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ABSTRACT
Multi-period differences of technical andfinarcial performances