other hand, 

when segmentation is set right, only then can a marketer ensure that each different customer 

subgroup is paying the most profitable price that the marketer can charge. We suggest that 

management can look at their particular business situation and decide whether or not fencing is 

applicable. If fencing is essential, the manager must consider each of the elements listed in the 

taxonomy and then decide which descriptor best fits the situation. The next step is to choose 

the optimal fencing decisions (that is, price, inventory and cost devoted to fences) and apply 

them to the situation in order to improve the firm's financial results. Market segmentation is 

essential to implement differential pricing, thus to apply price fences mechanism. Company 

should be careful in charging different prices to different segments. Customers can consider 

price as unfair and company get into the problem of price discrimination. Answer on this 

situation can be complaint, leave the relationship with company or switch to a direct competitor. 
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Despite the all of risks, applying fences on the right way can make business more successful 

and give the companies a competitive edge. 
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ABSTRACT 

The importance of marketing in the market environment is constantly growing. Nowadays, we 

can see a number of brands trying to enforce their communication policy in a competitive 

environment in order to best meet the needs of customers. However, there are brands that do 

not need to develop an aggressive communication policy and yet can satisfy every customer's 

requirement. We also refer to this type of marketing as well-targeted. The article deals with the 

issue of Modelleeisenbahn Holding, which owns two successful brands, Roco and Fleischmann. 

The peculiarity of these brands is that they do not develop almost any communication policy to 

attract new customers. Their main business is the sale of model railways. Therefore, they target 

their policy to a specific customer segment whose passion is to create their own model railways. 

Based on the above, the article elaborates a model of Freebie marketing, which is meant to sell 

one product at a lower price in order to induce the sale of another product usually higher price. 

This model is actively covered by Modelleisenbahn Holding GmbH, which attempts to trigger 

the sale of another (higher-quality) product in the starting network (usually at a lower price). 

He expects the customer to be interested in expanding the purchased set and thus building his 

own railway world. The article shows how freebie marketing can boost shopping behavior and 

is suitable for targeting a particular segment. The importance of a well-targeted marketing is 

also supported by the hardened marketing strategy described in the article. On the basis of all 

available data on the company, in the final part of the article the approach is to generalize the 

strategy and to point out the importance of well-targeted marketing and its relation to the 

communication policy of the company. 

Keywords: Communication policy, Customer, Freebie marketing, Well-targeted marketing 

 

1. INTRODUCTION   

In order to process the article and highlight the importance of well-targeted marketing, we 

decided to work with the Freebie marketing business model. It is a business model whose aim 

is to ensure the sale of the second product, which is triggered by the sale of the first product 

(Huang, Kuo, Shih, 2017, p. 18-28). Ludbrook also emphasize the importance of applying the 

business model in relation to building a business strategy (Ludbrook, Frajtova Michalikova, 
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Musova, Suler, 2019, p. 21-26). The article analyzes the company Modelleisenbahn-Holding 

GmbH, which focuses on the production of railway models. The company wants to achieve 

quality products in the starting network (usually at a lower price) that the customer is interested 

in expanding this set and thus building their own railway world. It is here that one can see the 

application of the basic elements of Freebie marketing as a business model. Individual railway 

models that the customer will buy are significantly more expensive than the price of the starter 

set. Consequently, the final form of the model rail will greatly exceed the price of the starting 

set. Based on the analyzed and found data, the article describes the communication policy, 

which will be part of the generalized marketing strategy. Križanova, Majerova, Kliestik and 

Majercak who claim that a marketing strategy can help to strengthen the brand in the market, 

is also important (Krizanova, Majerova, Kliestik, Majercak, 2013, p. 105-112). 

 

2. ANALYSIS OF COMPANY  

Modelleisenbahn-Holding GmbH is the parent company of the German model railway 

manufacturer Fleischmann and the manufacturer of the Austrian railway models Roco. The 

Roco brand primarily started the production of mini-tanks, which immediately expanded into 

the US. The export was successful for the brand due to its expansion. In addition to the 

production of mini-tanks began to produce model trains in scale H0 and N. Railway models 

have become so successful for the company that in addition to exports to the US, exports have 

expanded to other European countries such as Germany, Spain, Switzerland, Sweden and the 

Netherlands. On July 15, 2005, the Roco brand went bankrupt and became part of the 

Modelleisenbahn holding on 25 July. In 2008, the second Fleischmann brand also joined and 

became, together with Roco, the most successful “siblings” in the model railway world. Both 

brands became part of the Modelleisenbahn due to their further development in order to promote 

sales. (Fleischmann.de) Modelleisenbahn is constantly striving to achieve economies of scale 

through joint development projects, marketing and public procurement through both brands. 

However, the essence is that both brands act as separate ones that compete with each other. The 

importance of cooperative partnerships, which aim to effectively manage relationships in terms 

of cooperation to promote competitiveness in a market environment, can also be seen in this 

sense. Modelleisenbahn Holding GmbH has a subsidiary Roco Slovakia s. r. about. based in 

Banská Bystrica. The plant currently employs 250 - 499 employees. The subsidiary takes over 

a significant part of the canceled plants from the German sister plant Fleischmann. In 2018, 

sales in the Slovak subsidiary amounted to € 4,898,243, which represents only a slight decrease 

by 0.5% compared to 2017 (Finstat.sk). The general analysis of the initial situation of the 

company is also its market penetration on the European and American markets. During 2020, 

the company intends to strengthen the range of both brands (Flieschmann and Roco) by 

producing more than 500 new models and issuing twenty new redesigns. This means that the 

company will support its market penetration, eventually the expansion of the product portfolio 

in the European and American market environment. On the US market, the company plans to 

offer a steam locomotive S 160 of the US Army from 1945 after the H0 scale at a selling price 

of € 504. In addition to the production of models, the company wants to work on the 

development of the Next Generation game, which was successful in 2014. On the basis of the 

above, it can be argued that the company intends to expand its product portfolio and expand 

with existing products to the current markets. The company intends to achieve this by 

supporting a communication policy and an appropriate strategy (Register.cz). 

 

2.1. Creating and targeting the product to the customer segment 

The company offers a wide portfolio of products to meet the needs of its customers. In 

production, the company is committed to the quality of products and attention to detail. The 

products are oriented at different price levels. For the purpose of processing the article, the 
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product line of railway models and the game "Next Generation" will be considered. The product 

portfolio of both brands is very extensive. The brands offer models of locomotives, coaches and 

freight wagons, railcars and electric units of railway companies, rails and track accessories 

(tunnels, bridges, lights). Buses with wagons represent the main product portfolio. They are 

manufactured as realistic models, based on the fleet of individual transport companies in 

Europe. Built locally are divided into two categories: hobby and professional. For beginners 

model trains and wagons are provided in plastic design in combination with metal elements. 

The price of these models ranges from 150 € to 300 €. Limited editions of locomotives and 

wagons are produced for professional modelers, the price of which is twice as high. A large 

part of the products has already been digitized (lights, noise locomotive). The advantageous 

alternative for beginners of modelers is to buy a starter set, which includes a round rail, a switch 

with an electric switchboard, a locomotive with three wagons. Starting price ranges from € 199 

to € 399. In 2014, the Roco brand produced the railway model game "Next Generation", which 

is a customer segment for children aged 6-12. It is the first railway game to bring together 

virtual and real worlds together so the child can move with their toy in a new future. The name 

Next Generation speaks of a new generation of games that are controlled by a tablet or 

smartphone. The game contains virtual tasks that need to be solved in the real world of the game 

(through a model train). The new concept of the game combines several elements: the real 

model railroad is controlled by the application "Roco Next", which allows for example to 

accurately determine the way, solve logical puzzles in different stories. The app can be 

downloaded for Apple and Android. The game can be played by one or more players and can 

be downloaded in two versions, Detective Tom and Amusement Park. The basic set of the game 

is priced at 149 €, for which you can also buy other turnout sets worth 39,90 € and an additional 

turnout set worth 19,90 €. In this case, you can see the business model of Freebie marketing. 

The customer will not only buy this starter kit, he will want to build his country by buying 

additional components. With this game, the company wants to show that it provides fun and 

adventure for children. The company claims that it does not provide a simple model of railways 

that children build and play with. Monotonous playing wants to break down through a new 

game. It wants to provide an interactive gaming experience and show that even a simple model 

railroad game can be fun and adventurous by solving various virtual tasks in the real world of 

railways. Within the customer segments, the company focuses on specific customers, who 

primarily belong to the group of well-targeted marketing. The primary segment for the company 

is men aged 40-55 who enjoy the model railways. In this case, they are more like “fanatics” and 

passionate collectors. Brands try to support this segment with a variety of images and slogans 

(such as "It´s man world", "Forever young") that are specifically targeted to this segment. The 

images that are also targeted to this segment also include slogans such as "He just wants to 

play" or "So you can convince men to play". Thanks to the offered value, men can feel eternal 

youth through trains. (Product catalog, 2015, pp. 5-160) The secondary segment is children 

aged 6-12 years, assuming they have a smartphone, tablet or laptop. This segment is associated 

with the advent of Next Generation. It is important for the company because of future 

investments in building a model railroad, and partners and manufacturers are also using it to 

maintain the model railroad as an intergenerational hobby. This is also supported by YouTube 

videos with the motto "Best devices inherited through generations." 

 

2.2. Creating and targeting the product to the customer segment 

The communication policy of the company is primarily closely oriented. The company uses 

low-cost marketing campaigns. They try to communicate via Facebook and YouTube. Both 

brands (Roco, Fleischmann) have their own website, where customers can find all important 

information not only about news, but also about other products. The website also serves as an 

e-shop where customers can order a specific product.  



51st International Scientific Conference on Economic and Social Development – Rabat, 26-27 March 2020 

 

564 

Through YouTube channels, the company is trying to present its current models, including the 

latest in the market. The videos are also focused on demonstrations of various railway lines, 

where they try to point out the depiction of reality by model railway. The fact that these videos 

are being searched for by customer segments is evidenced by the number of views, which 

represents approximately 2,605,533 as of 27/02/2020. and company-held actions or interview-

focused videos with managers. Model railways are a specific product that gives the owner a 

sense of uniqueness that he wants to share with other people. It is this feeling that he wants to 

emphasize through YouTube channel through which he seeks to reveal his personal world of 

trains, including personal experience. The individual videos not only emphasize the passion and 

experience of the customer, but can also contribute to the positive promotion of both brands, as 

evidenced by the fact that one of these customers has 66,192 views on February 27, 2020. 

Another tool used in communication policy is the Facebook social network. In the form of 

contributions, the company promotes various novelties and train models. Roco 36 058, 

Fleischmann 31 118 and Modelleisenbahn parent company 6 469 numbers. In addition to public 

sites, there are closed groups on Modelleisenbahn model railways, where users deal with model 

sales, exchange information about exhibitions model rails, counseling and the like. The 

approximate number of fans of these closed groups is on average 2 195. Gavurova argue that 

social networks can currently influence buying behavior (Gavurova, Bacik, Fedorko, Nastisin, 

2018, p. 72-84). On the basis of the above, it can be argued that an enterprise should continue 

to use social networks intensively in the future in order to influence Generation Z's purchasing 

behavior. Because it is a passion and hobby, it is assumed that customers do not just buy model 

railways, but want to build their own country through the purchase of other material things. In 

this case, the company uses the current annual catalog as a means of communication. Based on 

the above information, it can be argued that the company's communication policy is very narrow 

and explicitly specializes only in a well-defined marketing segment. It is sufficient to apply that 

form of communication in relation to the company's sales. 

 

2.3. Marketing strategy of company 

The definition of individual strategies is based on an analysis of available information from 

previous chapters. The identified strategies for Modelleisenbahn Holding GmbH can be divided 

into two primary groups: 

• Strategy focused on the customer - both brands (Roco, Fleischmann) since their inception 

focused on producing quality models according to realistic model. Their primary values 

were reliability, creativity and providing high added value to the customer. The quality of 

the models depends on their manual craftsmanship based on the technical skills of qualified 

employees. This was the primary strategy from the very beginning of both companies. 

During that time, they tried to primarily provide value to the customer through rail models, 

where the customer could buy additional accessories, models, so that his "railroad country" 

could grow, and so they contributed to customer satisfaction. In the period after 2000 there 

was already a generation Z on the market, which no longer saw the sense of "playing" with 

model railways. It is a generation that is mainly influenced by technological progress. 

(Koníčková, 2016) In 2005 and 2008, both brands became part of Modelleisenbahn Holding 

GmbH and tried to come up with a strategy to help them strengthen their market position. 

So they came up with a new product, which also carried a new strategy in an effort to apply 

modern technologies to the model railroad game and thus enhance the gaming experience 

(“Next Generation”). The company assumes that this combination is very appealing 

especially for the secondary segment, as the game provides digital access to the game 

interface that children have been using since young age. The company defines its mission 

as: “return of model railways to children's rooms”. The main objective is to strengthen the 

market leader position in the rail sector and thus contribute to the expansion of international 
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sales. The company wants to provide its customers with a real rail model through which it 

seeks to expand its target audience by appealing to the younger generation (the secondary 

segment) from which it wants to build a base of passionate modelers in the future. The 

company wants to achieve this goal mainly by digital technology. If the company focuses 

primarily on the Z generation and provides them with a “hobby” associated with modern 

technology, this will be a prerequisite for expanding the target audience, an approach to 

building new passionate modelers, which will later lead to expanding international sales to 

meet the strategic goal (Annual report, 2015, p. 3-5). An essential element of this strategy 

is the primary focus on the customer in order to achieve overall marketing performance. In 

addition, it can be influenced by a number of external factors (Kramarova Gregova, Cisko, 

2014, p. 263-271). 

 

• Innovation strategy - since Roco and Fleischmann have become part of Modelleeisenbahn 

Holding GmbH, innovation has also been introduced. Both brands participated in the 

development of innovation. Z21 - control of the locomotive from the real driver's 

perspective “smartRail”, which was launched in 2012. This strategy should also primarily 

provide value to the customer in order to enhance the unique gaming experience. Through 

this system, the customer can control the game with his model railroad via smartphone or 

tablet. The company, in collaboration with both brands, plans to continue to expand product 

innovations that have been introduced through excellent manufacturing structure, precise 

manufacturing methods and the use of modern technology. Digitization of model railways 

is also part of the innovation strategy. Through digitization, the company wants to 

continuously bring and improve new model operations such as motion, lighting and noise. 

As mentioned in the previous strategy, the company is trying to focus its activities on the 

younger segment. As it is now assumed that a tablet, laptop or PC is already being used in 

everyday routine, Modelleisenbahn Holding GmbH is approaching to support and 

strengthen both segments through various innovative strategies. The main objective of the 

innovation strategy is to ensure a unique position in the industry. The uniqueness of the 

implementation of the innovation strategy is emphasized by Milward (Milward, Popescu, 

Frajtova Michalikova, Musova, Machova, 2019, 37-43). In connection with the innovation 

strategy, the company has built an excellent production structure. Its aim is to create 

European networks and global public procurement, while constantly striving to integrate 

new technologies into production processes, aiming to continually increase leadership in 

the interactive model rail world. However, the question is to what extent the strategy can 

also be applied to the environment. Moravcikova claims that the application of the 

principles of environmental marketing can strengthen the competitive position on the 

market (Moravcikova, Krizanova, Kliestikova, Rypakova, 2017). Based on the information 

gathered, it can be argued that working with data is important for the correct implementation 

of these strategies. Kovacova et. al. they claim that the use and processing of data is very 

time and cost intensive for businesses (Kovacova et. Al, 2019, p. 126-132). Therefore, the 

company should try to build its own database of customers with efficient use of data 

(Graessley, Scott, Suler, Kliestik, Kicova, 2019, p. 23-29). 

 

Based on previous strategies it is possible to proceed to generalization of marketing strategy. 

The company strives to target its products to a well-targeted segment, which is also reflected in 

the targeted application of communication policy tools. By continually improving their 

products, we approach the satisfaction of luxury needs of customers (hobbies, hobbies). The 

main principles of generalization of the strategy are: targeting a narrow segment, low-cost 

marketing campaigns, product improvement, meeting luxury needs (hobbies, hobbies), the 

price corresponds to the quality of the product.  
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The implementation of the marketing strategy should be part of the applied business model of 

Freebie marketing. This should lead to the fulfillment of the basic objectives of the strategy and 

thus strengthen the position of the company in the global market environment. Andrijauskiene, 

Dumciuviene agrees with this. (Andrijauskiene, Dumciuviene, 2018, p. 47-67.) 

 

3. DISCUSSION  

The above-mentioned Freebie marketing strategies and concepts are popular in the market 

today. One of the areas where similar strategies are used in the form of microtransactions and 

supplements are computer and mobile games. After purchase or free download, the games then 

require real money for character improvement or land development to continue working. Some 

microtransactions are necessary to use the basic features of the game (eg Payday, Metal Gear). 

A different case is The Sims 4, which offers extensions and add-ons as a standalone product to 

the game. Based on the above, it is possible to see the form of application of the Freebie 

marketing business concept. Nadanyiova also speaks about its importance and importance, 

which claims that it can help in the correct application of CRM (Nadanyiova, 2013, p. 87-92). 

A different market in which the strategy can be used is toys that offer collections and a large 

number of accessories in conjunction with technological improvements to products. Mattel 

offers in the Barbie or HotWheels collections accessories to the basic product (doll, toy car) a 

large number of accessories such as. Barbie dream House, clothes, doll cars, Barbie friends, 

HotWheels track construction components, HotWheels car collections, various launch pads and 

more. In addition to these brands, this group may also include the Lego brand, which is also 

based on the functioning of the so-called. Freebie Marketing. As mentioned in the previous 

chapters, the application of the Freebie marketing principles is currently widespread. Brands 

using this concept can strengthen their market position, gain a competitive advantage and 

achieve higher profits. Based on the information and findings, it is possible to bring your own 

topics to the discussion. The first is the incorporation of “Real Station Simulation”, focusing on 

the primary segment. The company could develop a new application that simulates the real 

operation of the railway station. The application should be linked to the model railway. The 

company would provide 5 universal types of railway stations (4-track, 2-track, cargo station, 6-

track and 8-track). One application will be available for each type of station to simulate its real 

operation. In order to function properly, the user must purchase a railway station package 

containing switches, track and signal. After purchasing a railway station package, you can 

download the app. The company can provide higher added value to these users because the user 

will be able to create a simulation of the operation of a railway station in the comfort of their 

home where they could build a train path. This proposal can effectively meet the goals of the 

above mentioned innovation strategy of the company, which, according to Valaskova and 

Kramarova, can strengthen the overall marketing performance of the company (Valaskova, 

Kramarova, 2015, p. 834-844). Another topic for discussion is marketing support for the 

development of railway cafes. Nowadays, there are cafes where a train will deliver a drink to 

customers. Some cafes are developed in more countries such as the Czech Republic, Germany 

or Austria. The point is, however, that the owner of these cafes is another business. In order to 

build and strengthen the community, we suggest that the company create similar cafes as their 

environment resembles a real image of the train's interior. Cafes emphasize that the customer 

can experience a stylish atmosphere right on the train, which never misses. As the company 

focuses on producing quality and innovative products, these cafes could be furnished in a 

stylish, contemporary and designed especially for the middle class of people. In his personal 

opinion, “product development” can intensively help to improve the company's marketing 

performance, making it not only more popular among its segments, but could build a new 

customer base in the form of attracting Generation Z.  
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In this support it is possible to see interconnectivity marketing processes. According to 

Alexandr, this is an important part of building the overall strategy of the company (Alexander, 

2018, p. 96-105). 

 

4. CONCLUSION   

The analytical and discussion part of the article showed that Modelleisenbahn Holding GmbH 

provides its products with high quality and added value to the customer. The company is a 

typical example of well-targeted marketing, as it does not seek to apply communication policy 

tools massively, but only to a selected segment. This segment also targets its products. The 

primary segment includes men aged 40-50 years who are fond of modeling and building their 

own railways, or who work as drivers. In particular, the application of communication policy 

instruments should focus on the hobby factor that characterizes the primary segment. 

Communication policy tools should also be used intensively by the enterprise in relation to the 

secondary segment, as there is a general assumption that the primary segment will not be 

sufficient for the enterprise in the future. Therefore, it should exploit all the technological and 

innovative opportunities offered to the global market. In this way, the business should also 

strongly influence the purchasing behavior of the Z generation. However, it is important to 

perceive consumer attitudes. Those under the influence of various factors can also influence 

brand perception (Valaskova, Kliestikova, Krizanova, 2018, p. 149-163). In the primary 

segment, it wants to make the customer get a greater gaming experience through the innovative 

Z21 system. For the secondary segment, he wants to return the model railroad to children's 

rooms through the Next Generation model game. Through both brands, the company wants to 

continuously expand its presence in international markets and thus achieve a leading position 

in the industry. He wants to achieve this with his innovative activity, through which he tries to 

connect modern technologies with model railways. By using the above tools, the company can 

also strengthen its brand, which is irreplaceable in building the overall marketing strategy of 

the company (Majerova, Kliestik, 2015, p. 546-552). 
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ABSTRACT 

The paper assesses the state of the investment climate in the Novosibirsk region and compares 

the situation in this area with neighbouring regions and the Russian Federation as a whole. 

Regional legislation and measures of state support to enterprises are analysed. Promising 

areas of investing activity are considered in detail, such as modernization, expansion or 

construction of production facilities in the field of biotechnology and biopharmaceuticals; 

modernization, expansion or construction of socially significant objects in the field of 

education, culture, physical culture and sports, health care; modernization, expansion or 

development of transport and logistics infrastructure; modernization, expansion or 

establishment of machinery and equipment production. The results are summarized in the 

establishment of innovative infrastructure and Park projects, such as Scientific and 

Technological Park of Novosibirsk Akademgorodok, the science and technology Park of 

Biotechnologies, Innovative Medical Technology Center. The innovative infrastructure created 

in higher education institutions, as well as children's technoparks, is considered separately. 

Favorable conditions for the development of innovations in the Novosibirsk region will 

facilitate effective development of regional innovative clusters: information technology, 

biopharmaceutical, biotechnologies and biomedicine, medical technology clusters. Along with 

the development of the Siberian Science Polis, the establishment of clusters covering the areas 

of agriculture, mechanical engineering, metallurgy, instrument-making and new materials is 

promising. Thus, the goal of the Siberian metallurgical and machine-building cluster of 

additive digital technologies and productions is to create a digital production of metal products 

using additive technologies based on its own production of additive machines, including 3D 

printers, and powder materials. However, despite the progress made, there are a number of 

challanges to improve the investment performance. A set of measures is proposed in this 

direction: organizational, legislative, marketing. In particular, public authorities responsible 

for attracting investments should collaborate more closely with Chambers of Commerce and 

Industry.   

Keywords: investing activities, innovations, package projects, modernization, cluster 

 

1. INTRODUCTION 

A lot of RF regions are currently facing the challenge of finding new ways and mechanisms of 

attracting investment into the development of infrastructure complexes. The success of a 

particular region in attracting investment has become dependent not only on objective factors, 

such as the volume of the consumer market, availability of raw materials, and geographical 

location, but also on the investment climate created by the executive authorities of the RF 

subjects.  In the Novosibirsk region, as in other regions, it is essential to create conditions for 

active participation of business in the implementation of investment projects. A carefully 

designed investment policy, both at the federal and regional levels, is one of the most important 

components of the country's successful economic development. In addition to tax revenue on 

the invested capital, the economy benefits in the form of new jobs, implementing social 
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programs, etc. Novosibirsk region is one of the industrial regions of the Russian Federation, 

located in the Siberian Federal Okrug. The region is characterized by the following: equal 

distance from the Eastern and Western country borders, poor mineral resource base, high 

diversification of economic sectors (see Fig.1), the development of high-tech industries and a 

powerful scientific and educational complex, the Central trade and logistics infrastructure for 

the mega region, which is home to 13 million people.  

 

Figure 1: Structure of the gross regional product of the Novosibirsk region in 2018 and plans 

for 2030, % 

Source: Information and analytical website of the Novosibirsk region http://econom.nso.ru 

 

In recent years, the region has shown a substantial growth rate of the gross regional product, 

which is ahead of the overall growth rate over the country (Fig.2). 

 

Figure 2: Dynamics of the gross regional product, % 

Source: Information and analytical website of the Novosibirsk region http://econom.nso.ru 

 

2. INVESTING ACTIVITIES 

The strong physical obsolescence of the technological equipment in the region makes it 

essential to further stimulate the investment process and optimize the investment structure. 

Against the background of increasing the competition in Russian regions for the financial 

resources, as well as taking into account the high cost of borrowed funds for the development 
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of production and development of new products, investments are the most important factor 

determining the dynamic economic development of the Novosibirsk region. Since 2016, the 

region has shown positive growth in fixed capital investment (Fig.3,4) 

 

Figure 3: Dynamics of attracting investments on an annual basis in the Novosibirsk region 

coming from all sources of financing at comparable prices 

Source: Information and analytical website of the Novosibirsk region http://econom.nso.ru 

 

Figure 4: Volume of fixed capital investments per capita in the Novosibirsk region 

Source: Information and analytical website of the Novosibirsk region http://econom.nso.ru 

 

For a comparative assessment of the state of the Russian Federation region’s economy ratings, 

formed on the basis of state statistics and expert assessments, are used. Over the past two years, 

the Novosibirsk region has ranked 19th in the national rating of the investment climate (out of 

85). In general, there is a positive dynamic of the region’s position in the national rating. The 

rating is calculated with 44 indicators in 4 areas: regulatory environment, institutions for 

business, infrastructure and resources, support for small businesses. In order to actively attract 

investment to the Novosibirsk region, measures developed by the regional government are to 

be implemented: legal, financial, tax, property, infrastructure, information and consulting 

services. The executive authorities of the Novosibirsk region have developed an extensive 

system of influence on the development of the region's economy, a system of stimulating 

investment activity, including support measures, as shown in Fig.5. 
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Figure 5: System of stimulating measures of investment activities in the Novosibirsk region 

Source: Compiled by the author 

 

The peculiarities of the region serve as a justification for the development of two areas in which 

investment activities should be built: 

1. High-tech, innovative industries with a high share of added value in the price of 

manufactured products, which is not affected by the transport component. 

2. Industries producing goods and services that will be consumed within the region. 

 

Promising areas of investment activity in the region are indicated modernization, expansion or 

creation of production facilities: innovative products and services, new materials and 

technologies; medical devices; in the field of biotechnologies and Biopharmaceuticals; food 

and processing industry; modern building materials and construction structures; in the field of 

mining; in the field of wood processing; machinery and equipment. As well as the 

modernization, expansion or creation of transport and logistics infrastructure; in the field of 

education, culture, physical culture and sports, and health care. 

 

3. INNOVATIONS 

Another rating that characterizes the region's position is the Rating of Innovative Development 

of Russian Regions.  The Novosibirsk region occupies a leading position in the Russian 

Federation in terms of the main characteristics of the scientific potential, but the region lags far 

behind Moscow, St. Petersburg, Moscow, Samara and Nizhny Novgorod regions in terms of 

the number of advanced technologies used in production. This fact is confirmed by the fact that 

the expenses for technological innovations of organizations by types of innovative activities per 

capita in 2018 amounted to only 2900 rubles, while in the country this figure amounted to 

10,000 rubles, and in the leading regions (Moscow, the Moscow region, Tatarstan, KHMAO) - 

20-30 thousand rubles. A significant gap between the high scientific and technical potential and 

the low susceptibility of the region's production system to innovation is one of the specific 

problems of the Novosibirsk region's development. Technological lag of industrial enterprises, 

insufficient funds for R&D financing and related technological risks, low labour productivity 

and the shortage of a highly qualified personnel hinder the active introduction of new 

competitive technologies into production. The insufficient development of the mechanisms of 

new technologies commercialization and transfer and developments is also a limiting factor. 

Figures 6 and 7 illustrate the difference in investment into the innovative development by 

region. 
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Figure 6: Leading regions competitiveness, 2018 

The numbers in the circles correspond to the region number in table 1. 

I - area of stimulating development; II - area of innovative development; 

III - the area of arrested development; IV - the area of inertial development. 

Source: Compiled by the author 

 

As you can see, the Novosibirsk region (18) is within the area of innovative development. But, 

on the other hand, the level of investment in the innovation structure is low (Fig.7). 

 

Figure 7: Costs of technological innovations by region, depending on fixed capital 

investments, 2018 

Source: Compiled by the author 

 

Public-private partnership is an important tool of attracting investment to the region's economy. 

For a number of years, the region has been among the top ten in the country. Table 1 summarizes 

the development indicators of the regions that have the leading positions in all of the three 

ratings: investment, innovation and public-private partnership.  
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Table 1: The indicators of the regional development. (Compiled by the author according to 

the Rating of innovative development of the RF subjects https://www.hse.ru/primarydata/rir; 

Regions of Russia. Socio-economic indicators. 
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1 Moscow 1,5724,909 2,485,176 249,579 5 0.5378 

2 Tambov region 300,554 106,230 5,797  1.03 0.3532 

3 Kaluga region 417,065 91,138 10,401 2.19 0.4207 

4 Moscow region 3,802,953 945,424 136,923 4.1 0.4616 

5 Saint Petersburg 3,866,402 852,923 94,160  3.95 0.5356 

6 Republic of Bashkortostan 1,396,411 267,929 29,252 2.94 0.4118 

7 Republic of Tatarstan 2,114,176 629,731 126,908  3.98 0.5375 

8 Perm region 1,191,101 243,613 36,915  2.52 0.3971 

9 Nizhny Novgorod region 1,260,219 259,393 95,618  2.61 0.4957 

10 Samara region 1,349,886 264,989 42,524   3.24 0.4167 

11 Ulyanovsk region 340,639 82,924 8,328  1.88 0.3850 

12 Sverdlovsk region 2,142,514 378,662 39,781  3.47 0.4570 

13 Khanty-Mansi 

Autonomous Okrug 

3,511,127 930,721 61,623  3.07 0.3143 

14 Krasnoyarsk region 1,882,315 421,780 61,568  2.98 0.4124 

15 Irkutsk region 1,192,080 318,787 26,776  3.03 0.3551 

16 Kemerovo region 1,058,113 248,665 2,225  1.85 0.3630 

17 Tomsk region 511,025 96,223 16,337 2.37 0.5312 

18 Novosibirsk region 1,140,863 197,114 8,122 2.52 0.4414 

Retrieved from https://www.gks.ru/folder/210/document/13204 

Science and innovation retrieved from https://www.gks.ru/folder/14477 

Regional competitiveness index - Russia's growth poles (AV RCI-2015 retrieved from 

https://av-group.ru) 

 

4. PARK PROJECTS 

It is necessary to preserve the strengths of the Novosibirsk region, namely a favourable 

environment for innovations. The major priority of the Novosibirsk region innovation policy is 

to reduce the significant gap between the high scientific and technical potential of the region 

and the existing low susceptibility of its production system to innovation in the region, as well 

as the development of innovation infrastructure, providing significant competitive advantages 

of the region. Park projects of the Novosibirsk region serve as a foundation for the innovative 

infrastructure. There is a successful experience in developing state and non-state park projects 

in the Novosibirsk region. To provide comfortable conditions for investors and innovative 

firms, the infrastructure of the largest Park projects will be further developed in the Novosibirsk 

region: Scientific and Technological Park of the Novosibirsk Akademgorodok (hereinafter-

Academpark); Scientific and Technological Park for biotechnologies in the science centre of 

Koltsovo, Novosibirsk region; Innovative Medical and Technological Centre (IMTC); Medical 

Industrial Park. Academpark is a complex science and technology Park with a unique 

infrastructure that creates the best conditions for the establishment and development of 

innovative companies.  
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The area of constructed objects exceeds 100 thousand square meters. Academpark has 209 

residents and created about 5 thousand jobs. In 2015, Academpark was recognized as the most 

successful technopark in Russia. The innovation infrastructure network, created in higher 

education institutions, contributes to the training of highly professional personnel with unique 

experience in commercialization of scientific projects, increasing the number of students 

employed by organizations that carry out innovative activities. Innovative infrastructure of 

higher education institutions includes: two technoparks, more than 100 test laboratories, 12 

collective centers, 10 business incubators, 10 engineering centers, and 4 technology transfer 

centers. On the basis of the innovative infrastructure of higher education institutions, almost 

250 projects are being implemented in various fields, including architecture and construction, 

communications, low-temperature plasma and nanofilm synthesis, optics and molecular 

physics, nanostructure research methods, instrumentation and geoinformatics. In the 

Novosibirsk region, the children's technological parks will be further developed under the brand 

name Quantorium within the the agreement with ASI (Agency for Strategic Initiatives). Since 

2015, the region has been developing the Children's Technopark in Akademgorodok, as well as 

school and municipal children's technoparks. In addition, resource centres for engineering 

competencies, STEM centers, NSU STEM laboratory, centres for youth innovative creativity 

were established. When developing innovative infrastructure and parks, the main problem is to 

attract private investors. 

 

5. CLUSTERS 

The availability of favourable conditions for the development of innovations in the Novosibirsk 

region will facilitate effective development of innovative territorial clusters in the region. Park 

projects are regarded as a good venue for clusters, for example, Novosibrsk Academpark, 

Biotechpark, Medtechnopark, Medical Industrial Park. The Novosibirsk region is an example 

of one of the best practices for the development of innovative clusters in Russia. The 

implementation of the cluster policy contributes to the competitiveness growth of each 

individual participant and the entire cluster as a whole by realizing the potential for effective 

interaction between cluster participants, related to expanding the access to innovations, 

technologies, modern management methods, the latest equipment, specialized services and 

highly qualified personnel, increasing opportunities for attracting investment and entering 

international markets, as well as reducing transaction costs. In the process of innovation system 

transformation in the Novosibirsk region and implementation of federal initiatives in the area 

of cluster policy in the region the Siberian Science Polis - Innovative cluster of information and 

biopharmaceutical technologies of Novosibirsk region - has been established. It was included 

into the List of pilot innovative territorial clusters of the Russian Federation. The major trends 

of the Siberian Science Polis development are: 

• the development of the cluster's innovation and production infrastructure; 

• the support of R&D in cooperation with international companies, research institutes and 

world-class universities; 

• ensuring technological leadership in the cluster's areas; 

• the development of universities and human capital; 

• the creation of a complete added-value chain within the cluster by developing cooperation, 

including with neighbouring regions; 

• the improvement the investment climate and actively attracting investors. 

 

Along with the development of the Siberian Science Polis, the establishment of clusters 

specialized in agriculture, mechanical engineering, metallurgy, instrument-making and new 

materials is promising. The following clusters are currently undergoing the stage of institutional 

design and programmes development: cluster of agricultural machinery manufacturers, 
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machinery and equipment producers, first grain cluster; Siberian metallurgical and machine-

building cluster of additive digital technologies and production of the Novosibirsk region.  

Thus, the goal of the latter is to launch a digital production of metal products using additive 

technologies based on its own production of additive machines, including 3D printers, and 

powder materials. 

 

6. CONCLUSION   

The implementation of these measures is aimed at achieving the following results by 2022: 

• 12th place in the National Rating of the Investment Climate; 

• 4th place in the rating of public-private partnership development; 

• 35 residents of existing Park projects in the Novosibirsk region; 

• 7 institutional clusters in the region; 

• 35 municipalities of the Novosibirsk region that have implemented a tourist navigation 

system; 

• listing of the region in the rating of innovative regions of Russia, developed by the 

Association of innovative regions of Russia, in the "strong innovators" group; 

• the share of organizations that implement technological innovations in the total number of 

organizations in the Novosibirsk region is 7.7%.                                

 

In our view, to ensure a breakthrough economic development based on the most important 

competitive advantages of the Novosibirsk region, namely knowledge, technologies, and 

competencies, the regional government programmes should be supplemented with the 

following proposals:                                                                                                  

1. The regional government should more clearly define the priorities and goals of its 

investment policy, focusing on competitive areas in the region. Update the investment 

strategy of the Novosibirsk region up to 2030. To set a target of increasing investment into 

fixed capital as a proportion of GRP up to 27%, the share of fixed capital investment per 

capita to 100 thousand rubles. 

2. As additional support measures: 

• to adopt a regional law on investment tax deduction; 

• to increase the capitalization of the regional industry fund, established to support 

investment activities in the industrial sector; 

• to reduce the tax rate under the simplified tax system for certain categories of taxpayers. 

3. The regional government should colloborate more actively with investors and interested 

organizations. Actively cooperate with the Chamber of Commerce and Industry in  finding 

and attracting investors.  

4. To introduce new tools of attracting investment, namely: 

• to implement the ideology of integrated development of the territory with the advanced 

infrastructure development and coordination of schedules and volumes of investment 

into industry and infrastructure projects. 

• to implement the principle of urgency, return on investment, and profitability of private 

investments in infrastructure profitability due to budget participation in payments for 

infrastructure, taking into account the growth of budget revenues from the 

implementation of territory's integrated development projects (Tax Increment Financing 

mechanism).  

• to implement the principle of delegating responsibility to private investors for the 

development and operation of infrastructure within the framework of life cycle 

contracts.  
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• to implement opportunities to attract long-term institutional investors to infrastructure 

development in the framework of territory's integrated development and life cycle 

contracts. 

• to attract investors to implement projects that stimulate the development of demand in 

the macroregion, taking into account the forecast of long-term results of the 

implementation of territory's integrated development projects. 
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ABSTRACT 

The article is focused on the management of non-profit organizations. Since these organizations 

are entities operating in the non-profit sector, we work with the assumption of a different way 

of managing a non-profit organization than that which is applicable in the private sector to 

businesses. The method of management adapts in particular to the mission and objective of the 

non-profit organization. The main aim of the article was to specify differences in the activities 

of individual areas of management of non-profit organizations. The first part of the article is 

devoted to the theoretical aspects of the issue. In the next part of the article we focused on the 

analysis of management, dividing it into partial sections. In our opinion, non-profit 

organizations should conduct management on the basis of separate management sections. We 

divided the management sections as follows: the personnel management section, the strategic 

management section, the project section and the financial management section. For each 

management area, we specified important activities that should be undertaken in that 

management area. We consider this kind of management to be advantageous over “general” 

management, which would have to solve all kinds of problems at once. If management were to 

be divided into management areas according to the subject of management, the difficulty of 

solving problems for the manager would be eliminated. The greatest advantage is that when 

dividing the management into individual sections is responsible for a given section of a 

particular manager, who has management of the section in their competence. As non-profit 

organizations address very many issues, they are the main reason why general management 

should be divided into sections and entrusted to the appropriate manager. At that time, the 

management process will become more transparent, with each manager addressing issues for 

his or her department. 

Keywords: management of non-profit organizations, personnel management, strategic 

management, project management, financial management and fundraising 

 

1. INTRODUCTION   

The success of non-profit organizations is conditioned by internal processes that take place 

inside the organization. The most important process in this respect is management, which is 

understood as the management of a non-profit organization as an independent entity on the 

market. The future direction of the organization is subject to a number of decisions and it is 

clear that the functioning of a non-profit organization is not too easy. The non-profit 

organization must first of all respect its mission under which the reason for the non-profit 

organization originated. The whole existence of a non-profit organization must follow its 

mission during its “life”. The management of the non-profit organization, which is responsible 

for the functioning of the non-profit organization and the results it achieves in the given market, 
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comes to the forefront. Management as a comprehensive management system is desirable for a 

non-profit organization, because these types of organizations arise not on the market for making 

profit but for providing beneficial services to the target entities. The provision of services of 

general interest takes place in various areas - in particular in the areas of health care, education, 

culture and sports… The following hypothesis has been established for the issue - the non-profit 

organization management should not act as one section, but it should be branched into several 

sections. If only one manager is at the head of a non-profit organization, we consider this to be 

a shortage factor, because one person cannot solve all problematic issues in a non-profit 

organization. In our opinion, the management as such should be divided into partial sections 

and each section would be represented by a separate manager who would be responsible for the 

section entrusted to it. We see the main advantage in a more precise analysis of the problems 

that arose and in a more effective solution.   

   

2. THEORETICAL BACKGROUND OF THE SEARCH ISSUE  

The term "non-profit organization" refers to an organization that is set up to provide public 

benefit services in various areas of the economy. In connection with the issue of non-profit 

organizations we encounter various other terms such as. non-profit sector, third sector, 

volunteering, independent sector, non-profit organizations or private non-profit sector. In 

particular, the not-for-profit sector refers to a substantial distinction that distinguishes 

commercial and profitable organizations from non-profit organizations, where profit and 

commercial organizations are primarily aimed at making a profit. On the other hand, there are 

non-profit organizations that have no primary profit-making goal. While they can make a profit, 

this profit is reused for the operation of a non-profit organization and through it non-profit 

organizations finance their activities. In general, the profit is used by a non-profit organization 

to fulfill its mission and its primary objective is to provide public benefit services. By the third 

sector we mean the space that exists between the public sector, which represents the state or 

self-government, and the private sector, which is represented by enterprises and also the market. 

The fact is that non-governmental non-profit organizations provide services that the state does 

not or does not want to provide, and also these activities are not sufficiently interesting for the 

private sector because they are not very profitable (Rektorik, 2001). Volunteering is understood 

in particular as the principle on which non-profit organizations operate. Ie. that a large part of 

the organization's activities are organized and implemented through volunteers, although there 

are also paid employees in this sector. The independent sector refers to the independence of the 

sector from the state or private sector. However, this independence can be considered relative, 

as non-profit organizations are often subsidized by the state and also by the private sector. Non-

governmental organizations are non-governmental organizations, so their establishment and 

functioning are not subject to the decisions of the state or state authorities. In the private 

nonprofit sector we can include organizations that are created as private but provide services 

that are aimed at meeting public objectives (Cibakova et al., 2013). The basic features of non-

profit organizations according to Salamon and Anheier consist of five points: 

1. have a formal structure - they are some extent formalize, institutionalize, 

2. have a private character - they are separate from the state administration, 

3. are non-profit-making - they are not intended to generate profits that should be redistributed 

among owners. Eventual profit is returned to the organization and reused to ensure its 

operation. 

4. they are self-governing - ie they are independent of government control, 

5. are voluntary - their activity is based on the activity of volunteer workers (Salamon et al., 

1997). 
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The areas of activity of non-profit organizations are as follows: 

• culture, monument protection, art, 

• research and education. Data and technology research has been analyzed by Whittle et al. 

(Whittle et al., 2019). 

• health care and social services, 

• environmental protection, environmental education. Environmental protection was further 

elaborated by Csaba et al. (Fogarassy et al., 2018). 

• protection of human rights, 

• community development, 

• work with children and youth, 

• recreation, sports, physical education, 

• others (eg support of the non-profit sector, its public relations, information services, support 

of donation and volunteering) (minv). 

 

3. SPECIFICS OF MANAGEMENT IN NON-PROFIT ORGANIZATIONS   

Management is an important element of today's organizations. As we look at management as a 

process of management and direction of the organization, whose task is to meet the set goals, 

we can say that from management depends in many ways on the success and progress of a 

particular subject. Every manager in an organization who wants to manage his or her 

subordinates and achieve the set goals should focus on modern methods and techniques in their 

managerial practice (Kmecova, 2018). Management as a stand-alone process is used in several 

areas in today's economies. It has its place in companies, state or self-governing institutions and 

non-profit organizations use management as well. In each area, management has certain specific 

features. If we compare management in a private company, that is, in a company and 

management in a non-profit organization, we would find some differences. The non-profit 

organization in its management process draws up its own plans, strategies, makes decisions, 

accepts people, rewards and motivates employees or performs controls. As we have already 

mentioned, management activities in non-profit organizations are distinguished from 

commercial enterprises that aim to generate profits (Sedlak, 2008). The primary difference is 

the relationship with workers in organizations. In companies whose primary objective is to 

make a profit, employee remuneration and motivation come first. For non-profit organizations, 

this is primarily motivation. Within a non-profit organization, we can say that workers are 

motivated primarily by helping others and feeling satisfied in the performance of their work. 

An employee in a commercial enterprise works mainly because of his remuneration, which is 

the strongest factor in his motivation. For non-profit organizations, mainly volunteers work, 

and private enterprises do the work of their employees. The management of non-profit 

organizations carries out activities aimed at motivating its members. Their motivation, as we 

have already mentioned, is determined through the mission of a non-profit organization, where 

its employees are pleased to help others and this activity fulfills them internally - help to others, 

being useful for others, or simply helping where is the aid much needed and desirable for the 

other party. The policy of recruiting volunteers in a non-profit organization is closely linked to 

its mission, and it is through this that non-profit organizations seek to recruit volunteers to carry 

out their activities and activities (Brozmanova Gregorova, 2012). The follow figure show the 

basic differences between business and non-profit organization by objective, employee 

relationship and motivation elements. 

 

 

 

Table following on the next page 
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Table 1: Basic differences between business and non-profit organization by objective, 

employee relationship and motivation elements 
BUSINESS NON-PROFIT ORGANIZATION 

Primary goal:  Making Profit  Primary goal:  
Provision of Public 

Benefit Services 

Employee Relationship  
by Remuneration and 

Motivation  
Employee Relationship By Motivation 

Motivation factor  by Salary Motivation factor 
By Misson of 

Organization  

Source: self-processing 

 

Non-profit organization management is characterized by the following specific features:  

• non-profit organizations have more complex goal system 

• non-profit organizations are undergoing different phases of organizational development. A 

very important factor to which the development of an organization is subject is a change in 

market conditions. Changes in the market environment are reflected in quantitative 

indicators and this issue is described in more detail by Hudakova et al. In her publication 

(Hudakova et al., 2018). 

• personnel management is more complex due to the personnel structure that is made up not 

only of paid employees but also of volunteers, civilians, workers, field workers, etc. 

• the accent is placed on the financial side of the non-profit organization, since it is more or 

less dependent on external sources and combines the sources of funding so that the non-

profit organization is not dependent on one source of funding. Ie. it should have more 

resources to finance its activities. When comparing the way in which businesses are 

financed, they can monitor their financial performance through various indicators. On the 

basis of these, the company is able to assess its economic situation and through the results 

it can solve a specific way of financing, eg. obtaining a loan (Salaga et al., 2015). 

• non-profit organizations also need to address marketing issues, in particular pricing, 

relationship building, communication and distribution, and marketing is a specific area of 

governance in a non-profit organization, 

• change management, conflict resolution and decision-making - at each in order to do this, 

the non-profit organization must take into account the specific situation, with particular 

emphasis on its mission (Majtan, 2005 and Majduchova, 2009). 

 

Management in a non-profit organization must take into account the following aspects: 

1. Mission - under the mission we understand a clearly defined idea and direction of the non-

profit organization, the reason - why the non-profit organization was established and for 

what purpose. 

2. Drawing up a strategic plan - it is the creation of a long-term plan and strategy, the 

formulation of the main priorities and objectives. 

3. Organizational structure: the non-profit organization must determine the type of 

organizational structure, the distribution of competences among workers and the allocation 

of responsibilities are important. 

4. Organs and people in the organization: it is the specification of the job description for the 

workers, the way of motivation, education and valuation of the workers and the creation of 

good working or interpersonal relationships (Butora, 1995). 

5. Legislative obligations - knowing and adhering to legal norms related to non-profit 

organization is very important. 

6. Systems: record keeping is essential, information flow and communication are of great 

importance. 
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7. Financial management: the emphasis is on budgeting, fundraising as a form of fundraising, 

accounting, closing of accounts and checking of posted facts are important. According to 

Michalski et al. the effectiveness of the non-profit organization should be assessed in the 

context of risk. This is assessed on the basis of the debt-to-property relationship of the 

organization. (Michalski et al., 2018). 

8. Programming: programs include a set of activities to ensure the organization's mission. 

9. Relationships with the community: the primary element is communication, monitoring of 

community needs, responsiveness to identified needs of the target group and provision of 

services. Issues related to the target group are also addressed by Olah et al. in his paper 

(Olah et al., 2018). 

10. Evaluation: it is a continuous evaluation of the activities of the organization at regular 

intervals, whether the tasks are fulfilled, and also the effectiveness of people's work in the 

non-profit organization is evaluated. 

 

Follow figure shows factors to be taken into account by management of non-profit organization. 

 

Figure 1: Factors to be taken into account by management of non-profit organization 

Source: self-processing 

 

4. ANALYSIS OF TYPES OF MANAGEMENT IN NON-PROFIT ORGANIZATIONS 

Analysis of types of management in non-profit organizations 

In order for a non-profit organization to have high-level management, it is necessary to divide 

the entire management area into partial parts, which would be represented by the following 

sections. These individual sections of management participate in building the overall quality of 

management as a separate area in the organization. The quality of management thus depends 

on the level of the following management sections: 

1. personnel management, 

2. strategic management, 

3. project management, 

4. financial management.  

 

4.1. Personnel management  

This area of management is in charge of people, who can be said to be the most important entity 

that determines the success of a non-profit organization and it is people who are the building 

pillar of a non-profit organization. It is the human factor that depends on the whole functioning 

of the non-profit organization, because one is responsible for all activities that take place in the 

non-profit organization. Through the way of managing a non-profit organization as a “living 

organism”, one is also responsible for the quality of the services provided by the non-profit 
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organization. It is man who comes up with the idea of helping other subjects and ideas for 

changing society, which then becomes the mission of a non-profit organization. In our opinion, 

it is best for a nonprofit organization to be have at the top of the people personnel manager,  

who manages a group of workers and directs them in the right direction in terms of meeting the 

goals and mission of the organization. Personnel management focuses on the worker in the 

work process and the role of the personnel manager is the recruitment of workers, their 

formation, organizing their work, monitoring the worker's work results, his / her working 

abilities, skills and behavior. The manager in charge of the people therefore gives them the 

direction and all employees and volunteers orient themselves according to it. We see an 

advantage in this way of managing employees, because if there were no personnel manager in 

the organization, there could be several disagreements among people and thus in the presence 

of a manager who has the management of the people in competence, these shortcomings are 

eliminated. 

 

4.2. Strategic management  

As mentioned in this article, nonprofits are always set up with a particular mission. This mission 

accompanies them throughout its lifetime. However, it may happen that the mission of a non-

profit organization is already fulfilled. At that time, the non-profit organization should strive 

for further development and try to develop new activities with a changed mission - a new 

mission. A factor that appears on the market is a changing environment, changing conditions 

for ensuring the activities of a non-profit organization. Just as commercial businesses monitor 

market developments and analyze market threats or opportunities, a non-profit organization 

should also look at the changed conditions. If a non-profit organization perceives potential 

market opportunities for itself, it should not hesitate to address this. A very suitable method is 

to carry out a SWOT analysis, through which the non-profit organization can distinguish 

opportunities respectively. threats in the market and depending on them can also specify its 

strengths and weaknesses. Then it comes to setting a strategy that represents a long-term plan 

of a non-profit organization, in which it defines the goals it wants to achieve, as well as the 

ways and paths by which it can meet the specified goal. It is the choice of the right strategy that 

gives the company the opportunity to move forward. In this case, the nonprofit must answer the 

following questions: Where does the organization want to go? What conditions must be 

respected by her? Which obstacles will an organization have to overcome? Once a strategy has 

been developed, it is ready for implementation in practice. Once the strategy has been put into 

practice, a non-profit organization can only specify its effect by conducting an assessment and 

monitoring of the status that provides feedback to the organization to verify the correctness of 

the policy. The following figure shows the sequence of steps taken in strategic management. 

 

Figure 2: Phases of the strategic management process 

Source: self-processing 

 

4.3. Project management  

Project marketing hides activities aimed at planning, managing and verifying certain activities 

that have been selected to address a specific problem. The project as such must contain basic 

requirements: it must have specified objectives, set deadlines when the project starts and when 



51st International Scientific Conference on Economic and Social Development – Rabat, 26-27 March 2020 

 

584 

it is planned to be completed, the means to be used in the project implementation must be 

defined and necessary to fulfill the set objectives; resources, material resources and financial 

resources - ie budgeting. In connection with the financial aspect of projects and the issue of 

project portfolio optimization,  deal also authors   Kral, Valjaskova and Janoskova (Kral et. Al., 

2019). In the case of non-profit organizations we are talking about grant projects. A non-profit 

organization can apply for a grant project announced by donors (the donor can be the state, self-

governing institution, but also business entities). This project is, in fact, a plan of activities with 

a well-defined intention that is set for a certain period (usually within one year) and defines the 

results to be obtained through the grant project. A grant project is a way for a non-profit 

organization to raise money for a specific outcome, development of certain problematic areas 

eg. in the sphere of education, culture, sport, etc. The following figure shows the key questions 

that a non-profit organization must answer in order to be successful in the fight for a grant 

project. 

 

Figure 3: Sequence of steps in strategic management 

Source: self-processing 

 

Figure 4:  Phases of strategic management 

Source: self-processing 
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4.4. Financial management and fundraising  

As we mentioned several times, a non-profit organization is an organization where profit is not 

the primary goal of its existence. But even a non-profit organization can make a profit, which 

is then used to finance it. Financial management is of great importance when deciding on the 

finances of a non-profit organization and how to finance it. The financial management of a non-

profit organization ensures financial management, which consists of several phases. The first 

phase is financial planning, whose task is to identify the financial needs of a non-profit 

organization. The financial planning then depends on the budgeting, which is based on the 

organization's plan for the next period. Part of the planning phase is fundraising planning, which 

means the acquisition of financial, but also various other means (eg material) to ensure the 

operation of a non-profit organization. But mostly fundraising is about getting financial 

resources. It is a carefully planned, organized and strategically oriented activity of non-profit 

organizations whose aim is to identify the sources of funding and subsequently raise funds to 

meet the specific needs of the non-profit organization. Once the non-profit organization has 

obtained the necessary funds, the issue of managing these financial resources comes to the fore 

and must be handled in a truly sensible way, since the resources are very limited. It is also true 

that all activities that a non-profit organization funds must by carefully record and keep 

accounts. Accounting for non-profit organizations is very important, as all financial operations 

must be justified and registered by the non-profit organization. The final phase of financial 

management is represented by the preparation of statements and final reports for donors, ie 

entities that have provided it with financial resources. In connection with the evaluation of 

financial activity, raiting is used, described in more detail by Valaskova and Zvarikova 

(Valaskova, Zvarikova, 2014). In the event that the financial situation of the organization is not 

the best, it is justified to address the state of the financial situation through bankruptcy models, 

also pointed out by the authors Svabova, Durica and recommend focusing on in-depth statistical 

analysis of data (Svabova, Durica, 2019). There are several ways of financing non-profit 

organizations. These may be funds obtained from the state, from private entities (businesses 

and entrepreneurs), from individual donors, funds obtained from foundations, or from funds 

obtained from their own activities - from the achieved profit. The issue of ways of financing 

non-profit organizations will be discussed in another of our publications. The following table 

shows financial management issues in a non-profit organization. 

 

Table 2: Basic issues of financial management in non-profit organization 

Basic Issues of Financial Management in Non-profit Organization 

1. What do we want to realize? Project 

2. What do we need to implement the project? Budget  - Project costs 

3. From whom do we get the funds? 
Budget - Project Revenue 

               Resources 

4. How do we get funds from the source? 
Fundraising methods/  

Forms of support 

5. What do we offer for this?  Equivalent 

Source: self-processing 

 

This analysis provides the types of management that non-profit organizations should pay 

attention to. The main reason why non-profit organizations should set up individual sections of 

management is to eliminate any shortcomings in the event that the non-profit organization's 

management functions as one general unit. Therefore, we propose to divide the management 

into partial areas, and for each area should work one manager who would be in charge of the 
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management of the section. We analyzed four basic areas of management specifying the issues 

that should be addressed in each section of management. In the future, we would also like to 

address the issue of analyzing the ways financing  which non-profit organizations can use. The 

established hypothesis has been verified, namely that  non-profit organizations are 

characterized by certain management specificities that distinguish them from private 

enterprises. 

 

5. CONCLUSION   

Non-profit organizations are becoming an important part of the national economies. Their 

contribution lies mainly in the provision of services of general interest in various areas of the 

economy. Non-profit organizations justify their creation by a mission, which is an expression 

of the purpose for which a non-profit organization is established. During its activities, a non-

profit organization has to deal with many issues, a very important area is the area of 

management, which is addressed in our article. In our publication, we came to the conclusion 

that it would be of great benefit to non-profit organizations to break down management into 

partial sections, headed by managers who would be in charge of a specific section of 

management. The greatest advantage is seen in the elimination of shortcomings that would be 

present if the non-profit organization had a “general” section of management that would solve 

all problematic issues in the organization. Therefore, we recommend to divide the management 

in non-profit organizations individually into basic sections - the personnel management section, 

the strategic management section, the project management section and the financial 

management section. Each of these sections would be represented by a specific manager and 

he would be responsible for the level of that section with respect to his competencies. There are 

a lot of questions to solve in non-profit organizations and therefore we see an advantage 

especially if each section is dealt with separately. As changes in the market and in society at 

large in the economy take place, people's needs are constantly changing, and therefore the 

activities of non-profit organizations need to be adapted to the changing conditions of society. 

Since non-profit organizations are focused on providing community service that we consider to 

be a reflection of the standard of living for the target groups within their remit, clearly the 

activity of non-profit organizations is very important to the standard of living of the specific 

communities, to whitch are the services provides. Management of nonprofit organizations, 

given the large number of activities it deals with, we consider it to be a key means for properly 

fulfilling the mission of the nonprofit organization.   
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ABSTRACT 

The study deals with the content, structure and reporting ability of simple accounting 

statements exclusively in the conditions of the Slovak and Czech Republic. The aim of the study 

is to analyze the theoretical-legislative analysis and to assess the content, structure and 

reporting ability of simple accounting statements. Based on the results, we recommend that 

entities use reporting in business practice and suggest ways to improve the current situation. 

Objects of inquiry are entities that deal with the system of simple accounting. The subject of the 

survey is simple accounting and reporting of business entities. The paper is based on the 

theoretical part of accounting, main and auxiliary accounting books, simple accounting 

records, accounting units and comparison of accounting conditions in the Slovak Republic and 

the Czech Republic. The practical part shows the analytical part, which compares the content, 

structure and the ability to report simple accounts in Slovakia and the Czech Republic. 

Keywords: Simple accounting, Accounting unit, Book of receivables and liabilities 

 

1. INTRODUCTION  

The globe is made of mixed economies in which countries vary, where there are developed and 

developing countries. We are dealing with accounting every day. We do not have to be 

accounting units either. Every household is in some way an accounting unit. Monthly 

Accountant checks revenue and expenses. It monitors enough cash to pay a repayment if it has 

a loan from the bank for housing or the cost of a passenger car. She cares for her property. It 

rebuilds, restores and invests, because he knows that he will return his value in the future. The 

objective of each entity is to evaluate its assets, so businesses and entrepreneurs should try to 

do that (Alshehhi et al. 2017; Radisic & Dobromirov 2017; Kliestik et al. 2018). Accounting is 

an essential part of the information system of accounting units. Information that an entity can 

obtain from accounting serves as a basis for routine, operational decision-making, but also for 

decision-making in the future. Trends in the ever-changing international economy are driven 

by general trends such as internationalization, the strengthening of globalization and 

glocalization, steady growth in international competition, corporate attempts to outsource and 

reduce the number of suppliers, research, development and innovation, shortening product life 

cycles, shifting to time-based competition, and changes in customer buying habits and supply 

chain strategies, which can all be seen in accounting (Olah et al. 2018; Cygler & Sroka, 2017; 

Kliestik et al. 2018). Accounting is one of the oldest methods of keeping records, the subject of 

which are records of economic activity. Each entity must decide at the beginning of its business 

how it will maintain its accounting.  
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It is up to them whether to be a natural person or a legal person. The law determines which 

accounting units can carry simple or double-entry bookkeeping. Accounting information helps 

accounting units to plan, decide, and control business processes. Businesses have a need to have 

a credible overview of their receivables and liabilities to business partners as well as to the state. 

The state is accountable for accounting and the result of this management is a normative 

adjustment in the form of a chart of accounts and binding billing procedures with a possible 

choice of available solutions (Baulina & Klyushin 2017). Simple Accounting deals with income 

and expenditure tracking, what is also referred to as a cash principle. This result in a difference 

in revenue and expenditure is the result of the management. It is accounting, which is the 

essence of monitoring cash flows (Slosarova 2012). 

 

2. THEORETICAL BACKGROUND 

The literature offers several definitions of accounting. Accounting is a method of recording 

economic activity through accounts, an internally structured system of information and data in 

value terms. Accounting is a closed, internally structured system of information used to identify, 

measure and evaluate business activity. It provides monetary information about the financial 

position and profitability of the entity. It is the most comprehensive economic information 

system, which accurately and reliably provides economic information on the status of individual 

items of assets, as well as on revenues and costs, or more precisely income and expenses that 

result in profit or loss. Another important task of accounting is to provide the basis for the 

calculation of the income tax base and the tax liability of the entity (Rybicka & Rybicki 2018). 

General accounting principles and principles include the prudence principle in which the 

valuation of assets and liabilities should take into account risks and uncertainties. The financial 

statements shall show only those profits that have actually been achieved. However, losses will 

be reflected in the financial statements even if their amount is not exactly identifiable at the 

reporting date. The principle of historical accounting is based on the valuation of assets at cost. 

The implementation principle is based on the assumption that the revenue is not necessarily 

connected with the receipt of funds, it arises from the moment of dispatch of the products. 

Furthermore, it is the principle of the factual connection of the reported data with the relevant 

period, clarity of information, inter-company comparability and relevance of the reported 

information (Vojtovic 2016). The principle of consistency between accounting periods is based 

on methods of economic operations and valuation. This means that items in statements should 

remain the same not only within, but also between, accounting periods. They must ensure 

comparability and continuity. Another principle is the materiality principle, which requires the 

financial statements to contain quantitative information that is material to the entity's potential 

decisions. The principle of objectivity of accounting information means changes in assets and 

liabilities and these changes should not be accounted for until they have been objectively 

identified. The last principle is the priority of content over form, which means that transactions 

should be published in accordance with their economic substance (Sadaf et al. 2018). An entity 

that accounts in the single entry bookkeeping accounts in the books and in the cash book, in the 

receivables and payables book, and in auxiliary books. In the single entry accounting system, 

the financial statements include a statement of revenue and expenditure and a statement of 

assets and liabilities. The Moneybook is the general ledger. It contains information on cash and 

bank balances, income in the accounting period, expenditures in the accounting period, interim 

items that capture movements of funds that are not yet revenue or expenditure in the accounting 

period (Brabenec 2010). 

 

3. METHODOLOGY 

The elaboration of this article required some methodology and methods to be used. Methods of 

analysis and synthesis were used for gathering information, decomposing it into groups and 
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gradually clustering and merging relevant information into a coherent form. The description 

method was used to describe the accounting situation in each country concerned. Meeting the 

goal of the article based on its title required a method of comparison for comparing simple 

accounting in Slovakia and the Czech Republic. 

 

4. RESULTS 

The Commercial Code requires entrepreneurs to keep accounts in the scope and manner 

established by a special law. The Act on Accounting provides for the scope, manner and 

demonstration of bookkeeping, as well as the scope, content and provability of the financial 

statements (Hraskova & Bartosova 2014). Accounting is an economic discipline that provides 

the information needed for decision making. The basis of accounting is presented as a process 

of systematically recording economic phenomena, which provides data on the economic 

activity and economic relations of accounting units, relations with the state, municipalities, 

higher territorial units and the public body in order to give a true and fair view. Accounting is 

considered one of the oldest methods of evidence (Bastincova 2001; Gavurova et al. 2017). 

Since 2016, the Amendment to the Act on Accounting has brought several changes for 

accounting units in the Czech Republic. Some of these changes stemmed from the obligation 

to introduce European legislation into Czech legislation. Other changes responded to the 

requirements of practice. It is precisely in the latter group that the introduction of simple 

accounting is again the case. This adjustment was also based on social demand for simple 

bookkeeping. The demand was mainly from very small accounting units that were not primarily 

established for business purposes and are predominantly socially beneficial. They are so small 

that they do not have sufficient capacities to allow them to keep double-entry bookkeeping. It 

would be for them financially and also administratively demanding. That's why they wanted a 

simple accounting that is not so demanding (Kucera 2016). Many bookkeepers do not consider 

simple bookkeeping for accounting, and therefore they like when the Act on Accounting (Act 

No. 563/1991 Coll.) Was abolished as of 31 December 2003. However, some types of 

accounting units may continue to use simple accounting because Section 38a of the Act allows 

civil associations, churches, religious organizations and hunting communities to meet the limit, 

and that they have had to receive up to CZK 3,000,000 per year. Since 2004, individuals have 

had to go to tax records if they have not led double-entry bookkeeping. Since simple accounting 

has begun to be taken into account since 2016, they have also regulated the types of entities that 

can use it. The law on accounting again returns the concept of a monetary journal, which is one 

of the books of simple bookkeeping. Other are the book of receivables and liabilities, auxiliary 

books on other assets (financial assets, long-term assets, inventories and valuables). Cash and 

cash receipts and receipts actually received, paid and interim items (transfers between the bank 

account and the cashier or vice versa) will be recorded in the cash register as in the past cash, 

bank, savings and credit cooperatives. Simple accounting does not allow you to charge in the 

marketing year, the accounting period is the same as the calendar year. Within six months after 

the end of the accounting period, an overview of assets and liabilities and a summary of revenue 

and expenditure is required. The Decree is intended to provide accurate accounting items, 

bookkeeping and simple accounting methods. Accounting entities continue to exercise their 

obligation under Sections 29 and 30 at the end of the accounting period, to inventory assets, 

and to determine the real estate status. The funds also include funds in cash and accounts, 

inventories of liabilities and receivables as well as ancillary books. A record is made of the 

inventory carried out, which becomes an accounting record and the accounting entity has the 

obligation to prove the inventory for a period of five years after its execution (Fabova, 2008). 

In modern history, simple bookkeeping appears in the Accounting Act in 1991. The Accounting 

Act defined the requirements for both simple and double-entry bookkeeping. The then simple 

accounting was designed for individuals, contributory organizations, political parties and 
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churches. As of 1 January 2004, the Act on Accounting was amended. Simple bookkeeping has 

been canceled and replaced by tax records. The tax records are governed by the Income Tax 

Act. Their purpose is to establish the tax base. Tax records were for individuals. Entrepreneurs 

can keep it in the scope of simple bookkeeping. The term "double-entry bookkeeping" has been 

replaced by "accountancy". In Slovakia, simple bookkeeping remained and, in addition, tax 

records were introduced in 2009 (Fabova, 2012). Moneybook is the most important book in 

simple bookkeeping. In the journal, the accrual is accounted for in the time sequence of events 

that represent the income or expense of the cash. The cash register must include information on 

income, cash and cash balances, in cash and on bank accounts. The moneybook also accounts 

for interim items. Interim items are similar to the "money on the way" account in double-entry 

bookkeeping, that is to transfer funds between the treasury and the account or between accounts. 

If an entity uses a foreign currency, it accounts for a currency box or a foreign currency account. 

An entity receiving cash payments is required to keep daily sales records and charge them in 

the cash log at least once a month. Cashbook entries allow you to determine the income tax 

base after the end of the tax period. The second mandatory book of simple bookkeeping is the 

book of claims and liabilities. The Book of Receivables and Liabilities includes a record of 

receivables and payables to other entities. This book distinguishes receivables and payables 

from business relationships, advances granted and received, receivables and payables from 

advances granted and received, and other possible liabilities and receivables. This book allows 

you to obtain all information regarding individual debtors and creditors, liabilities and 

receivables. An ancillary book is used by an accounting entity only if it is used for it (Kaletova 

2002). A non-current intangible and tangible fixed asset, financial asset, inventory and 

valuables are to be recorded in the asset auxiliary's book. In the statement of income and 

expense, income and expense are classified as main and economic activity, including aggregate 

items, and their difference is recognized at the balance sheet date of the current accounting 

period and at the balance sheet date of the previous accounting period or at any other time to 

which the income statement and expenditures. Equally, asset and liability items are also 

included in the statement of assets and liabilities, including aggregate items, and their difference 

to the balance sheet date of the current accounting period and to the balance sheet date of the 

prior period, or to the date when the statement of assets and liabilities is prepared. Both the 

statement of assets and liabilities and the statement of income and expense are compiled in 

monetary units of the Czech currency and individual items are reported in thousands of Czech 

money units (Balcerzak 2017). After reading the literature, we have come to the conclusion that 

the content of accounting documents, the opening of accounting books is the same as in 

Slovakia and in Bohemia. The cash register must contain at least a summary of the cash and 

bank accounts broken down into revenue and expenditure, a statement of revenue subject to 

income tax, income tax exempted or exempt from income tax, a statement of expenditure 

income tax which is not subject to income tax, or are exempt from income tax, a breakdown of 

revenue and expenditure broken down by special legislation, and a breakdown of income and 

expense on interim items. The entity may decide on the next breakdown of the moneybook. The 

organization of a journal entry must be made in an appropriate, transparent and comprehensible 

manner. The explanatory notes to this system must be attached (stamping of columns, 

numbering of accounting documents). The cash book must contain the sum of the income and 

expense at least at the end of each calendar month and at the time of closing the cash book. The 

cash-book is an accounting record and must bear the name "Moneybook", the year or period 

for which it is kept, the number of letters numbered, the signature of the person responsible for 

keeping the cash register and also the signature of the person responsible for the accounting. 

The balance of cash and interim items is obligatorily transferred to the journal in the following 

year (Adamikova 2014). 
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5. CONCLUSION 

The aim of the paper was to assess the content, structure and reporting ability of simple 

accounting statements on the basis of a theoretical and legislative analysis and propose 

possibilities for improving the current state. We have split the accounting units, which should 

be charged in the system of simple and double-entry bookkeeping. For small and medium-sized 

businesses, to account for a simple bookkeeping system, and for large businesses we have 

designed a system of double-entry accounting. The proposal is also to keep book-keeping on 

the basis of records through the proportion of expenditure on taxable income, so-called lump-

sums. This registration is very simple and usually does not require the assistance of an external 

accountant. Based on the theoretical knowledge from the Slovak and the Czech Republic, we 

believe that all entities should endeavor to effectively control their assets, liabilities, revenues 

and expenditures. They should be interested in investing so they can optimize tax returns. By 

having control over their activities, they will also be successful. 
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ABSTRACT 

One of the most challenging issues faced by nonprofit managers is improving organizational 

efficiency. Another challenge for leading nonprofit organizations is managing limited resources 

in a competitive social services industry to meet growing service requirements. To meet the 

growing demands of their constrained constituencies, nonprofit leaders could implement 

effective time management practices to ensure organizational success. Although there is 

extensive literature on organizational efficiency, there was limited data available specifically 

for non-profit organizations, especially regarding time management training. The purpose of 

this article was to identify the perception of time management and the use of effective time 

management strategies. The study findings revealed statistically significant relationships 

between the TMPI score and selected demographic data. The findings revealed that leaders 

perceived the use of time, demographic characteristics, attitudes and time management 

strategies were factors in the introduction of effective time management techniques to improve 

the organization's success and efficiency. The results provided a framework for nonprofit 

managers to adopt time management - strategies that could improve the funding of research 

efforts and organizational success and efficiency. The results revealed why some nonprofit 

implementation managers are not implementing effective time management strategies to 

expand funding opportunities and improve individual and organizational growth and success. 

This research focuses on the lack of knowledge about the effective use of time management 

strategies in non-profit organizations. The current study has attempted to provide a realistic 

analysis of how leaders perceive timing and effective time management strategies that affect 

organizational success. Focusing on nonprofit groups could be a missing link to help nonprofit 

leaders to increase the effectiveness of the organization. 

Keywords: Disturbances, Non-profit organizations, Stressors, Time management 

 

1. INTRODUCTION 

The importance of efficient time use is unique to the non-profit sector because of the likelihood 

of reduced funding. Time management is a discipline that deals with the organization of time. 

It is very important in this type of management to set clear goals of its activities and set 

priorities, ie. to define what is important for us in terms of work or personal activity and how 

much time and resources we are willing to devote to this activity and last but not least to 

eliminate unnecessary activities. Efficient use of time means following certain rules and being 

maximally focused on your work. Among the most recommended principles that, will help 

managers to better organize their working time are setting clear goals so that managers know 

what and when to pay attention to them, they must clearly set goals. To analyze the time spent 

to effectively set up time management, managers must first discover what they spend their time 

on, then they can reduce the tasks that hold them back and address those that move the business 

forward. Using the TO-DO letter helps if all the jobs are registered can systematically move 

from job to job and fulfill their plan.  



51st International Scientific Conference on Economic and Social Development – Rabat, 26-27 March 2020 

 

595 

Prioritizing is effectively assigning importance to the task list. It is a good idea to assign an 

estimated time to perform the task in addition to the priority. Work organization needs to be 

done in the performance of all things logical system, which will be based on organization. The 

delegation says that manager's time is precious. It is necessary to use its potential for important 

things. The less important ones need to be shifted to other people. The use of seemingly 

unproductive time also plays a major role in time management. If you're traveling to work, 

check your emails quickly. Arrange a meeting with your business partner during lunch and 

make phone calls while waiting at the office. Even if they are trivial, they can ultimately have 

a huge impact on your productivity. There is a great deal of literature on the effective use of 

time management techniques, but there are no strategies for strictly developed strategies for 

non-profit managers. There is a need for effective research into the time management strategy 

in the non-profit sector. The basis of the research problem is to identify various effective 

management strategies that could be used by nonprofit managers to positively influence the 

success and effectiveness of the organization. 

 

2. TIME MANAGEMENT STRATEGIES 

Time management strategies are designed to better schedule time, prioritize, use technology, 

organize your workspace, manage your lists, know which projects are important and complete, 

and projects that unnecessarily distract attention. O'Brien also recommended several tactics in 

implementing strategies (Allan, 2015). First, by keeping a diary managers can evaluate how 

time is spent (Bartosova & Kral, 2016) and eliminate those time losses that do not affect the 

mission of the organization. Secondly, working during the most productive times of the day, 

then managers can effectively accomplish important tasks and reduce distractions at work. 

Third, using productivity-enhancing technologies, managers have much more opportunity in 

the 21st Century to increase their work efforts. The technology includes mobile phones, updated 

software, personal digital assistants and similar devices. Another recommended strategy 

recommended by (Valaskova, et al., 2019) is to organize the workspace by organizing 

everything in place and keeping the most used items accessible. The goal was to organize the 

task lists into five lists in order: projects, other actions, waiting, calendar and sometimes / 

maybe. The list of projects focuses on the vision and other actions the following steps are listed 

in the priority list. The waiting list depends on other tasks to complete, while the calendar list 

is time meetings. The list sometimes / maybe contains items that are not ready for the project 

list. Other strategies include understanding what is important, setting realistic completion dates. 

In managing several ongoing projects, employees should assess the tasks depending on their 

importance and addressing less important tasks later to be more efficient. (Allan, 2015). 

 

2.1. ABC prioritization 

This technique is generally used in prioritizing, but at the same time, by describing the internal 

context of business processes, it is possible to know and understand their patterns and their real 

impact on business activities. The method is based on the philosophy of the percentages of 

important and less important tasks. This division is based on analogies of inventory 

management (Tziner, 2015). Using ABC letters, managers should divide individual tasks into 

three groups, depending on their importance in achieving their goals. Many managers work 

according to the principle: stick to the most important tasks of group A. Tasks of type A include 

very important tasks that determine the success of a business. These tasks include personnel 

and strategic tasks that are both important and urgent at the same time. They represent up to 

15% of the scale of total tasks, but account for up to 65% of the results. Type B tasks include 

important tasks but can be delegated. They have a 20% share in the scope of the activity and in 

the results.  
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The latest type C tasks are the least important, routinely correct tasks that can be immediately 

delegated, according to experts' experience, accounting for about 65% of all tasks, but only 

15% of the results (Belas et al., 2018). 

 

2.2. Eisenhower principle 

The Eisenhower principle represents a technique called after former US President D. 

Eisenhower. It is based on the assertion that importance always takes precedence over urgency. 

In practice, there can be four combinations of the importance and urgency of work tasks. The 

tasks are divided into four quadrants (Salaga et al., 2015). In the first quadrant, there are tasks 

that managers need to address immediately and deal with in person. The second quadrant are 

tasks that can wait. However, they become a problem if sooner or later they become urgent and 

then the manager has to deal with them himself. They can therefore be partially delegated. In 

addition to the advantage of gaining employee time, these tasks can become opportunities for 

personal development and greater motivation of subordinates. The third quadrant represents the 

tasks that the manager should delegate, but as they need to be done in the shortest time possible, 

he usually performs them himself. The fourth quadrant represents tasks often found on the 

manager's desk. The tasks of this category should be taken appropriately by the manager. They 

are often not so important that subordinate workers deal with them (Gresakova & Chlebikova, 

2018). 

 

2.3. Delegation 

Delegation of tasks is at the heart of every management and is usually defined as handling 

things through other people. A manager who is unable to delegate tasks cannot actually manage. 

The basis for the delegation of tasks is the principle that each task should be equipped with the 

lowest-ranking job, which still has the necessary expertise to deal with it. Delegating tasks 

assumes that the entity trusts the worker to whom it delegates tasks. A worker must therefore 

meet the conditions laid down for the performance of his duties. On the other hand, the manager 

should give the opportunity to demonstrate competence and credibility (Carol et al., 2019). The 

problem arises when the knowledge causes of the manager's lack of management knowledge 

are combined with subjective notions of delegation. At that time, the manager is unable to 

delegate tasks and tends to interfere with everything (these are the leaders overloaded with the 

operation). We often meet this type of managers in small companies, where the company owner 

is also an executive manager. His “personal” relationship with the company and his strong 

financial involvement prevent him from sufficiently trusting his employees, leading to his 

overloading. The fear of delegation is not justified. Effective control mechanisms can prevent 

major damage. The absence of delegation can cause organizations to do much more damage 

(Gresakova & Chlebikova, 2019). 

 

2.4. Helicopter view 

The helicopter view structures the tasks and the time to perform them into six levels, which 

should help from a “perspective” to decide priorities. We know 6 baseline levels: Baseline level 

1 represents activities that are performed operationally as they occur. Level 2 is based on the 

question of what needs to be done immediately, comparing the priorities (in terms of objectives 

and not what seems to be more important, less laborious, etc.). Level 3 represents activities to 

be done in the coming hours. With a view to longer-term objectives, the actions to be addressed 

today are selected. Level 4 represents activities that need to be done in the next few days or 

weeks. Level 5 represents what is to be achieved in the coming months. The actual perspective 

translates into long-term projects, deciding on the priorities of current work goals and on the 

work-life balance. Level 6 characterizes what is desirable to achieve as an element of the wider 

environment. The ability to see not only above the present but also above itself is required. 
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What we want to achieve as a company, team, family, etc (Kushlev et al. 2016). Not everyone 

is capable of seeing at all levels, but knowing one's own weaknesses is the first step towards 

eliminating them. Every manager and entrepreneur needs the ability to see at all levels. These 

skills can be trained (Covey, 2014). 

 

2.5. S.O.R.U.Z. 

In defining the tasks to be accomplished, a very effective tool for managers is the S.O.R.U.Z 

method, whose name is derived from the initial letters of the sub-steps it consists of. Partial 

steps of the method are: summary of tasks, estimation of time for individual activities, reserve 

time, prioritization, feedback control. Summing up tasks means that managers should first 

summarize all the meetings and activities that await them during the day. Be sure to include the 

rest of the days in these activities. Do not overload and certainly do not overestimate your 

strength (Janoskova & Kral, 2019). If you have already summarized all the meetings and 

activities you should manage during the day, estimate how much time you will need for each 

of these activities. In doing so, build on your previous experience. Managers should be able to 

plan with a view to resolving operational issues and keep some time from the working day for 

unforeseen events. The time margin should be between 20 and 50 percent of normal working 

time. At least count on 20 percent. Once you have set the reserve time, take a close look at the 

task list for the next day and prioritize it. Schedule the most important tasks for the part of the 

day you are performing best. Also, consider whether you could delegate some less important 

tasks to others. Method S.O.R.U.Z. is terminated by retrospective control. This should always 

be done at the end of working hours. Try to summarize whether your daily plan was realistic or 

not at all at your pace. Then move any unfinished tasks or new appointments to the next day, 

and try again to create a new plan adjusted for more time or better priorities (Knoblauch et al., 

2012). 

 

2.6. Elephant technique 

The elephant technique is used when an extensive task needs to be addressed, e.g. to develop a 

new product, to learn a foreign language, etc., we are often intimidated by its size and therefore 

we will not start to solve it. The aid is in splitting the task into small parts that will be solved 

every day, or a week. If necessary ("consuming an elephant", it can not be done at once, but in 

regular doses yes). Routine work within each individual part loses the fear of the size of the 

whole because we have already decided how to manage the whole. The size of the task is not 

the only problem with this technique. However, there may be problems of a different nature. If 

we divide the whole - problem into smaller parts, it will make it easier to solve complex tasks, 

but we lose the sense of connection with the whole (Kundelis & Legenzova, 2019). 

 

2.7. Eat the frog first 

"Frog Eating" means that you have to perform the worst or extremely important task as the first 

thing in the morning before all other tasks. Once you "eat" your "frog", you can be sure that the 

worst is behind you, so you are likely to have a positive attitude about the rest of your day. An 

inherent task is a task that managers should focus all your attention on: a call to a demanding 

client or cost estimates that you need to create for an elusive project (Kmecova, 2018). The 

worst task is the task you are postponing because it is difficult or simply boring. This can be an 

extensive project survey or a large amount of paper. (Knoblauch et al. 2012) recommend that 

managers should embark on the 'ugliest' frog. Furthermore, they should focus on the second, 

slightly less problematic "frog". After dealing with "frogs", they can start working on other 

"normal" tasks that day. At the same time, they claim they can prioritize your "frogs" and 

"regular" tasks using ABCDE. First, managers create a list of tasks that you need to do the 

following day. Then mark them with letters.  
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"A" - is the most important task that is likely to have serious consequences if you do not 

complete it. "B" - the next most important task, it is not so serious in terms of consequences, 

but still important. "C" - a task you could do, but if you didn't, it would have no real 

consequences. "D" - a task that you can delegate to someone to free up more time for task "A". 

"E" - a task that you don't really need to do, you can delete it. The important thing is that you 

are not moving to task "B" or any other task until you complete task "A". In any case, if they 

do these "horrible" tasks at a later date, they will feel that they have more time for the tasks that 

really delight them (Kmecova, 2018). 

 

3. METHODOLOGY 

The current study started with a Pfaff-based approach and Inventory of Time Management 

Procedures for Associate Employees (TMPI) a tool for analyzing the perception of nonprofit 

managers' time and evaluating survey results (Pfaff and Associates / PAN, 2008). The TMPI is 

a “standard-based” survey that assesses an individual's time management skills. The tool has 

"31 statements on a 7-point scale and helps leaders recognize the strengths and weaknesses of 

task orientation, planning, and prioritization." TMPI measures skills in time management, 

paperwork, initiatives, planning, confidence, prioritization and deadlines. The current study 

examined 30 NGOs and their perception of the use of time by managers through the 

dissemination of the TMPI research tool. The survey focused on the impact of non-profit 

respondents' demographic data on their own time management. The collected data were 

analyzed using the Statistical Package (SPSS) software. 

 

4. CONCLUSION  

Within non-profit organizations, a problem arises when managers, respectively. Leaders of non-

profit organizations do not complete their tasks in time can result in loss of funding for the 

project. The inefficiency of the time management plan affects the budget of non-profit 

organizations and organizational success. The aim was to examine the experience of managers 

non-profit organizations in relation to how they perceive the use of time and how they 

implement time management into activities related to the operation of non-profit organizations. 

Table 1 shows the total frequency counts for selected demographic variables including gender, 

age group, highest educational attainment. Frequency counts for variables performed was  (n = 

30). 

 

Table 1: total frequency counts for selected demographic variables including gender, age 

group, highest educational attainment 

Variable and cateygory n 

Gender  

Male  821.0 

Female 1780.0 

Age group  

18 – 25 730.0 

29 – 34 412.0 

35 – 45 976.0 

46 and more 312.0 

Highest level of education completed  

High school 210.0 

Bachelor´s 312.0 

Master´s 465.0 

Doctorate 312.0 

 Source: Authors 
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Of the six variables listed in the demographic survey, three demonstrated statistical significance 

with six out of eight scores. Significant relationships between gender, race and position in the 

prioritization analysis, deadlines, paperwork, taking action, resisting participation, and overall 

scores (see Table 2). Table 2 shows descriptive statistics for the eight summarized scale scores 

sorted from highest to lowest. These scores represent the overall time score management. The 

highest score is the overall score (M = 74.15) and confidence (M = 71,15). The lowest score is 

planning (M = 60.15) and taking action (M = 61.15). other the scores presented are prioritization 

(M = 69.30), paperwork (M = 67,15), deadlines (M = 66.65) and wiring resistance (M = 63.20; 

see Table 2). 

 

Table 2: Descriptive statistics for summative scores sorted by highest mean (n=30) with 

Spearman correlations for time management scores with selected demographic 
Score M SD Gender Age Education 

Overall score 74,15 24.20 .12 -.48** .9 

Self-confidence 71,15 26.80 .38* -.27 .02 

Setting priorities 69.30 21.48 .16 -.31 -.03 

Paperwork 67,15 27.24 .08 -.51** -.03 

Deadlines 66.65 32.29 .24 -.44** .28 

Resisting 

involvement 

63.20 31.40 .05 -.14 .44** 

Taking action 61,15 23.09 .48** .33 -18 

Planning 60.15 27,82 -.05 -.30 .20 

Source: Authors 

 

Gender was significantly correlated with two of the eight variables at p <.10 and p <.05, 

specifically setting priorities (rs = .38, p <.10) and taking action (rs = .48, p <.05). Because a 

positive correlation exists between setting priorities and taking action, the women in the sample 

gave significantly higher responses than men but for the other six scales, no relationship with 

gender was found (see Table 2). Age was significantly correlated with three of the eight 

variables at the p <.05, specifically overall score (rs = -.48, p = .01), paperwork (rs = -.51, p 

<.10) and deadlines (rs = -.44, p = .05). For three of the eight variables, significant relationships 

were found based on age but not for the other five scales (see Table 2). Education was 

significantly correlated with one of eight variables at the p < .05, specifically resisting 

involvement (rs = -.44, p < .05). Historical and current research on time management strategies 

is universal and can apply to all types of companies, although research continues to focus more 

on profitable businesses that demand productivity gains rather than mission-based non-profit 

organizations. Nonprofit leaders have historically not focused on the bottom line, albeit over 

the past 20 years. For years, many non-profit leaders have recognized the importance of the 

outcome, but are missing discipline to control it. This could result in a measure of organizational 

success recognition of employee productivity levels. Literature reported that the use of effective 

time management strategies are the most effective time management method. (Tziner, 2015) 

reported that the current trend in philanthropy is business-based models affect the effectiveness 

and achievement of the objectives of non - profit managers; and organizations that increase the 

pressure and increase the expectations of non-profit organizations succeed. A work-life balance 

is essential for success. Author also claimed that leaders can achieve a balanced life by 

becoming. Explanation of a balanced life could have an impact on how organizations lead time 

and organization. 
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ABSTRACT 

The present work reviews the social effectiveness of the processes as a basic element for social 

development. It tries to analyze the term from all its dimensions and to search for its 

applicability in the assessment of social impact. It reviews the accumulated experience and tries 

to give particular solutions in this direction. It searches for possibilities for defining criteria 

for social effectiveness. Social economy being turned to satisfying certain necessities of people, 

who are from the vulnerable groups, searches for answer to social effectiveness of these 

processes. Finding meters (system of criteria indicators), which to assess this process is a 

possibility that is expected to give good results. 

Keywords: social programming, development, social economy, social effectiveness 

 

1. INTRODUCTION 

Speaking about effectiveness as a key term for each social-economic activity, traditionally the 

stress is put on the economic effectiveness, which manifestation is in the subordination 

“expenses-effects (benefits)”. And as far as each social activity is conducted with more and 

more limited resources, the approach is to be as if towards economic activity. More, such an 

activity is considered to be “each purposeful activity, where the limited resources are distributed 

and combined among alternatives, while maximizing the effect or minimizing the expenses is 

possible” (Stankevich, 1998). The correlation between expenses and benefits of a given 

resource or combination of resources for achieving given, preliminary defined goal stands out  

in the foreground, and on this basis, the rationalizing of managerial decisions. In this sense, the 

subordination “expenses-effects” could be used as “method for planning; tool for taking 

decisions and environment for historic documenting of the taken decisions” (Semerdzhiev, 

2007). This fundamental principle that characterizes the economic effectiveness is one of the 

sides for studying the activity effectiveness. But each activity according its nature is social and 

defines the necessity of social effects measurability. On this ground in the recent years it is 

more and more often spoken about the so called social effectiveness. In contrast to the economic 

one, social effectiveness does not bear so much direct nature; it appears to be more complex 

category and difficultly lends itself to one-dimensional expressing (Terziev, 2014). 

 

2. MEASURING OF SOCIAL EFFECTIVENESS 

There is certain accumulated experience on measuring social effectiveness within the frame of 

the prognosticated assessment in the foreign practice from the social consequences of the 

scientific-technical projects and the economic and social programmes. This way, an 

independent stream of studies in the field of assessing of “social impacts” (SIA-Social Impact 

Assessment) or more specifically said, the integral social consequences at the realization of 

various development projects and programmes is built in the beginning of the seventies in the 

USA. The business and political circles in the USA realize that each technological break-

through brings “unplanned” losses of ecologic, social, psychological nature, which turn in the 

end of the day in indirect economic loss. In the field of scientific-technical development - at the 

level of the companies as well as at the level of national programmes, reorganization of the 
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whole methodology for planning and management is conducted. And, if earlier it is oriented 

only towards purely economic criteria for effectiveness, then at present, the social, 

psychological and other conseciences are also taken into consideration at the implementation 

of scientific-technical projects, yet at the stage of taking decision for their elaboration and 

realization. Thus the necessity of complex assessment of the various categories of impact of 

technics and technology upon the society arises (1996). The evaluation of the social impact 

from the scientific and technical projects and programmes in the USA is defined in an 

independent stream after a mandatory procedure on assessing their ecological impacts is 

established by an Act for policy towards the environment in 1969. (1996). All state projects 

that could exercise significant impact upon the environment as well as the projects of the private 

companies and entities that require special state sanction are put under ecological expertise. An 

impressive example for the use of increased ecological requirements at the realization of 

programmes for economic development in the USA is the organization of the elaboration and 

realization of the project for the oil pipeline through Alaska in the middle of the seventies  

(1996). The project’s planning has been conducted during the entire period of building, 

operation and dismantling of the pipeline after the deposit’s exhaustion. We should note that 

the whole complicated multi-level mechanism for the programme’s management is formed and 

functions on the ground of the economic legislation in power in the USA and of special 

legislative decrees and agreements. That defines the specific of the form of that management 

mechanism, where its separate parts and elements presented by the state authorities, the 

companies-owners, the specialized companies, are connected with each other in a unified 

organizational system of two- and multi-party agreements and contracts. From the positions of 

the long-term interests of the nation the project is recognized as highly effective and proper. 

The formulation of the problem of social effectiveness is considered in sociology and economy 

for debatable for a long time. Until present, no general definition of the term “social 

effectiveness” is found synonymously either. There is high enough number of works of 

monographic nature, where the authors try to study social effectiveness from the various types 

of activities, including the managerial one. After all, most of the authors develop the term for 

social effectiveness, the criteria and methods for its assessment towards the goals for the public 

production. The monograph of the Bulgarian scientist M.Markov could be considered classic 

work on the problem with the social effectiveness. According to him, effective is what leads to 

result, to effect (from Latin effectus - an act, performance, and afficio – to act, to perform) – 

effective means efficient (Markov, 1982). A popular model for assessing appears to be the 

subordination “resources-expenses-result”, which characteristic feature is the separation of the 

role of resource ensuring and the expenses for raising the managerial activity effectiveness. The 

following three factors are defined in R. Likert’s model for effective organization (Terner, 

1985; 1996a). 

• Internal organizational factors, including in their composition the organization’s formal 

structure, the economic structure and the social policy, the staff’s professional-qualification 

structure; 

• Intervenient variables such as the human resources, the organizational climate, the methods 

of taking decisions, the level of trust towards the management, the methods for stimulating 

and the motivation for acting; 

• Result variables such as growth or drop of labour productivity and the revenues, extent of 

satisfying the consumers’ demand, etc.  

 

With such an approach, effectiveness comes as result of complicated interaction among various 

factors, among which the domination position is of the human one and the social-ecological 

factors. The approach, according which effectiveness is evaluated according to the extent of 

protection of the balanced interests of the state and society.  
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The work of the government apparatus could be recognized as effective only in the case it 

successfully solves the problem for optimal protection of the interests of people, social groups 

and each individual. In this dual task, the most important side is the term effectiveness of the 

government apparatus. According to that approach, effectiveness is widening the possibilities 

for active civil life of each civilian, of the society and the effectiveness of state. It is determined 

by a well functioning system for state bodies’ activity, from their ability to realize state interests 

in a legal way, to implement the state policy for social and public development. Another point 

of view is the one that connects the effectiveness of state activity with the availability of the 

lack of optimal paradigm for administrative-political management. The word goes about the 

confrontation of the traditional technocratic paradigm for political management and the new 

one – the participative one. As a whole, authors connect directly the effectiveness of state 

activity with the presence of bureaucracy in it, which actually serves the society (1996; Terner, 

1985; 1996a). And this is the bureaucracy, which: is found under the real control of society; 

expresses the interests for social progress; is minimal according its quantity and quality 

parameters. This statement is based on the internal contradiction of bureaucracy among the 

wide social goals, because of which it originates and its narrowly corporative interests that tend 

to dominate. According to the opinion of some authors, the criteria for the social management 

effectiveness are concluded in the following: 

• In the extent of correspondence of the directions, the contents and the results from the 

activity of managerial structures and from the parameters of its that are defined by the 

functions and the status; 

• In the legitimacy of decisions and actions that corresponding to the managerial structures 

and the users (the recipients, the beneficiaries); 

• In the reality of influence of managerial activity upon the state and the development of the 

objects for managing; 

• In the depth of reporting and expressing in managerial decisions and actions upon the 

particular and complex needs, interests and goals of people; 

• In the nature and the volume of direct and “reverse” relations with the beneficiaries, or said 

in other words – in the democratism of activity; 

• In the extent of authority of decisions and actions of the managerial structures; 

• In the fairness and expedience of information transferred to the managerial structures and 

the beneficiaries; 

• Influence of managerial activity towards the external environment.  

 

Each act, each social phenomenon or feature, including social effectiveness, is characterized by 

quantity and quality sides. And although these two sides of the object exist in inseparable unity 

and interconnection, they are, anyway, different characteristics of the surrounding social 

environment. It is accepted in the scientific literature the quality side form the received result 

(effect) to be indicated with the term “criterion”, and the quantity one - with the term “indicator 

for effectiveness”. In other studies, slightly different interpretation of the term “criterion for 

social effectiveness” is suggested, reviewing it from the point of view of the interrelation 

between the quantity and the quality definiteness of the studied and evaluated object. From 

quantity side, criterion appear to be method, tool, sample measure for movement towards the 

desired result, and from quality one, as possibility for separating of “positive sides, forms of 

that movement in space and time”. Unity of meaning is observed in the understanding of the 

term “criterion” in all pointed approaches despite all differences. Besides that, their synthesis 

gives us new, deeper understanding for the social nature of social effectiveness. Thus, “the 

indicator for effectiveness” (the quantity criterion), fixes the objectified and integral, mainly 

quantity expressed (for example, from point of view of the natural volume of social goods and 

the time interval for their ensuring), the evaluation of the achieved by the social system of any 
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rank. “The criterion for effectiveness” (the quality criterion), is focused to a greater extent on 

studying the internal mechanisms for achieving the given result, including in itself the extent 

of limitedness and the so called activation of the human factor as condition for self-

development, effective activity, social cost of the achieved, the extent of its limitedness, etc. 

This distinction is significant and important for elaborating the system for evaluation of social 

effectiveness. Whatever quantity expresses the effectiveness of the functioning and progressing 

social system, it always appear to be result of the actions of all factors of the system in their 

combination, presented as integrative resultativity. It is important to emphasize that whatever 

extraordinarily effective the activity of the separately taken factors is in the social system, its 

high effectiveness could be ensured only by the relevant quality of the system social interaction. 

It originates as its irrevocable organic feature, serves as general algorithm and universal 

motivating mechanism for the activity for all the factors in a certain system. The connection 

between economic and social effectiveness has complicated nature. The methodological 

principle, according which the realization of the social programme is obliged to become catalyst 

for effective economic development is usually in the base of the economic effectiveness growth. 

The funds spend by the society for satisfying the social needs, are returned in the end in the 

form of raising the social and labour activity. The realization of social management in this 

system appears to be in the end of the day one of the subordinated factors for reaching economic 

effectiveness. The attempt to explain the impact of the economic factor for achieving integral 

social effectiveness similar way suffers simplifying approach inevitably. It is already 

recognized that the classic criterion (the correlation “expenses-profit”) is obviously insufficient 

at certain nature of social effectiveness. Another approach is necessary, with which help the 

activeness of social activities could be evaluated. The extent of achieving social effectiveness 

is defined by the position of movement towards socially significant strategic goal, which 

meaningfully uncovers as state of maximum full realization of individual’s needs and self-

realization of his natural powers, said in other words, his personality. Individual’s wealth as a 

supreme value for society becomes ending in itself for the social development. From here, the 

projective goal of each development originates usually as requirement for determining the full 

wealth and the free comprehensive development of all members of society, whose realization 

is, after all, in creating just for the individual circumstances of life and creative work. More, 

number of important methodics specifying are to be made. The notion for social effectiveness 

as result, evaluated from the positions of getting closer to the socially significant goal, should 

obligatory be correlated to the changes that correspond to the general line of progressive 

development of the social system, i.e. with its gradual transition from less to more thorough 

existence. We can note that before comparing each achieved social result with the expenses, it 

is necessary to clear the significance of the fact itself of achieving this result, mainly from point 

of view of its correspondence to the goals of social development. It is also important to consider 

the time interval necessary for achieving the set goal. The significance of that specifying about 

the understanding of the basic principle of social effectiveness and its criteria emphasizes 

expressively the particular attempt for social policy. The American scientist D. Rotblat 

emphasizes that a fundamental reconsidering of the principle of effective social policy was 

made in the USA in the thirties (Terner, 1985; 1996a). The government’s measures on widening 

the insurance funds for unemployment and increasing the number of social aid receivers, who 

are initially reviewed as completely progressive, in long-term plan manifest more and more 

their inefficiency as far as they have weak impact upon human resource improvement. 

Experience shows that “ensuring well-being without suggesting viable alternatives” for 

development of the individual and his initiative, becomes restraint in the social development as 

far as raises “reproduction of the culture of poverty from one generation to another”. It is 

obvious that the evaluation for the social activeness of the conducted activities could radically 

change to the same extent, to which the time element allows more precise unveiling of the 
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streamline for social development. So to say, the inclusion of people, who need social support, 

in the process of labour, bringing perspective from economic as well as social point of view 

result appears to be more effective than giving aids directed to short-term “smoothing” of social 

tensions in society. The review of the problem with the social effectiveness according to the 

notions for social development and its ideal raise additional difficulties. In these cases, when 

social effect is difficult to be measured in quantity, the extent for getting closer to the goal, to 

the realization of these values, suggested by it could serve as the only reliable criterion for its 

evaluation. The predominantly consistent side of the terms “social effect” and “social 

effectiveness” are reviewed in number of works. As a rule, the authors of publications agree 

that social effect is definite social result, purposeful activity conducted in life by economic 

decisions. More, in some cases it is understood like “something, connected with the 

development of the individual”, which “forms new features in the image of life and activity as 

individual as well as collective, evidencing raising of social activity, supports the universal 

development of personality and the forming of a new type of worker”. In other cases it is treated 

as “result corresponding to the goals of social development”. In third cases, it is reviewed as 

“stage for raising the social-psychological and sanitary-hygiene comfort of the individual”. The 

last cases, actually, concern not the social result as such but the effectiveness, i.e. the correlation 

between the result and the goal, the initial and the consecutive state of social comfort (1996; 

1996a). The suggested definitions allow outlining the essential differences between the terms 

“social effect” and “social effectiveness”. The first reflects a conclusion for reaching certain, 

quantity or quality evaluable results from the social activity in independent meaning. In the 

second case there is correlation of these results with the measure or the extent of realization of 

the normatively set goal or ideal for social development. This measure for the social effect 

evaluation in turn serves as an important direction for this quality side of social activity, 

integrated in its system organization. Thanks to it the social effectiveness itself is achieved. 

This social activity immanent effectiveness - the constitutive quality characteristic could be 

defined as principle for social effectiveness. It is immediately connected with the criteria for 

social effectiveness as concrete quality indications and determinants of the meanings, on which 

base, as original “zero points for reporting”, social activity is assessed as effective or 

ineffective. Reviewing the indications that distinguish social effectiveness from the result, they 

correlate it either with the goals, or with the needs. It should be noted that “most effective at 

equal other conditions, would turn activity, where the goal to a maximum extent expresses 

human needs”. Alongside, the issue about the concrete social results (effects) from its 

managerial impact is not set although it is presented in the given context as very significant. 

The point is that the review of the issue with the social effectiveness and the contents of that 

term itself, is an inseparable from the concrete analysis of the normatively or ideologically set 

goals of social development as well as of the needs (expectations, interests, ideals) of the 

various social subjects. It seems social effectiveness could not be thought of within the 

categories of an abstract social good or only in the form of the social system movement towards 

certain ultimately generalized goal of social development. The social object and this is the 

object of management, towards which the term for social effectiveness falls, is complicated 

enough for its structure. It embraces the whole combination of exiting in society social 

connections and relations. The goals for social management themselves concern inevitably the 

whole “space” of these connections and relations, including the social system (socium) is an 

integer, social groups (communities) and the separate individuals (personalities). Coming from 

that and the effectiveness from the social-managerial activity, it is to be considered, in the 

aggregate evaluation, about the development of all sides, aspects and components of the social 

system. Obviously, the reviewed above correlation of the effective social activity with the social 

progress’s goals, indicates one of the important moments of the social relation and inter-

subordination between the all-system, social-group and individually-personal dimensions of 
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social activity, of the aggregate and as a rule long-lasting nature of its manifestation. Reviewing 

the issue of the social-economic effectiveness from the target complex programmes, it is 

concluded that “the main purpose of the estimate and the evaluation of social effectiveness 

within the program-targeted method is ground of the adopted planning-managerial decisions” 

(Terziev, 2013). Considering the necessity of prognosticating the social consequences from the 

economic activities that are to be estimated in their effectiveness general evaluation, number of 

authors note that because of this “the sustainable quality or (although serial) subordinations 

between production-technical and the social changes among the characteristics of the mapped 

out undertakings and indicators that reflect the corresponding target norms” (1999; 2000). Some 

authors associate social effectiveness of economy with the problem of effectiveness. In 

economy and sociology, debatable appears to be even the issue about the legality of this term, 

such as “social effectiveness” (in contrast to the more or less clear economic maximum of 

production at minimum expenses). The scientists, who consider this term for legal, try to give 

it a more precise definition. In particular, the criterion for social effectiveness for solving ripen 

social problems in minimal time-terms and minimal expenses for society. The given definition 

bears debatable nature because the elaboration of criterion for optimality in the social sphere 

would also significantly move forward the understanding of the criterion for social 

effectiveness no matter what final formulation this term would get (1999; 2000). The 

formulation of the issue about social activity optimality as integral criterion for its effectiveness 

is perspective namely because the complexity of each social object, its dependence by a lot of 

variables and also, by the availability of multi-vector internal system discrepancies. We have 

to take into consideration that optimization in mathematical theory for the optimal processes is 

called the process of choosing the better variant out of the possible ones, taking the system, the 

object, to the best of the possible (optimal) state, process, where the quantity characteristic of 

the most desired feature of the object is maximized and the opposite, the least wanted is 

minimized. The issue about the criteria for optimality (the optimum) appears to be important 

theoretic result for the optimization of national economy. In the most general form, the criteria 

for optimality in economy are defined as special economic and mathematic models that express 

public attitudes. Said in other words, they are special variety of formalization of the economic 

development goals in analytic shape and in this sense, presumptively set function. The problem 

about the correlation of the problems on optimality and effectiveness also appears to be 

debatable. One group of economists identifies them actually, and others try to separate these 

terms. Here purposeful research work is necessary. For the present, one thing is clear: 

unconditional relation exists between the criteria for optimality and effectiveness, and there the 

theoretic clearness in certain regard allows us to achieve significant success in the objective 

evaluation of consequences from the realization of plans, programmes, projects and decisions. 

It is obvious that, for example, social effectiveness could be thought of narrowly pragmatically, 

as for the best result in solving urgent social problem. The strategic and long-term consequences 

of the undertaken measures are estimated within a wide social approach. Certain discrepancies 

and contradictions might arise among these approaches. In these conditions, the task for 

achieving joint social effectiveness is to be predominantly formulated as a task on optimization 

of the social-managerial activity. Social and economic effectiveness have two-way appearance. 

Regarding each bearer of a certain kind of labour, it refers as part of the genera, immediately 

public labour. Regarding the product of each certain labour, it manifests as characteristic or 

feature possible to satisfy increasing demand. Economic effectiveness brings its criteria for 

evaluation of results from the labour towards solving the issue of how much the achieving of 

the received effect for social effectiveness costs, whom and how this effect serves. Coming 

from there, it could be suggested that in contrast to the criterion for economic effectiveness, the 

criterion that certifies the social effectiveness is not realized only within the given “closed” 

system of social action, rather has set in appearance norm-ideal nature.  
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This significantly complicates the evaluation for social effectiveness of each institute for 

management, as far as it forces it to keep into consideration in its field “the internal 

environment” of its activity, where results could be correctly evaluated and measured. 

Furthermore, the measuring is unique with the quality of the given social-managerial system as 

well as with “the external environment”, which is within the sphere of its control. But even 

though, it is a task of norm goals, from which the integral evaluation for social effectiveness is 

derived. It is expedient to emphasize the differences and the interrelation between the categories 

effectiveness and quality. Criterion for effectiveness is the correlation expenses and result, and 

criterion for quality – the correlation between the effect and the goals, the goals and the funds 

for achieving them. An expression of the effectiveness principle is less expenses – greater 

result. The principle for quality manifestation is the highest level for achieving the goal at 

rational and optimal use of the available funds. Obviously, reviewing the principle for social 

effectiveness this way, the latter is accepted from the positions of quality of social activity, and 

not as correlation “expenses-effects“. The problems of activity’s social effectiveness are 

reviewed directly in the particular management. The social consequences from the managerial 

activity in broad sense of the word are clarified by the already mentioned American system for 

evaluation of social consequences - SIA (Social Impact Assessment). American authors include 

to them the economic one in the narrow sense of the word, the political ones, cultural and 

psychological impacts. From point of view of the one, who is subject of impact, social subjects 

and organizations distinguish. Such are the society, social groups, social-territorial 

communities, the individuals. From organization-structural point of view, the impacts on the 

activity of the managerial bodies, ministries, branches, companies are analyzed (1999; 2000). 

From the point of view of impact’s spatial scale, the consequences for the state, the region, the 

district, the municipality, the territorial unit are analyzed – the population of the object of impact 

or the particular target group of beneficiaries. In the narrow sense of the word, under social 

impact we understand the impact upon employment, the opening of new job positions, of 

education and training, self-training, of health and quality of life, of communicating within the 

social groups and among them, of social solidarity and social segregation within the local 

territorial community. In this case, the task consists in answering the questions who benefits 

and who loses if the supposed action takes place, in what social expenses find expression and 

how they are distributed. In order to assess the managerial decisions’ social effect, we need to 

have criteria, which allow us to add social consequences to the goods or to the expenses. In 

other words, the availability of certain standards and value reference points is supposed. 

Actually, the procedure finishes with defining what some authors call “target” or “necessity’s” 

effectiveness, i.e. the effectiveness understood in norm-ideal dimension. The mentioned 

experience allows us to realize number of simple truths, without considering which one cannot 

proceed to creating socially significant programmes and projects, namely: 

• Before proceeding to the implementation of any managerial decision, it is necessary to 

evaluate its social sense, hence its expedience, too; 

• As far as there are no universal criteria for social effectiveness, each concrete managerial 

decision should be accompanied by giving proof of the expected from it social effect and 

defining criteria for its assessment; 

• The interpretation of social effect depends on the scale of managerial decision, by the level 

of reviewing the subjects that experience the impact of the innovation, by the motives and 

the pursued goals, as well as by the time interval, in the course of which the expected result 

is expected to occur; 

• It is important to distinguish the social effect in the broad and the narrow sense of the word, 

that subordination exists between them. The grounding of managerial decisions increases if 

the notion of social effect brings complex nature and includes economic, social, 

psychological, socio-cultural and other significant consequences; 
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• Assessing the supposed social effect, it is necessary to orient ourselves towards certain value 

standards that allow us to deliberately judge for the social “value”. For the social 

“succession of decisions”. Such evaluation is possible only in case of comparing the social 

effect of the expected from several alternative decisions.  

 

The problem of social effectiveness of management started being actively studied in the end of 

the sixties and the beginning of the seventies of the last century. Before that it is connected with 

the development of the theory for the social development, which puts the question not only 

about the economic but also for the social effect from the managerial activity. The issue with 

the effectiveness of the managing system, as effectiveness from the activity of the subject of 

managing or the managing sub-system, is necessary to focus on the following questions: what 

is the contribution of the managerial system in solving one or other socially significant tasks? 

What is its participation in achieving the goals standing in front of the particular organization? 

Primal criterion appears to be the extent of impact of the managed sub-system. But as far as the 

managing system is relatively independent and functions as an overall complex, it is possible 

and due to define one more group of criteria. It is formulated on the ground of the primal 

criterion and gives answer to the questions connected with the internal state of the management 

system, with its ability to act with increasing level of effectiveness. Alongside the evaluation 

of the management system effectiveness in the general aspect, it is possible and due to define 

the effectiveness of the main management components – the functions, the functional structures 

and the technologies. Effectiveness could be reviewed not only as a phenomenon from the 

economic sphere. Something more, it appears to be relatively independent social phenomenon. 

The review of the multistage structure of the elements, value criteria snd indicators is in its 

base. The efficiency of the social programmes and measures, the activity of the various groups 

of the population, the social consequences from the realization of economic, scientific and 

technical projects are fixed in them. The indicators for social effectiveness are reviewed as tools 

for evaluation the realization of the interests and needs of society, the state, the staff and the 

individuality. Effectiveness, as social phenomenon, appears in the shape of the quality-quantity 

characteristic for maximum development of human resources, forms of social life activity and 

management of society, while considering the minimum social, political, economic and moral 

expenses. This approach allows us to review social effectiveness as universal approach for 

expressing the extent of efficiency of the positive and the negative functioning in the 

development of social institutes and processes. Furthermore, the broadly understood principle 

for social effectiveness gets out of the limits of the given correlation as far as it considers and 

integrates yet few more important dimensions of the social activity effectiveness. The word 

goes about its orientation for achieving socially significant, normatively set goals for 

development of the object for social management, the assessment for the sequence and the 

actual extent for getting closer to the searched public interest in the order of system’s “self-

development”, the orientation towards the managerial activity’s quality. These aspects for 

measuring the social effectiveness are to find their reflection in the building of the general 

model or principle for social effectiveness in a law-governed way. The analysis of the problem 

of social effectiveness shows that, in the course of science’s forming and development, it 

naturally receives the necessary attention in the context of the various management systems. In 

particular, we should emphasize the significance of this context regarding the system for state 

and local governance of the social spheres of society. The public nature of these systems infers 

their limiting in its activity for social effect and its determining characteristic of social 

effectiveness in the broad range of social needs and goals. Because of these, the state 

governance system’s social effectiveness objectively requires the application of poly-modal 

multi-parameter approach towards its measuring. Substantial appears to be also the connection 

of the whole complex of social and effective state governance with the social safety of the state 
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as a whole, and also of each region and territory in its independence. Defining the social 

programmes effectiveness’s complex evaluation, it is expediently to note the following: 

• The social programmes effectiveness evaluation is to be reviewed on the background of the 

quality and quantity indicators: the quantity indicator is expressed in natural volume of 

social goods as well as in the material expenses for getting them, and the quality indicator 

or criterion is expressed in the internal mechanisms of achieving the given result, the quality 

of organizational and governance system, the system norms and values, the norms of law, 

on which ground the activity in a certain social system is considered effective or not; 

• Evaluating the programmes should consider also their economic and social effectiveness. 

The economic effectiveness is expressed in the fact that the social programme realization 

itself is obliged to become a catalyst for effective economic development. The funds spent 

by society for satisfying the social needs should in the end return in the form of raised social 

and labour activity; 

• The extent of reaching social effectiveness is defined by the position of movement towards 

socially significant goal, which consistently reveals as state of maximum full realization of 

individual’s needs and as self-realization of his essential powers, said in other words, his 

personality, which is realized before all, in creating worthy for the person conditions for 

living and development.  

 

In case of complexity or possibility of calculating the economic effectiveness, weight in 

evaluating appears to be the optimality in achieving the social effect. It should be considered 

that the results from the programmes are correlated either to the goals of the programme’s 

creators, or with the needs of the ones, towards whom the programmers are directed. The 

highest effectiveness in the given case is achieved by the programmes, where the goals of the 

programme’s leaders and organizers most fully express the programme subjects’ needs 

(Terziev, 2013). 

 

3. CONCLUSION 

We review social effectiveness within the broad social approach at defining social effectiveness 

because of the extreme complexity of the reporting and evaluating the strategic and the long-

term consequences from the social measures, we review social effectiveness from the conducted 

by the state programmes narrowly practically. And this means highest results when solving 

particular social problem. The social programmes effectiveness evaluation in the given case 

concludes to the task of optimization of the social governing activity in the process of solving 

particular social programmes through the programme approach. And this more than ever 

requires the defining of criteria for social programmes effectiveness and on this ground, the 

application of proper evaluating methods. Social economy is turned to satisfying certain needs 

of people, who are in a difficult situation and searches answer for the social effectiveness of 

such a process. The most difficult and complicated task, in all that, is finding measurements 

(system of criteria indicators) to evaluate that process. The lack of these will lead to not very 

sharp and exact evaluation and from there taking proper and exact decisions – connected with 

preventive, correcting or following actions. All that is connected with giving new meaning to 

the activities and actions in this whole social process in the course of its development. The 

complexity comes from the fact that there is obvious lack of sharp statistical data to support this 

analysis. 
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ABSTRACT 

The aim of this paper is to investigate the effects of concentration of the Croatian retail market 

on individual market players. The author's focus is to determine the extent to which differences 

in the concentration of the retail market in the Republic of Croatia are related to differences in 

productivity and business results of Croatian retail companies. The paper starts from the basic 

assumption that differences in market share have a statistically significant influence on 

differences related to the business result of retailers in the Republic of Croatia. The results of 

the research confirm a significant correlation between the size of the market share of retailers 

and their business performance. Namely, the results of the research show that there is a 

statistically significant difference between the five groups of retailers, grouped by different 

market shares, when it comes to gross profit per employee. The paper also presents the basic 

limitations of the research as well as recommendations for future research. 

Keywords: retail, market concentration, internationalization, Croatian retail market 

 

1. INTRODUCTION 

On the wings of internationalization and globalization, whose development started to accelerate 

at the beginning of the 1980s, there begins a strong global expansion of the leading retail 

companies outside their home countries. The desire to grow, on one hand, and fierce 

competition on the domestic market on the other, in most cases represents the main motives of 

retail market players for entering the international market. For a long time, the literature has 

been gathering different researches highlighting internationalization and concentration as two 

key trends in retail industry (Tordjman, 1995). Undoubtedly, internationalization and 

concentration have largely determined the structure and dynamics of today’s global retail 

market (Dawson, 2006). We are witnessing the retail becoming a highly globalized industry 

with strong and fast dynamics of changes and challenges. Namely, this industry is characterized 

by the emergence of new forms of retail on one hand, and the rising expectations and demands 

set by the consumers on the other. Due to the strong movement of retail companies on the 

international markets, some of them have become extremely big and powerful (Burt et al., 

2003). Naturally, in conditions of retail internationalization, global players in retail industry 

have to consider specificities of certain local markets and special habits and expectations of the 

consumers. Today, retail industry is a very important economic sector that is in many countries 

characterized by intensive dynamics of growth and so, it is becoming even greater and stronger 

generator of the GDP and added value. Most of all, it is becoming an economic branch that 

provides employment for more and more people (Bronnenberg and Ellickson, 2015). It is the 

intense competition on the domestic market that is considered by many authors to be one of the 

main reasons for internationalization of their business i.e. exit of retailers onto new markets, 

outside their domestic boundaries (Papadopoulos and Martin Martin, 2011). In this strong 

process of internationalization of retail i.e. business exit of the leading retail companies outside 

their primary market, we can encounter a really small number of exceptions that are not 

following this modern trend of expanding onto international markets (Treadgold, 1991). One 

of them is The Kroger Co., (USA), the third largest retail company in the world and the only 

one in the first ten companies in the world that does not operate outside its home country. This 

company proves that it is possible to be successful in retail without internationalizing your 



51st International Scientific Conference on Economic and Social Development – Rabat, 26-27 March 2020 

 

612 

business. However, the size and the purchasing power of a country like the USA where this 

successful retail giant operates have to be taken into consideration. The success of the leading 

retail companies on a new market depends on many different factors. More recent studies 

suggest that, besides to other factors, the attention should be given to the speed of the very 

market internationalization, format diversification etc. (Hoppner and Griffith, 2015). Today, we 

are witnesses of an intensive and aggressive expansion of the leading global retail companies 

that spread to many countries worldwide by using different (multiple) store formats (Shi, et. al., 

2018.). Many of these global players are successful in their campaigns to conquer foreign 

markets and are characterized by the general approach of globalization and internationalization. 

But, under no means should we forget those that are for any reasons unsuccessful (Swoboda et 

al., 2018). Bearing in mind that modern retail is characterized by internationalization and 

concentration, along with the fast changes and great challenges they bring. Namely, today’s 

global retailers are often facing slow economies in the countries they operate in and are dealing 

with demands that are becoming more and more specific regarding shopping options or social 

experience related to these options (Smith et al., 2018). Due to the fact that the retail market in 

the Republic of Croatia has been facing important changes in recent years, this paper analyzes 

the processes of retail market concentration and changes conected with them. 

 

2. LITERATURE OVERVIEW 

Over the years, the literature has been offering many papers that investigate the connection 

between the level of internationalization of certain companies and their business success. 

Assuredly, the authors offer many different opinions, be it from the theoretical point of view, 

or from the practical aspects of this important phenomenon in retail (Hitt et al., 2006.). In 

general, the literature offers perspectives from different authors that clearly suggest how 

internationalization in business brings the benefits and costs to the business subject. Those 

authors who highlight the benefits mostly point to economies of scale and scope (Caves, 1971). 

Some other authors, in the context of the advantages of internationalization, list other benefits 

as well, like, for example, operative flexibility, knowledge development and the advantages of 

organizational learning (Chang, 1995). On the other hand, some other scientists have pointed 

out how internationalization brings costs. This is mainly related to the difficulties in managing 

and coordinating different activities connected with doing business in more than one country 

(Gomes and Ramaswamy, 1999). It is understandable that high level of business 

internationalization leads to the increased costs of processing the information. Namely, in order 

for such a company to be successful, it should focus on the specificities of each market 

regarding, for example, the logistics, local consumers, trade regulations etc. (Sundaram and 

Black, 1992). The literature, as previously mentioned, offers quite a number of papers, mostly 

from the area of international business and strategic management, and focusing on the research 

of the relationship between the level of internationalization of the individual business subjects 

and their business performance. Opposite to that, there are much fewer theoretical and empirical 

papers that scientifically analyse internationalization–performance, I–P and the relationship 

between business success and internationalization of business subjects. However, it is important 

to point out that the findings of those scientific researches do not show the consensus regarding 

a clear contribution of business internationalization of retail companies to their business 

success. Moreover, such and similar results related to this important topic we can also find in 

the researches dealing with the international business and strategic management. Some papers 

show the results that support positive connection between internationalization and business 

performance of retail companies (Etgar and Rachman-Moore, 2008). On the contrary, there are 

papers that suggest internationalization have negative influence on the business success of 

retailers (Mohr and Batsakis, 2014). But, above all, it is interesting to note more recent results 

of the studies dealing with this topic.  
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In this context, the paper presenting the ideas of the undulating relationship between 

internationalization and business success of retail companies based on theoretical and empirical 

analyses, should be mentioned (Dimitrova et al., 2019). Namely, the authors come to the 

conclusion that internationalization first has a negative impact, then a positive one, then again 

assumes negative influence on business performance of the retailers over a longer period of 

time. Moreover, the same authors suggest that the two variables, the expansion of the foreign 

market and format diversification in retail, moderate the relationship between 

internationalization and business success of retail companies. The growth of foreign market 

builds up the S-curve relationship between internationalization and business performance, 

while the format diversification in retail does exactly the opposite. It is understandable that 

internationalization and globalization of the retail market has the consequence of the arising 

concentration of this market globally, and locally. Namely, the leading retail chains, in the 

conditions of expanding onto international market, have achieved fast growth. It has especially 

been evident in the EU, where the leading (foreign) retailers have had a far bigger growth rate 

that it has been the average growth on the level of retail as industry (Dawson, 2006). If we want 

to simplify the defining of the concentration as a market phenomenon, then we could say that 

the retail market is characterized by a high concentration if there are few retail companies with 

high market shares. Opposite to that, the market is less concentrated if there are many business 

subjects operating there with each having only a small share. On the global scale, in 2017, the 

first ten retail companies generated 31.6% of the revenue of the top 250 biggest retailers in the 

world (Deloitte, 2019), while their concentration in 2016 was 30.7%. In other words, the 

concentration grew in 2017 in relation to 2016. Internationalization and globalization on the 

global retail market, generally speaking, have the consequence of higher concentration on the 

market, with all their advantages and disadvantages for the economy in general, the retail 

companies and the consumers. Retail chains, due to their extremely strong business activities 

and big market shares, have created considerable market power. They have built an especially 

dominant position regarding food retail (Lloyd et al., 2015). The process of retail market 

concentration has the phases of lower and higher intensity, but it has been taking place 

continuously for almost three decades. It is interesting to note that this process of concentration 

on the specific market has been in progress according to an almost well-tried recipe. Namely, 

retail chains come to the specific market and achieve fast and above-average growth and therein 

market concentration in several ways. They achieve it through organic growth, acquisition or 

mergers, depending on the specificities of individual markets and the risks related to them. In 

that way, those retail companies become dominant in the channel of distribution in relation to 

other companies, and especially in relation to the manufacturers. Their strong negotiating 

position in relation to their suppliers enables them to obtain lower purchase prices and costs 

rationalization in general, which creates preconditions for a more rational and successful 

business. Pursuant to that, due to their privileged position, their business is characterized by a 

higher productivity in relation to their rivals on the market. Generally, they grow faster and 

have a strong accumulation that enables them to invest in new technologies and to implement 

innovations into their business. It has been long known that new technologies and above all, 

innovations are among the most important factors of development of the economy and the 

companies individually (Kosala, 2015). Many studies confirm the importance, but also the 

necessity of innovations in retail, particularly those related to the continual introduction of new 

formats in retail (Reinartz et al., 2011). Namely, many researches show that understanding the 

current phases of the life cycle of certain formats in retail is of great significance (Klein and 

Schmitz, 2016; Maruyama et al., 2016). Today, we are witnessing the situation in which leading 

companies in retail strive to continuously develop retail formats in order to remain successful 

on this extremely demanding and competitive market (Hino, 2014). Introduction and 

development of new retail formats is becoming one of the key determinants of modern retail 
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that especially concerns food retail. This process did not start yesterday, it has been running for 

years, and lately, it has intensified. In line with that, it is clear that with products and retail 

formats, there are different phases through which a retail format goes through during its life 

cycle. Moreover, the studies have shown that retailer market concentration can have a 

significant influence on macro-economic movement in the entire economy of a country. 

Namely, the researches conducted in Japan suggest how retail market concentration, especially 

the discounts (rebates on the amount of goods procured from the supplier), connected with the 

volume of the purchased goods by the biggest retailers, has led to deflation of about 0.1% 

annually during „ the lost decades “ (Ojima et. al., 2018). 

 

3. RESEARCH AND METHODOLOGY 

The primary aim of this research paper was to investigate the influence of the concentration of 

the Croatian retail market on individual market players i.e. on their productivity and business 

results. Namely, the literature offers papers that prove a direct correlation between market 

concentration and business success i.e. profitability of the retailers (Hovhannisyan and Bozic 

2016; Rickert et. al., 2018). In line with these facts and for the purpose of this research, 36 

leading retail firms in Croatia have been chosen. The criterium for isolating the leading firms 

was their market share. The author of this paper first and foremost wanted to answer the 

question of to what extent the differences in concentration of the Croatian retail market are 

linked to the differences in productivity and business result of the retailers that operate on this 

market. Since the concentration growth trend has been recorded on the Croatian retail market, 

it was imperative to look into the influence of market concentration growth on retailers that 

have smaller market shares (local and independent firms). The paper starts out with the basic 

assumption that on the Croatian retail market, the differences in market shares of the retailers 

have important impact on the differences in their productivity. Moreover, the assumption is that 

the differences in market share have a statistically significant influence on the differences linked 

to the very business results of the retailers in the Republic of Croatia. Following the above-

mentioned, the main assumption (hypothesis, H) of this research is: the market share of the 

retailers in the Republic of Croatia has a statistically significant influence on their business 

results (gross result per employee). The research was conducted on the sample of 36 leading 

general retailers of fast-moving consumer goods that mostly deal with food, beverage and 

sanitary products for households in the Republic of Croatia. The data collected for the period 

from 2014 to 2018 was processes by the SPSS 20 software package. The research was carried 

out during the mid - 2019. The data was acquired from the analysis of the financial reports of 

the leading Croatian retailers available on the Croatian Financial Agency (FINA) website. 

AZTN (Croatian Agency for Market Regulation) also provided valuable data. The leading 

business subjects in the sample were divided into five strata, and the criterion for calculating 

the market share was their total revenue. The division into five strata is presented in Table 1: 

the retailers with the market share of up to 1%, the retailers with 1% – 5%, the retailers with 

5% - 10%, the retailers with 10% - 20% and lastly, those with the market share of over 20%. 

The retailers were divided into the strata based on the average market share in the period from 

2014 – 2018. In this way, the consistency of the elements of the market share was able to be 

maintained for every stratum in the sample throughout the five targeted years, with the aim of 

providing a clear analysis of the fast-moving consumer goods retail market (primarily food, 

beverage and sanitary products) in Croatia. In the analysed sample, the first stratum are those 

retailers that own more than 20% of the fast-moving consumer goods retail market (food, 

beverage and sanitary products) in Croatia. In this stratum, there is only one retailer, Konzum, 

the biggest retail chain in Croatia. The average market share of Konzum from 2014 to 2018 was 

30%. However, we deem it necessary to further explain the business trends connected with not 

just Konzum, but the business group it belongs to as well.  
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Today, Konzum belongs to the "Forte nova" Group (the former Agrokor Group) that has been 

undergoing a turbulent phase over the last couple of years, due to business restructuring and the 

ownership scheme. 

 

Table 1: Research sample 

Concentracion of 

retailers 

Number of retailers Structure of the 

sample (%) 

Total share in retail 

(%) 

> 20% 1 2,80% 30,00% 

10% - 20% 2 5,60% 20,90% 

5% - 10% 3 8,30% 23,20% 

1% - 5% 8 22,20% 16,40% 

< 1% 22 61,10% 9,40% 

Total 36 100% 100% 

Source: Author's calculation 

 

After a relatively long period of over-borrowing and inefficient business decisions, the creditors 

and investors (with the help of the government and a special law passed – Lex Agrokor) took 

over the Group, which inevitably had further negative consequence on the activities of Konzum 

as one of the biggest subjects in the Group. In such circumstances, Konzum faced a strong 

decrease of revenue in 2016 and 2017. Therefore, the market share of Konzum dropped 

significantly in the analysed period (2014 – 2018). Namely, the share held by Konzum on the 

fast-moving consumer goods retail market in Croatia in 2014 was 32.27 %, while in 2018, its 

share dropped to 23.38% (Table 2). In the five-year-period, the market shares of Konzum 

dropped by 27.5% i.e. 8.89 percentage points. We think that this happened for the above-

mentioned reasons which had influenced the structure and the concentration of the fast-moving 

consumer goods retail market in the Republic of Croatia. But, Konzum has also lost a portion 

of the market due to the growing influence of other retailers that are becoming its main 

competitors (Lidl, Plodine, Kaufland, Spar, Tommy). There are two retailers with the share 

between 10 and 20% in the second stratum of the sample, occupying the average 20.9 % of the 

entire analysed market. Then follows the stratum with the share between 5 and 10% with three 

retailers whose average share on the fast-moving consumer goods retail market in the analysed 

period was 23.2 %. Eight retailers belong to the stratum with the market share of 1 – 5%, which 

is 16.4% of the entire market. The last stratum in the sample are the firms with the market share 

below 1% (19 retailers). Their average market share in the analysed period was 9.4% of the 

total market turnover. Table 1 shows that the three leading retailers held the average of 50.9% 

of the fast-moving consumer goods retail market in the Republic of Croatia for the observed 

period from 2014 – 2018. It is very important to note that, in the same period, the average 

market share of the six leading retailers on the same market was 74.1%. Table 2 shows in detail 

the movement of the concentration of the fast-moving consumer goods market in the Republic 

of Croatia for the period from 2014 – 2018. The Table 2 also shows that the concentration of 

the first six retailers was mildly dropping by several percentage points in 2016 compared to the 

previous year. It is also evident that the concentration of the six subjects remains almost 

unchanged in 2017. But, in 2018, the six leading retailers on the fast-moving consumer goods 

retail market in Croatia began to increase their market concentration again. This trend is in line 

with a similar concentration trend found in the research by the Croatian Agency for Market 

Regulation (AZTN, 2018). This research shows that in 2017, the first five top retailers owned 

a little under 2/3 of the Croatian market, while the top ten retailers held just over 4/5 of the 

entire retail market of the listed products in Croatia. 
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Table 2: Market concentration of the Republic of Croatia (2014 – 2018) 

Revenue  

 (mil. HRK) 
2014 2015 2016 2017 2018 

> 20%  individual share (1 firm) 13450 14600 10200 8900 9530 

Total share  37,27% 36,99% 29,16% 23,8% 23,38% 

10-20% individual share (2 firms) 6750 7580 7300 8400 9390 

Total share  18,70% 19,2% 20,87% 22,46% 23,03% 

5-10% individual share (3 firms) 7310 8010 7900 9600 11000 

Total share  20,25% 20,29% 22,59% 25,78% 26,98% 

1-5% individual share (8 firms) 5267,23 5830 6128,97 6771,42 7031,81 

Total share  14,59% 14,77% 17,52% 18,11% 17,25% 

< 1% individual share (22 firms) 3314,28 3452,37 3446,02 3723,82 3815,30 

Total share  9,18% 8,75% 9,85% 9,96% 9,36% 

Total (top 36)  36091,51 39472,38 34974,99 37395,24 40767,11 

Source: Author's calculation 

 

4. RESULTS AND DISCUSSION 

The revenue per employee measures employees' efficiency at the specific retailer. Each retailer 

strives at accomplishing the highest ratio of revenue per employee as possible, since it is the 

indicator of higher productivity. Due to the fact that the revenue per employee is a sensible 

analytical means, Table 3 shows in detail the average revenues per employee for each of the 

five strata, for every year in the analysed period. The retailers with high revenue per employee 

ratio are mostly profitable. This also shows how investing in human capital and creating highly 

efficient employees is of great importance. Indeed, productive employees create preconditions 

for the retailers’ profitability. Table 3. clearly shows how the retailers with the market share of 

10 – 20% have the highest average productivity in the period from 2014 – 2018 on the fast-

moving consumer market (i.e. food, beverage and sanitary household products) in the Republic 

of Croatia. Their revenue (1,709.540 HRK per employee) is double than in the retailers with 

the market share from 1-5%. Furthermore, the retailers with 10 – 20% market share have the 

revenue that is by 47.6% higher than the revenue generated by the retailers with the share from 

5 – 10%. It is also evident that the retailers with the share from 10 – 20% have the revenue that 

is by almost 70% higher than that of the retailer with the highest share (Konzum). However, 

this exception is understandable, since the reasons for business inefficiency of Konzum have 

been previously explained. The findings are in line with the previous studies and suggest that 

market concentration of the retailers, as well as the increase of the retail capacities are directly 

connected with their productivity (Goodman et al., 2009; Usova, 2017). Namely, it is clear that 

productivity also largely depends on the level of efficiency of the business processes that are 

connected with the type of the retail format the specific retailer uses. Research shows that in 

2017 in Croatia, 70% of the sales revenue of the listed products the retailers generated in the 

large format retail stores. More accurately, 47% of the sales was generated in the supermarkets, 

23 % in the hypermarkets and 21% in the self-service stores, and only 9% in the small stores 

(AZTN, 2018). This basically coincides with the structure of the total net sales area of the 

Croatian retail market mentioned in the opening chapter of the paper. 

 

 

 

 

Table following on the next page 
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Table 3: Revenue per employee in the period 2014-2018 
Variables Market share 2014 2015 2016 2017 2018 Mean 

Revenue 

per 

employee 

(000 HRK) 

> 20% individual 

share (top1) 1131,58 1158,55 886,96 848,67 1011,78 1007,51 

10-20% individual 

share  

(2 firms) 1674,55 1738,38 1575,65 1686,05 1873,08 1709,54 

5-10% individual 

share 
 (3 firms) 1199,6 1089,32 1037,84 1213,97 1250,59 1158,26 

1-5% individual 

share  

(8 firms) 757,26 788,99 771,37 804,13 801,17 784,58 

< 1% individual 

share 

 (22 firms) 773,6 765,98 739,69 795,24 783,95 771,69 

 

Total (top 36) 1107,32 1108,24 1002,3 1069,61 1144,11 1086,32 

Source: Author's calculation 

 

As has already been mentioned, the main assumption of the research is imbedded in the starting 

hypothesis (H): the market share of the retailers in the Republic of Croatia has a statistically 

significant influence on their business results (gross/net result per employee). Starting from all 

of the above-mentioned facts, we assume that the differences connected with the market shares 

of the retailers have a statistically significant influence on the differences regarding their 

business success on the Croatian market. We think that there are (statistically) significant 

differences in the business result (gross/net revenue per employee) between the Croatian 

retailers depending on the percentage of the market share they hold.  

 

Table 4: Gross profit per employee in the period 2014-2018 
Variables Market share 2014 2015 2016 2017 2018 Mean 

Gross profit 

per 

employee 

(000 HRK) 

 

> 20% (top1) 14,3 23,81 -160,87 -376,67 -29,73 -105,83 

10-20%  

(2 firms) 39,91 68,33 89,77 98,8 29,94 65,35 

5-10% 

(3 firms) -6,77 -9,9 -1,83 4,99 10,99 -0,5 

1-5%  

(8 firms) 21,25 26,03 28,21 36,51 35,53 29,51 

< 1%  

(22 firms) 14,63 22,46 20,8 25,5 28,33 22,34 

Total (top 36) 16,64 26,15 -4,78 -42,7 15,01 2,06 

Source: Author's calculation 

 

The main part of the research is conceptualized in such a way that dependent variable represents 

the average values of the gross profit per employee of the analysed Croatian retailers in the 

period from 2014 – 2018. The gross profit here represents the value gained from subtracting 

the costs of goods sold from the total business income. Contrary to that, the independent joint 

variable is the market share of the analysed business subjects, being the main measure of the 

market concentration. In line with that, Table 4 provides a detailed representation of the 

movement of the gross profit per employee for the analysed period, taking into consideration 

their market share. Since the main goal of this paper was to investigate the influence of the 

Croatian retail market concentration on individual market players i.e. their business results, the 

one-way analysis of variance – ANOVA has been used.  
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The aim was to determine whether the differences in market share have a statistically significant 

impact on the differences connected with the gross profit per employee. We have used 

descriptive indicators to present the variables of measurement.  

 

Table 5: Descriptive indicators for gross profit per employee (000 HRK) 
Variables Market share N Mean Minimum Maximum Std.Dev. Standard 

Error 

Gros profit 

per 

employee 

(000 HRK) 

> 20% 1,00 -105,83 -105,83 -105,83   

10-20%  2,00 65,35 26,94 103,76 54,32 38,41 

5-10% 3,00 -0,50 -34,99 48,94 43,92 25,36 

1-5%  8,00 29,51 4,66 48,70 15,05 5,32 

< 1%  22,00 22,35 -11,17 131,14 31,10 6,63 

Total (top 36) 36,00 20,86 -105,83 131,14 38,07 6,35 

Source: Author's calculation 

 

Table 5 clearly shows that the highest gross profit per employee (M = 65 350 HRK) is generated 

by the retailers with the market share of 10 – 20%. These are the same retailers that also 

generated the highest revenue per employee. The retailers with the share of over 20% and those 

with the share of 5 – 10% generated loss (negative gross profit per employee). The reason for 

this negative result of Konzum ( >20%) has already been explained. The other strata of the 

retailers (with 5 – 10% share) with the negative gross profit per employee is dominated by two 

foreign retail chains (Kaufland and Spar), that have been operating at a loss ever since they 

entered the Croatian market (some ten years ago).  

 

Table 6: Values of F-statistics 
 

Effect 

Univariate Tests of Significance for TOTAL Sigma-restricted parameterization 

Effective hypothesis decomposition 

SS Degr. of 
Freedom 

MS F p 

Intercept 58,95 1 58,950 0,063666 0,802458 

CATEGORIES 22024,77 4 5506,194 5,946652 0,001135 

Error 28703,88 31 925,932   

Source: Author's calculation 

 

The results acquired with the one-way analysis of variance ANOVA (Table 6) confirm that the 

differences in market share have a statistically significant influence on the differences 

connected with the business results of the Croatian retailers. Namely, the research findings 

suggest that, among the five strata of the retailers grouped according to different market shares, 

there is statistically significant difference in the gross profit per employee (F = 5,946 ; p < 0,01). 

To confirm the acquired results, we used the Post hoc test (Scheffe). Based on the test results, 

we can conclude that there is the largest statistically significant difference between the retailers 

that have over 20% market share and with all other groups except those who have 10 – 20% 

market share. The results of the research are in line with the results found in the literature which 

also support the direct correlation between the market concentration and business success of 

the retailers (Hovhannisyan and Bozic 2016; Rickert et al., 2018).  

 

5. CONCLUSION 

The processes of globalization, internationalization and concentration of the global economy 

are clearly reflected in the movements in retail globally and in Croatia likewise. These processes 

have undoubtedly had much influence in determining the structure and the dynamics of the 

changes on the Croatian retail market. Namely, the retail in the Republic of Croatia is 

characterized by the emergence of new types of retail on one hand, and the growing 
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expectations and demands placed before the retailers by the customers on the other. We are the 

witnesses of how the Croatian retail market has become internationalized and concentrated, 

defined by strong and fast changes and considerably great challenges. The main research focus 

of this paper was to look into the influence of the concentration of the Croatian retail market on 

the specific market players i.e. their productivity and business results. The author of the paper 

primarily wanted to explore the differences in the market share of the Croatian retailers and 

how these differences are connected with the differences in their productivity and especially 

with the differences in their business results. Therefore, 36 retail firms dealing with the fast-

moving consumer goods (mostly food, beverage and sanitary household products) were 

selected. The research included the selected Croatian retailers in the period from 2014 – 2018. 

It was important to investigate the influence of the growth of the market concentration on the 

business activity of the leading market players, but also the influence of the market 

concentration on the retailers with the smaller market share (local and independent retailers). 

The paper starts out from the main assumption that on the Croatian retail market, the differences 

in the market share of the retailers have a statistically significant influence on the differences 

connected with the very business result of the retailers in the Republic of Croatia (gross profit 

per employee). Based on the conducted research and the analyses, the results confirm that the 

differences in the market share on the Croatian retail market have a statistically significant 

influence on the differences connected with the very business results of the retailers. The 

findings suggest that there is a statistically significant difference regarding the gross profit per 

employee among the five strata of the retailers, grouped according to the different market 

shares. The basic limitations to this study concern the unavailability of a more detailed data on 

the retailers operating in Croatia. The research was conducted based on an insufficient number 

of indicators of the gross profit per employee, which can lead to a simplified conclusion. With 

this in mind, future research should encompass more indicators such as: the net result per 

employee), ROE (return on equity), ROA (return on total assets), the inventory turnover, etc. 

They should also include comparative analyses concerning the market concentration of the 

specific NUTS 2 regions in Croatia and also in relation to other EU members, which would be 

a logical and scientifically meaningful comparison.  
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ABSTRACT 

Countries are engaged in a tax competition that leads to a reduction of the budget revenue. The 

aim of this research is to evaluate taxation of the luxury goods, to evaluate their potential 

distributional effect and types of goods to be taxed. Results demonstrate that tax on luxury 

goods could be used to compensate the reduction of tax revenues. The tax on luxury goods 

would reduce the regressive tax burden of consumption taxes. However, there is a need for 

more studies of what goods could be considered a luxury as well as how to organize tax 

administration in open markets. 

Keywords: consumption tax, luxury goods, tax on luxury goods, the tax burden 

 

1. INTRODUCTION 

Due to globalization, countries have been engaged in a tax competition that leads to a reduction 

of the tax burden in order to attract investors and make taxpayers more competitive. As a result, 

state budget revenues are falling. It needs to be compensated by an increase of other taxes. The 

most popular taxes are taxes on consumption, such as excise taxes or environmental taxes. 

However, such opportunities are limited by the purchasing power of consumers and the 

expansion of the illicit market. Environmental taxes cannot significantly contribute to the state 

revenues and in many cases have an adverse effect on low-income earners (Juruss & Brizga, 

2017). In 2014, taxes on labour in OECD countries constituted the largest tax revenue share 

with total amount 59.9% (taxes on income and profit accounted for 33.7% and social security 

contributions accounted for 26.2%). The revenue share coming from taxes on goods and 

services was 32.6% (consumption taxes amounted to 30.5%). This proportion has not 

significantly changed for the last 35 years, there were only some changes on components of the 

tax burden on labour - tax burden on income and profit from 1980 to 2009 decreased and 

simultaneously tax burden on social security contributions increased (OECD, 2016). In 

addition, one of the challenges facing the world is income inequality. For example, average 

GINI coefficient of income inequality in OECD countries in the mid-1980s was 0.29 but by 

2013 it had increased in 17 of 22 OECD countries by 10% to 0.32 (OECD, 2015).  
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We can also see that the average income of the top income earners is growing faster than any 

other income bracket (Euromonitor, 2017), creating greater demand for luxury goods and 

overconsumption. This is also linked to environmental sustainability as the top 10% of world 

population, are responsible for about 34% of household-related direct and indirect greenhouse 

gas emissions (Hubacek et al., 2017). These figures show that the highest tax burden is on 

labour taxes and income inequality across the countries remains very high, but the unsustainable 

consumption patterns of the high-income earners have a significant contribution to the 

environmental degradation. We can see that current tax instruments are not effective both 

fiscally and social-economically. One of the ways to increase tax revenues, reduce income 

inequality and environmental impact and simultaneously deflect tax burden from labour taxes 

to consumption taxes is to introduce the luxury tax - additional tax on luxury goods that might 

raise revenues and would not leave harmful tax burden on low incomes earners. The aim of this 

paper is to evaluate taxation of the luxury goods with an additional consumption tax. The tasks 

of the research are to study the research literature on this topic, to evaluate the potential 

distributional effect of such taxes and to evaluate the potential types of goods to be taxed. To 

do this we have been using quantitative data analyses to analyse consumption of luxury goods, 

taxation and other data for the three Baltic States and Poland, as well as qualitative desk 

research to study existing literature on this topic. 

 

2. LITERATURE REVIEW 

2.1. Income inequality and luxury goods 

Year by year one of the main social and economic problems is inequality of income, the gap 

between the rich and the poor in the world gets bigger because the rich people become richer 

but the poor become poorer. In 2010, the average Gini coefficient in the EU was 30.5 and in 13 

out of 28 EU member states Gini coefficient was above the EU average (Fig.1.). Analysing 

median saving rate by income quintile mostly these countries had a problem with savings when 

people of the first quintile could not use disposable income for savings. 

 

Figure 1: The Gini coefficient and median saving rate in EU countries in 2010 

Source: EUROSTAT, 2018 

 

In some countries, this problem reaches up to the third income quintile (including) but in Greece 

even to the fourth quintile (in this quintile savings form -0.4% of disposable income). It 

indicates that people spend all or the biggest part of their income on everyday consumption. 

For example, in 2010 the aggregate propensity to consume in the first quintile forms 168.1% of 

disposable income in Latvia; the same situation can be also observed in Lithuania where the 

aggregate propensity to consume was 164.2% of disposable income). In contrast, in Latvia in 

the fifth quintile the above-mentioned indicator forms only 68.2 and in Lithuania only 53.1% 

of disposable income. This demonstrated that high-income earners could spend a significant 

part of their income on inessential luxury goods.  
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Inequality and luxury goods have existed for centuries (Som & Blanckaert, 2015); however, 

there is no one clear definition of luxury. One of the most commonly used definitions is that 

luxury goods are goods for which the usage or display of a particular branded product provides 

status or prestige to its owner along with any functional utility (Grossman & Sharpiro, 1988). 

Status symbols the goods are providing, of course, are important not only for the high-income 

earners; however, they have more means to satisfy these needs. In different cultures, 

consumption patterns can be different, which are influenced by various factors, for example, in 

Arab culture individual’s exhibit an affiliation-oriented nature whereby collective interests and 

family and group values are set as a priority compared to one’s private life. In any case, in Arab 

culture, strong religion and culture boundaries exist and consumers do not purchase luxury 

products due to poor lifestyle, social status and low salary. However, Arab consumers are 

willing to buy conspicuous products that demonstrate social rank (Farah & Fawaz, 2016). In 

the luxury goods industry, different risk factors should be considered, like smuggling and 

counterfeiting. Luxury brands are one of the main targets for counterfeiting. It is an expanding 

and increasingly important issue in contemporary markets that have an impact on luxury 

branded goods. Counterfeiting is a really huge issue to luxury brands’ products because then 

they become more common and luxury brands lose its status, quality and uniqueness compared 

of other brands (Gistri et al., 2009). The quality, materials and high price are the major factors 

that make luxury brands so luxury. Most people use luxury brands because it delivers the 

highest sentimental and ideational value and fulfils their needs of self-esteem. In addition, 

luxury brands serve to provide respect and recognition from others and demonstrate person’s 

achievements in life (Scholz, 2014). It will be optimal to find out those goods that are consumed 

primarily to display the owner's wealth and these defined goods charge the luxury tax (Griffith, 

2003). Nowadays, luxury goods refer both to luxury for personal use and are the aggregation 

of designer apparel and footwear (ready-to-wear), luxury bags and accessories (including 

eyewear), luxury jewelry and watches, and premium cosmetics and fragrances, as well as 

typical luxury goods as expensive cars, travel and leisure services, boating and yachts, fine art 

and collectables, and fine wines and spirits. Global luxury goods sales have been growing by 

4% in constant terms reached USD 954 billion in 2017 (Euromonitor, 2018). The fastest 

growing luxury goods markets are in the Asia Pacific, the Middle East and Africa. Top five 

luxury goods markets are USA, China, Japan, Germany and United Kingdom. In Germany 

market size of luxury goods grows rapidly because German consumers’ the perception of luxury 

consumption has improved and they have started to increase their spending on personal luxury 

goods. (Shane, 2017). Luxury cars remain the cornerstone of the industry with sales accounting 

for almost 53% of all global luxury goods sales in 2017, followed by designer clothing and 

footwear (13%), fine wines/champagne and spirits (7%), luxury jewellery and watches (7%) 

(Euromonitor, 2018). The healthy and sustainable living is also becoming the new wealth 

symbol. It is becoming increasingly important also for luxury brands to increase their social-

ecological stances. The world’s 100 largest luxury goods companies generated sales of USD 

212 billion in the financial year 2015. The total average luxury goods annual sales for a top 100 

companies in 2015 was USD 2.1 billion. In 2015, the biggest average size of companies by 

luxury goods sales (in the amount of USD 6.3 billion) was luxury goods companies that sell 

multiple luxury goods (companies with substantial sales in more than one product sector). The 

least average size of companies by luxury goods sales was apparel and footwear companies 

(USD 1 billion) (Deloitte, 2017). In 2015, LVMH Moët Hennessy Louis Vuitton S.E. took the 

first place in the sales ranking of Top 100 luxury goods companies and this company’s luxury 

goods sale grew by 15.2%. Compagnie Financière Richemont SA and The Estée Lauder 

Companies Inc ranked second and third and their sales grew by 6.4 and 4.5% accordingly 

(Deloitte, 2017) (Table 1). 
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Table 1: Profile of top 5 luxury product sectors in 2015 

No Question Number of 

companies 

Luxury goods sales growth compared 

to the previous fiscal year, % 

1. Apparel and footwear 41 4.4 

2. Bags and accessories 10 13.4 

3. Cosmetics and fragrances 10 6.5 

4. Jewellery and watches 28 2.0 

5. Multiple luxury goods 11 10.8 

Source: Deloitte, 2017 

 

2.2. Classification of luxury goods taxes 

Taxing luxury goods is not a new idea. One of the biggest booms in taxing luxuries was after 

the First World War. At that time the main purpose of these taxes was to raise additional 

resources for destroyed economies. However, the purpose of the luxury tax is not only fiscal 

but also to repress undesirable and extravagant expenditure and improve income equality. 

Nevertheless, luxury taxes could take different forms, e.g. of differentiated income tax, property 

taxes or consumption-based taxes, e.g. differentiated value-added tax or tax on specific products 

(chocolate, luxury brands, jewelry and watches etc.) (See Table 2.). 

 

Table 2: Principles of luxury taxation 

Base Over-income Wealth Extra-consumption 

Type of tax Income tax  

 

Property taxes 

 

Value-added tax 

Excise duty 

Import duty  

Other consumption taxes 

Examples Progressive personal 

income tax (wage, 

dividend, interest) 
Taxes on gambling  

 

The progressive real 

estate tax 

Progressive vehicles 
taxes (luxury cars, 

yachts etc.) 

Capital tax 

Differentiated value-added tax 

Tax on specific products 

(chocolate, luxury brands, 
jewellery, watches, etc.) 

Source: by the authors 

 

The idea behind the luxury tax is that the most remote from necessity must be the most heavily 

taxed (Orain, 2010). It could be luxury cars (Beijing Review, 2013) which account for the most 

of the luxury expenditures. In European countries it is common to use taxes if they’re connected 

with good and luxury life, for example, paintings, musical instruments, furniture, etc., what 

people actually do not need as the main necessity. In France photographs, jewellery, antiques, 

sporting games, mechanical pianos, motor cars, billiard tables, perfumes, sculptures, yachts, 

silk underwear, liqueurs, watches, etc. were believed to be obvious luxuries. General articles 

such as clothing became a luxury when the price exceeded a certain sum. Other countries had 

also included a miscellaneous assortment of additional excise taxes (Bogart, 1919). It could be 

also as a tax on aggregate professional sports player salary expenditures above a specified level 

(Kaplan, 2004). It is rational to collect taxes according to different consumption models because 

the consumption tax on luxury goods is aimed at consumption at a higher level than usual and 

it does not affect consumption of everyday products. However, tax on luxury goods 

consumption is an ineffective solution to narrow down the gap between the rich and the poor 

both in the short and the long term. Tax on luxury goods can have an effect on people with 

middle income if they buy luxury products thus such a tax can affect relatively poor (Beijing 

Review, 2010). Therefore, target groups of the luxury tax can differ and some of the affordable 

luxuries, e.g. chocolate is already taxed in many countries with excise duty. 
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3. METHODS 

The reason for the introduction of luxury tax should be not only to raise additional state 

revenues but also to ensure social economic and environmental impact. As there is still very 

high inequality in many countries (OECD, 2015), luxury taxes would be as one of the tools for 

redistribution. There are two directions of taxation of luxury: taxing income or expenditure. As 

rich persons buy luxury goods more, it would be logical to tax income of rich persons more or 

apply progressive income tax. Another option is to tax expenses of rich behaviour or in other 

words apply a luxury tax on consumption of rich progressively. There are indirect taxes – value-

added tax, excises or others, which are paid by taxpayers (traders, producers) and therefore tax 

burden is actually passed to persons purchasing the specific goods. Real estate or other property 

like exclusive luxury cars, yachts or any other such property could be taxed as well. To 

understand the impact of taxes a method of assessment of consumption tax burden, which was 

developed by Jurušs and discussed in his doctoral theses, can be used (Jurušs, 1999). The 

method is based on the theory of consumption by John Maynard Keynes, particularly to a 

concept of the marginal propensity to consume (MPC). The method is described in more detail 

in a publication about tax policy impact on income inequality in Latvia (Jurušs, 2016). This 

method allows to describe the nature of changes of tax burden depending on the level of income, 

however, in practice, there might be limitations, exceptions and anomalies affecting 

consumption and income. For example, there may be cases where an individual's behaviour is 

different for various reasons, and thus a particular case may also have a different result. The 

results may be affected also by other factors such as illegal economic trends (Jurušs, 1999). 

This method can be applied in practice to compare tax burden of various income level (or 

quintile groups) by observation of disposable income and consumption. Particularly, 

consumption tax burden on a specific level of income can be calculated by the following 

formula: 

 

Tcn = Tca (Cn /Ca) / (In / Ia)        (1) 

 

where: 

Tcn – consumption tax burden on a specific level of income, 

Tca – average consumption tax burden, 

Cn – consumption of specific level of income, 

Ca – average consumption, 

In – income of specific level of income, 

Ia – average income. 

 

In the case study to create a methodology for luxury tax estimation model, consumption tax 

burden estimation was used. Data from the Central Statistical Bureau about income and 

expenditures of one person in a household by quintile was used for this model (CSP, 2017) and 

consumption tax revenue in Latvia (Eurostat, 2017). The methodology consists of three steps: 

• The first step is to find out the current tax burden (before) of consumption tax according to 

the data on consumption tax revenue by quintile and by income and expenditure; 

• Second step – to determinate luxury expenditure and then find out the tax burden (after) of 

luxury tax; 

• Finally – estimate the impact on the tax burden of luxury tax by quintile before and after 

luxury expenditure determination. 

 

4. RESULTS 

In this case study, the tax burden on consumption by income quintile groups with and without 

luxury tax in the Baltic States (Estonia, Latvia, and Lithuania) and Poland is analysed.  
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The luxury expenditure was determined by determination of the difference between the 

expenditure of fourth and fifth quintile. Then the luxury tax at the rate of 10% was applied (as 

an additional tax to general consumption taxes). Fig. 2 shows changes in the tax burden of 

consumption taxes before and after determination of luxury expenditure. In this case study 

applying the luxury tax of 10%:   

 

Figure 2: The tax burden on consumption without luxury tax and with luxury tax by income 

quintile groups in the Baltic States and Poland (2010) 

Source: author’s calculations (based on data from EUROSTAT, 2010) 

 

• In Estonia, the consumption tax burden in the fourth quintile increased by 2.2% and in the 

fifth quintile by 2.5%. Tax revenue on production and imports increased by 9%; 

• In Latvia, the consumption tax burden in the fourth quintile increased by 1.9% and in the 

fifth quintile by 2.3%. In this case study, the biggest tax revenue from production and 

imports increase was in Latvia (12%); 

• In Lithuania, the consumption tax burden increased by 2% (in the fourth quintile) and by 

1.6% (in the fifth quintile). Revenue from taxes on production and imports increased by 

9%; 

• In Poland, the consumption tax burden increased by 1.6% (in the fourth quintile) and by 

2.7% (in the fifth quintile) and revenue from taxes on production and imports increased by 

8%. 

 

5. DISCUSION 

Economic growth involves two aspects of sustainability. One of them is the need to use 

increasing quantities of resources to produce higher growth. The second aspect - during growth 

there is an additional problem of maintaining a balance between the consumption of the rich 

and the poor. If the economy grows rapidly, some groups of the population have more than 

proportionate rise in income and this leads to an increased production of luxury goods. Since 

the production of luxury goods often requires more resources, it may reduce not only the 

production of necessary goods but also total production. When an economy experiences initial 

growth, the high-income earners utilize the growth opportunity better than the low-income 

earners, leading to increased income inequality.  
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This inequality increases the demand for luxury goods. The resultant change in the resource 

allocation may threaten the sustainability of the consumption level of the poor (Datta, 2014). 

Luxury tax could help diminishing these misbalances, but it is necessary to continue the 

discussion and study whether and for which goods a luxury tax should be introduced. The tax 

and terms of the tax may vary between developed and developing countries. The main purpose 

of the luxury tax is not the fiscal, but rather distributional aspects and drive for more sustainable 

consumption patterns by taxing non-essential goods. However, the risk of growing illegal 

markets should be taken into account, as additional taxes will increase prices and people will 

want to buy it illegally or in other markets. In this respect, international cooperation and access 

would be required, for example, at the European Union level. A practical solution could be to 

increase VAT on specific goods. Most countries use both income taxes and expense taxes, e.g. 

VAT and excise taxes. Therefore, there are options to choose one or the other way to apply a 

differentiated higher tax to particular goods affecting some of the social groups. The luxury tax 

is one of these options. It is possible to avoid both income and expense taxes, and therefore tax 

evasion argument is not so important when considering one or the other approach. In addition, 

income taxes related to labour supply, which means they have a more significant impact on 

economic growth. A luxury tax on consumption could be politically easier to approve. 

Moreover, luxury goods are not essential commodities and their demand is inflexible, so price 

changes would have less effect on their consumption, thus ensuring more revenue to the state 

budgets. Literature analysis and our case study shows that the additional tax on luxury goods 

could be one of the alternatives to compensate the reduction of income tax revenues due to tax 

competition in the global market. The additional tax burden on luxury goods would reduce the 

regressive tax burden caused by consumption taxes because such luxury taxes would affect the 

rich persons. However, there is no clear unified understanding, which products, services, and 

lifestyles could be considered as a luxury (Wiedmann et al., 2009). A direct implication is that 

luxury taxes are inefficient tools for achieving distributive objectives (Kaplow, 2011). The 

expenditures by households are different because poor households’ expenditure is based on 

their needs but richer households can afford more luxury goods. If most consumption taxes 

were levied on luxury goods, it would be necessary to conclude that they are fundamentally 

redistributive (Beramendi & Rueda, 2007). Another remedy, if only applied in time, is the 

imposition of excise taxes instead of tariffs on luxury goods. The luxury tax for goods that are 

not produced at home functions just like a tariff that is collected on imported goods. However, 

the luxury tax has equal impact on foreign and home production; inefficient domestic 

production is not stimulated but at the same time, there are no barriers to efficient domestic 

production that could compete with the world market (Harberger, 1990). Income inequality is 

caused by unemployment, emigration and demographic change. However, a significant impact 

on income inequality is created by an unfair tax policy and an inefficient system of revenue 

redistributions, social transfers and benefits that are unable to offset the adverse effects of the 

unfair tax policy. Persons with lower incomes spend proportionally a much bigger part of their 

income on consumption than persons with higher income, which means that persons with low 

income have the heaviest consumption tax burden (Jurušs, 2016). Therefore, changes in 

taxation principles are vitally important to create fair tax policy and minimise income 

inequality. 

 

6. CONCLUSION 

Commodity taxes must be combined with the application of other taxes and depend on, for 

example, the existence of a proportional or linear income tax or a progressive or non-linear 

income tax, including taxation of luxury goods. If governments use proportional or linear 

taxation, taxation of commodity goods at lower rates than luxury goods, have a positive effect 

on equity but have unclear efficiency effect.  
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However, in case of optimal non-linear income taxation, commodity taxes should be uniform, 

even if there are people with limited income (Boadway & Song, 2016). However, there is also 

the view that commodity taxes would not be the right policy tool to separate entertainment and 

other goods. Commodity taxes can be used for efficiency reasons in order to stimulate labour 

supply and thus offset the distortions of the income tax on labour supply (Bastani et al., 2016). 

There is a need for further studies to better understand some of the aspects of taxing luxury 

goods and how it could affect inequality, tax administration and state revenue: 

1) First, there is a need to draw a clear line which goods and when we can identify as a luxury, 

as there are social and cultural differences among countries; 

2) Second, there is a need for more in-depth studies to understand which taxes are best to use 

as well as how to organize tax administration in open markets if there is no common tax 

harmonization; 

3) Third, the methodology should be developed for luxury tax’ estimation models per specific 

luxury goods. 
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ABSTRACT 

The end of the Cold War, technological progress and vast trade liberalization intensified the 

global trade integration since the end of 1980s. But the rapid growth of global trade halted as 

the global financial crisis erupted in 2008. Some researches claim that post-crisis rising 

protectionism and cyclical factors have been the main reason behind the slow growth of global 

trade since the financial crisis. Cyclical factors are the ones that have ocurred in relation with 

2008-2009 crisis and had only short-term impact on the global trade level. But some also point 

out the role of structural changes of global economy on the weakened world trade. This paper 

estimates the role of 2008-2009 financial crisis on the weakening of global trade integration 

using Panel ARDL model. The estimation results reflects that the global financial crisis had 

both short run and long run negative impact on trade globalization. But the long impact of 

financial crisis have been much stronger than its short run impact on trade integration. 

Keywords: Crisis, Financial, Global, Impact, Integration, Trade 

 

1. INTRODUCTION 

The end of Cold War, technological progress and liberalization of trade policies intensified the 

integration of global trade since the end of 1980s. This process of rapid trade globalization 

played an important role on the economic development of many countries. Liberalization of 

global trade policies caused the expansion of global supply chains and gradual change of 

geographical location of global production.  But the onset of global financial crisis in 2008 

halted the decades of rapid growth of global trade integration. The growth rate of global trade 

had been around 7 per cent until the begining of the global financial crisis, it reduced to 3 per 

cent during 2008-2014, and decreased even further during 2015-2016. Two decades until the 

global financial crisis global trade growth had been almost 2 times higher than the global output 

growth. But global trade and output started to grow by similar rates after the Great Recession. 

Some researches claim that post-crisis rising protectionism and other cyclical factors have been 

the main reason behind the slow growth of global trade. Cyclical factors are the ones that have 

ocurred in relation with 2008-2009 crisis and had only short-term impact on the global trade 

level. But some authors also point out the role of structural changes of global economy on the 

weakened world trade. Defenders of this view claim that as a result of trade policy liberalisation, 

technological advancement, rapid expansion of global value chains and deepening globalization 

of developing countries from mid 1990s until mid 2000s global trade experienced its 

unprecedented development period. But as this processes have come close to its full capacity, 

world trade will not show its initial high growth pace without any fundamental changes in 

technology. In this paper, I aim to evaluate the role of 2008-2009 financial crisis on slow global 

trade growth. I use panel data regression with 41 countries and period of 2000-2016. The next 

section presents the model and data of the regression. 3rd section presents the methodology of 

the estimation. Results are discussed in the 4th section. Last section makes the concluding 

statements.  

 

2. MODEL AND DATA 

To evaluate the impact of global financial crisis on global trade integration the following panel 

regression model has been used: 
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              Trflowit= αoi+α1iFinflowit+α2iGrowthit+α3iCrisisit+uit , i=1,…,N; t=1,…,T     (2) 

 

Where “Trflow” is the trade integration level, “Finflow” is the financial integration level, 

“Growth” is the GDP growth level, “Crisis” is a dummy variable for the 2008-2009 global 

financial crisis and ut is the error term of the regression. The subscripts i and t denote country 

and time, respectively. 

 

In this study panel data for 41 countries and period of 2000-2016 has been used to examine the 

impact of global financial crisis on international trade integration. Table 1 indicates the list of 

countries that have been included to the analysis. The data for trade integration and financial 

integration have been obtained from KOF Globalization Index 2018. De facto trade 

globalization index, de facto financial globalization index are used for trade integration and 

financial integration, respectively. The KOF Globalization index originally was introduced by 

Dreher (2005), but the Gygli et al. (2019) developed them and provided a more comprehensive 

subset of indexes. Niklas Potrafke (2014) summarizes more than hundred empirical studies that 

have used these indexes. The data for GDP growth has been taken from World Bank database.  

 

Table 1: Selected 41 countries 

Argentina 

Chile 

Iceland 

Turkey 

Estonia 

Russia 

Australia 

China 

France 

USA 

Hungary 

Mexico 

Austria 

Czechia 

Luxembourg 

UK 

Poland 

Indonesia 

Belgium 

Germany 

Norway 

Japan 

Slovak 

Rep. 

India 

Brazil 

Denmark 

Portugal 

Finland 

South 

Korea 

South 

Africa 

Canada 

Italy 

Spain 

New 

Zealand 

Latvia 

Saudi 

Arabia 

Switzerland 

Ireland 

Greece 

Holland 

Lithuania 

 

Table 2: Variables that have been used to calculate the KOF trade and financial globalization 

Source: Gygli, Savina, Florian Haelg, Niklas Potrafke və Jan-Egbert Sturm (2019), “The 

KOF Globalisation Index – Revisited, Review of International Organizations” 

 

De facto economic globalization 

Trade Globalization Financial Globalization 

- Exports and imports of goods (% of 

GDP). 

- Exports and imports of services (% of 

GDP). 

- Average of the Herfindahl-Hirschman 

market concentration index for exports 

and imports of goods (inverted). 

- Sum of stocks of assets and liabilities of 

foreign direct investments (% of GDP). 

- Sum of stocks of assets and liabilities of 

international equity portfolio investments 

(% of GDP) 

- Sum of inward and outward stocks of 

international portfolio debt securities and 

international bank loans and deposits (% 

of GDP). 

- Includes foreign exchange (excluding 

gold), SDR holdings and reserve position 

in the IMF (% of GDP). 

- Sum of capital and labour income to 

foreign nationals and from abroad (% of 

GDP). 
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KOF de facto trade globalization indices which indicates the global trade integration level of 

countries have shown different tendencies since the global financial crisis. The trade 

globalization index for the world economy as a whole (which is the average of the all countries’ 

indices) significantly dropped in 2009 and in 2016 had been lower than in 2007.  The average 

of de facto trade globalization index for high income, upper middle income, lower middle 

income and low income group of countries also decreased in 2009.  But the trade globalization 

index for high income countries was higher in 2016 than 2007. But the trade globalization index 

of 2016 for low income countries is lower than the pre-crisis period. The average indices of 

2016 both for upper middle income and lower middle income countries are much lower than its 

level in 2007 and 2008. It indicates that the middle income countries had been particularly 

influential on the drop of world average trade globalization index. De facto trade globalization 

index decreased in 2009 in all the included countries, except Belgium, Ireland, Hungary. De 

facto trade globalization index had been lower in 2016 than its 2008 level in 22 countries among 

the analyzed 41 countries. Although the trade integration indicator recovered after the crisis 

years, it started to decrease in some countries as result of rising global uncertainties, slower 

GDP growth, rising protectionism after 2015.  

 

3. METHODOLOGY 

The panel autoregressive distributed lag (ARDL) model has been used in order to capture both 

the long run and short run relationship between dependent and explanatory variables. According 

to Pesaran and Shin (1999) panel ARDL can be employed to estimate the models with variables 

that are I(0), I(1), or both I(0) and I(1). Even in case of the possible endogeneity problem the 

coefficients of ARDL estimation are considered consistent, as the model includes lags of both 

dependent and independent variables. The Panel ARDL model can be introduced as follows:  

 

                                                pi              q 

                                        Yit= ∑λijYi,t-j + ∑ δij Xi,t-j+μi + εit  (1)    

                                                                      j=1           j=1 

 

where Yit is the scalar dependent variable (financial integration), λij are scalar coefficients of 

lagged dependent variables, Xit  is the ( k x 1) vector of regressors (financial liberalization, trade 

integration, growth and crisis dummy) for group i, δij  are (k x 1) are coefficent vectors, μi 

indicates fixed effects (Pesaran et al.,1997). Pesaran et al. (1997) also presented the re-

parameterized form of equation (1):   

   

                                                              p-1              q-1 

                           ΔYit= ϕYi,t-1 + βiXi,t + ∑λ*
ijΔYi,t-j + ∑ δ*

ijΔXi,t-j + μi + εit    (2) 
                                                                                             j=1              j=1 

 

Pooled mean group technique introduced by Pesaran et al. (1999) has been chosen to estimate 

the panel ARDL model. Pooled mean group (PMG) estimator of dynamic panels is very useful 

for large number of time observations and large number of groups. In PMG estimation the long-

run coefficients are not allowed to vary across countries, but it allows the short-run coefficients 

and error variances to differ. Long run coefficients and the group specific error-correction 

coefficients are computed through maximum likelihood estimation.  

 

4. RESULTS AND DISCUSSIONS 

Unit root tests have been conducted to determine which model is more appropriate for the 

included panel data. Levin-Lun-Chu test, Im-Pesaran-Shin test, ADF-Fisher test, PP-Fisher test 

and Breitung tests have been used to investigate the stationarity of the variables.  
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Tables 12-16 provide the results of the mentioned unit root tests.  Majority of the unit root tests 

indicate that variables of trade integration and financial integration are not stationary at the 

level, but are stationary at their first differences. But the test results indicate that the variable of 

growth is stationary at the level. As the variables are not integrated at the same order, Panel 

Autoregressive Distributed Lag Model is the more appropriate model to estimate. I have chosen 

ARDL(1,1,1,1) as the optimal model to estimate after the AIC lag selection procedure. 

Statistically significant negative error correction term of the estimation output indicates the long 

run relationship between trade integration, financial integration, GDP growth and financial 

crisis. Regression output reflects that in the long run global financial crisis has affected the trade 

integration index of countries to be 6.304536 point lower. Global financial crisis has also caused 

trade integration level to be 4.151288 points lower in the short run. Results also indicate that in 

the long run one point increase of financial integration measure causes trade integration 

measure to be 2.832843 points higher. This means that rise of the capital flows deepens 

countries’ integration to the global trade system. Regression results also confirm the positive 

influence of the GDP growth on trade integration level of countries. According to the regression 

output 1 per cent rise of the GDP growth level cuases trade integration index to be 0.764451 

point higher. In general the estimation results reflects that global financial crisis influence on 

trade integration happened with lags. And the long impact of financial crisis had been much 

stronger than its short run impact on trade integration. 

 

Table 3: Estimation results of ARDL(1,1,1) model, Dependent variable:Trflow 

Long run equation 

Variable Coefficient Std.error t-stat. Prob. 

Finflow 2.832843 0.148078 19.13069 0.0000*** 

Growth 0.764451 0.215174 3.552714 0.0000*** 

Crisis -6.304536 1.139701 -5.531744 0.0000*** 

                           Short-run equation 

Cointeq01 -0.073527 0.039160 -1.877597 0.0613* 

D(Trflow(-1)) -0.231084 0.062477 -3.698700 0.0003*** 

D(FinFlow) -0.053129 0.199304 -0.266571 0.7900 

D(Finflow(-1)) -0.288460 0.215745 -1.337044 0.1821 

D(Growth) -0.022147 0.091631 -0.241701 0.8092 

D(Growth(-1)) -0.308819 0.164237 -1.880320 0.0610* 

D(Crisis) 1.619958 0.549459 2.948276 0.0034*** 

D(Crisis(-1)) -4.151288 0.718095 -5.780973 0.0000*** 

C -15.79398 6.693371 -2.359645 0.0189** 

 

5. CONCLUSION 

The onset of global financial crisis in 2008 halted the decades of rapid growth of global trade 

integration. The growth rate of global trade had been around 7 per cent until the begining of the 

global financial crisis, it reduced to 3 per cent during 2008-2014, and even further reduction 

observed during 2015-2016. This paper estimates the role of 2008-2009 financial crisis on the 

weakening of global trade integration using Panel ARDL model. The estimation results reflects 

that the global financial crisis had both short run and long run negative impact on trade 

globalization. But the long impact of financial crisis have been much stronger than its short run 

impact on trade integration. Regression output reflects that in the long run global financial crisis 

has affected the trade integration index of countries to be 6.304536 point lower. Global financial 

crisis has also caused trade integration level to be 4.151288 points lower in the short run. Results 

also indicate that in the long run one point increase of financial integration measure causes trade 

integration measure to be 2.832843 points higher.  
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This means that rise of the capital flows deepens countries’ integration to the global trade 

system. Regression results also confirm the positive influence of the GDP growth on trade 

integration level of countries. According to the regression output 1 per cent rise of the GDP 

growth level cuases trade integration index to be 0.764451 point higher. In general the 

estimation results reflects that global financial crisis influence on trade integration happened 

with lags. And the long impact of financial crisis had been much stronger than its short run 

impact on trade integration. 
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APPENDIX 

 

Table 4: De-facto trade globalization index, 2007-2016 
Years World High income 

countries 

Upper-middle 

income countries 

Lower-middle 

income countries 

Low income 

countries 

2007 

2008 

2009 

2010 
2011 

2012 

2013 

2014 

2015 

2016 

57.30460358 

58.14888763 

54.2677002 

55.75849915 
57.66438675 

57.70277023 

57.36184692 

57.56562042 

56.35333252 

55.26148605 

61.76641083 

62.71424103 

59.31407928 

60.53836823 
62.26177979 

63.48010254 

63.44101334 

63.55239868 

62.89391708 

62.13428116 

58.07748032 

58.61901093 

54.63446045 

55.39667511 
56.97351837 

57.15836334 

56.86359787 

57.52120972 

55.87121964 

54.75682449 

57.49808121 

58.20929718 

54.02947998 

54.87028503 
56.2424202 

55.40598679 

54.90642548 

54.60017395 

54.09790421 

52.40230179 

46.48466492 

47.83023834 

43.57580948 

47.82698822 
51.46416092 

50.11427689 

49.30667114 

49.68209076 

47.02122116 

46.177948 

 

Table 5: De-facto trade globalization index, 2007-2016 
Years Argentina Brazil Chile Mexico Canada USA 

2007 

2008 

2009 

2010 

2011 

2012 

2013 
2014 

2015 

2016 

29.74744034 

29.63650894 

25.44335556 

24.87504959 

25.24443054 

24.74217224 

24.60126495 
24.08179283 

21.98348045 

23.32278252 

21.92695427 

22.20286942 

19.59987259 

19.91777229 

20.64666176 

21.47387314 

21.15262985 
21.88205147 

23.31239891 

21.53687096 

54.61471558 

58.26273346 

49.66749954 

50.70759583 

52.42620468 

49.33308792 

47.25764084 
46.74543762 

43.03215027 

39.6166153 

22.46927834 

23.56391716 

22.41451454 

25.21324921 

26.09239388 

27.17470551 

26.48014069 
26.99352455 

29.26245689 

31.34793091 

34.3069458 

35.53717804 

31.19685745 

32.02666473 

32.80762863 

32.97551346 

33.04200363 
33.97048187 

35.13300705 

34.97439575 

23.7598362 

24.94997787 

21.95410538 

23.5067482 

25.66113663 

26.01072502 

25.30654907 
25.26589584 

24.61450005 

23.82790756 

 

 

Table 6: De-facto trade globalization index, 2007-2016 
Years Austria Belgium Switzerland Czechia Germany Denmark 

2007 

2008 

2009 

2010 

2011 
2012 

2013 

2014 

2015 

2016 

67.81052399 

68.70343018 

63.187397 

66.51238251 

68.93561554 
69.14370728 

70.33409119 

70.49485779 

69.97276306 

69.22745514 

80.74912262 

82.31502533 

82.5858078 

83.95786285 

84.66121674 
85.15276337 

85.39678192 

86.82746887 

87.6217041 

87.44018555 

67.38056946 

67.49567413 

65.00734711 

65.72314453 

65.02143097 
78.72557831 

81.65540314 

77.77261353 

77.01768494 

80.33926392 

68.01946259 

67.58108521 

66.1857605 

69.9786377 

71.52713013 
73.41098785 

73.51263428 

74.95819092 

74.33743286 

73.80582428 

57.99777985 

58.89177704 

54.12008286 

58.64563751 

61.21381378 
62.13581467 

62.61634827 

62.37532425 

63.73384094 

63.83653259 

71.89667511 

73.95795441 

68.41966248 

69.96046448 

72.46694183 
73.2389679 

72.89366913 

72.40900421 

73.03524017 

71.98387909 

 

Table 7: De-facto trade globalization index, 2007-2016 
Years Italy Ireland Iceland France Luxembourg Norway 

2007 

2008 

2009 

2010 

2011 

2012 

2013 

2014 
2015 

2016 

40.95606613 

40.59337616 

32.27745819 

38.5329361 

40.97089767 

42.08391571 

41.46177673 

41.78131485 
42.59629059 

41.92679977 

80.72209167 

81.61587524 

81.80767059 

83.65328217 

84.23326874 

84.20886993 

84.00131226 

84.19233704 
81.19937134 

80.96234131 

64.62400818 

69.77812958 

69.74583435 

72.03822327 

74.59223175 

76.37630463 

75.13554382 

73.27613831 
73.21739197 

68.17024231 

42.50867844 

44.08932114 

38.75717163 

43.12674332 

46.8121376 

47.93318176 

48.29734421 

49.60817719 
51.16876602 

50.5772438 

83.1444397 

83.58750916 

82.61277008 

80.7462616 

79.72108459 

79.62112427 

76.09713745 

74.76634979 
75.6210022 

73.24895477 

59.4005661 

60.53721237 

55.4394455 

56.89461899 

55.44550323 

56.84799957 

55.26583862 

56.69747925 
58.60883713 

57.12373352 
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Table 8: De-facto trade globalization index, 2007-2016 
Years Portugal Spain Greece Turkey Russia UK 

2007 

2008 

2009 

2010 

2011 
2012 

2013 

2014 

2015 

2016 

46.93353271 

49.20975876 

42.32608795 

46.62343216 

52.37770844 
54.99732208 

56.66885376 

57.77318573 

57.41727829 

57.55985641 

41.12047195 

41.19367218 

32.85747528 

37.87161255 

44.58171463 
46.70697021 

47.21202087 

49.05558014 

49.53353119 

49.26502609 

47.58975983 

50.12170029 

42.59674072 

48.07929993 

51.68470383 
55.54348755 

57.01740265 

59.28757477 

55.04455566 

53.27112198 

33.13075256 

35.72501373 

33.17910767 

32.03046799 

36.51685715 
36.8909874 

35.8963089 

36.84703445 

36.13895416 

33.03725433 

36.62700272 

37.75562286 

34.71425247 

34.20110703 

32.13930511 
32.44033432 

32.79653549 

34.70402145 

38.48088074 

35.79544067 

44.30474091 

48.32958984 

48.2406311 

50.90193939 

54.42620087 
54.15302277 

54.58517456 

51.26485062 

50.38227081 

52.45477676 

 

Table 9: De-facto trade globalization index, 2007-2016 
Years Finland Holland Estonia Latvia Lithuania Hungary 

2007 

2008 

2009 

2010 

2011 

2012 

2013 

2014 
2015 

2016 

60.39091873 

66.7745285 

57.21264648 

61.69165039 

64.34718323 

65.45435333 

64.3032608 

62.75118637 
62.09332275 

60.89871597 

81.03672028 

81.76145935 

80.8969574 

82.82215881 

83.73058319 

84.94491577 

85.00098419 

85.83211517 
86.3508606 

85.80099487 

81.75901794 

81.67268372 

80.37862396 

84.23117828 

86.84749603 

87.7593689 

86.75713348 

86.30554199 
85.34173584 

85.54824829 

68.49128723 

68.37414551 

67.24454498 

75.22279358 

77.73058319 

78.40219879 

77.07318878 

76.77074432 
76.67977905 

76.57800293 

74.03936005 

75.50483704 

71.46220398 

76.02184296 

78.21128082 

80.49911499 

83.1414566 

83.6142807 
83.34674835 

83.88033295 

76.2504425 

77.53717041 

78.40496826 

79.56655884 

80.90325928 

80.60341644 

80.81030273 

81.13185883 
81.2661972 

81.09889221 

 

Table 10: De-facto trade globalization index, 2007-2016 
Years Poland Slovakia Australia N.Zealand China 

2007 

2008 

2009 

2010 

2011 

2012 

2013 

2014 

2015 

2016 

52.53810501 

51.84851074 

49.24384308 

53.2946701 

55.44922256 

57.63007355 

59.05973053 

60.72443771 

60.78227615 

64.1108551 

74.4201355 

75.90799713 

70.12493134 

70.80317688 

70.43617249 

71.92476654 

75.11289978 

74.06719208 

74.12467957 

74.02230835 

36.86537933 

34.92055511 

32.82479858 

32.3450737 

32.21903992 

29.76690865 

26.66197586 

28.50457001 

27.03645897 

32.74721146 

50.0863266 

56.34115982 

49.46946716 

48.879879 

50.8552475 

49.00561905 

47.00067139 

47.26154327 

48.098423 

44.94247437 

45.94898605 

42.79780579 

32.38824463 

35.01784897 

36.71903992 

34.62830353 

33.34101105 

33.11278152 

29.82805252 

28.74824905 

 

Table 11: De-facto trade globalization index, 2007-2016 
Years Japan S.Korea S.Africa S.Arabia Indonesia India 

2007 

2008 

2009 
2010 

2011 

2012 

2013 

2014 

2015 

2016 

26.92198944 

27.77014923 

21.76295662 
22.87552643 

23.97683144 

24.33041573 

26.25633621 

28.82618332 

28.9522171 

26.49686241 

60.61953735 

74.38425446 

68.07512665 
68.99718475 

70.94693756 

72.93115234 

69.38071442 

67.35202789 

62.91187286 

60.58618164 

47.9587059 

53.73977661 

41.52404022 
44.40762329 

46.88760757 

48.37543106 

50.31048584 

50.7503624 

49.70791245 

49.373806 

72.06167603 

69.18926239 

69.19403839 
64.73898315 

62.34576035 

58.49121857 

58.49590683 

63.21365738 

60.21406555 

52.41481018 

41.68361282 

43.66484451 

32.09764481 
29.77533913 

32.87582016 

33.41215515 

32.5103569 

32.62428665 

29.33912277 

26.41856003 

41.92917252 

49.25065231 

36.58947372 
39.436409 

43.61035538 

45.11159134 

44.21334076 

41.46070862 

37.76983261 

35.85730743 
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Table 12: Results of unit root tests of  “Trflow” variable 
Individual effects 
 

Individual linear trends 
 

None 

Method Prob. Method Prob. Method Prob. 

Levin,Lu and Chu t 0.0005 Levin,Lu and Chu t 0.0000 Levin,Lu and Chu t 0.9888 

İm,Pesaran və Shin w-stat. 0.5867 Breitung t-stat. 0.4425 ADF-Fisher Chi-square 0.9982 

ADF-Fisher Chi-square 0.3711 İm,Pesaran and Shin w-stat. 0.0073 PP-Fisher Chi-square 0.9590 

PP-Fisher Chi-square 0.2967 ADF-Fisher Chi-square 0.0139   

  PP-Fisher Chi-square 0.0003   

 

Table 13: Results of unit root test for the 1st difference of “Trflow” variable 
Individual effects 
 

Individual linear trends 
 

None 

Method Prob. Method Prob. Method Prob. 

Levin,Lu and Chu t 0.0000 Levin,Lu and Chu t 0.0000 Levin,Lu and Chu t 0.0000 

Im,Pesaran and Shin w-stat 0.0000 Breitung t-stat. 0.0000 ADF-Fisher Chi-square 0.0000 

ADF-Fisher Chi-square 0.0000 Im,Pesaran and Shin w-stat 0.0000 PP-Fisher Chi-square 0.0000 

PP-Fisher Chi-square 0.0000 ADF-Fisher Chi-square 0.0000   

  PP-Fisher Chi-square 0.0000   

 

Table 14: Results of unit root tests for “Finflow” variable 
Individual effects 
 

Individual linear trends 
 

None 

Method Prob. Method Prob. Method Prob. 

Levin,Lu and Chu t 0.0000 Levin,Lu and Chu t 0.0000 Levin,Lu and Chu t 0.9811 

Im,Pesaran and Shin w-stat 0.0000 Breitung t-stat. 0.3341 ADF-Fisher Chi-square 1.0000 

ADF-Fisher Chi-square 0.0000 İm,Pesaran və Şin w-stat 0.2244 PP-Fisher Chi-square 1.0000 

PP-Fisher Chi-square 0.0000 ADF-Fisher Chi-square 0.2450   

  PP-Fisher Chi-square 0.7029   

 

Table 15: Results of unit root test for the 1st difference of “Finflow” variable 
Individual effects  
 

Individual linear trends 
 

None 

Method Prob. Method Prob. Method Prob. 

Levin,Lu and Chu t 0.0000 Levin,Lu and Chu t 0.0000 Levin,Lu and Chu t 0.0000 

Im,Pesaran and Shin w-stat 0.0000 Breitung t-stat. 0.0000 ADF-Fisher Chi-square 0.0000 

ADF-Fisher Chi-square 0.0000 Im,Pesaran and Shin w-stat 0.0000 PP-Fisher Chi-square 0.0000 

PP-Fisher Chi-square 0.0000 ADF-Fisher Chi-square 0.0000   

  PP-Fisher Chi-square 0.0000   

 

Table 16: Results of unit root tests for “Growth” variable 
Individual effects 
 

Individual linear trends 
 

None 

Method Prob. Method Prob. Method Prob. 

Levin,Lu and Chu t 0.0000 Levin,Lu and Chu t 0.0000 Levin,Lu and Chu t 0.0000 

Im,Pesaran and Shin w-stat 0.0000 Breitung t-stat. 0.0000 ADF-Fisher Chi-square 0.0000 

ADF-Fisher Chi-square 0.0000 Im,Pesaran and Shin w-stat 0.0000 PP-Fisher Chi-square 0.0000 

PP-Fisher Chi-square 0.0000 ADF-Fisher Chi-square 0.0000   

  PP-Fisher Chi-square 0.0000   

 

 



 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 
 

 
 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 


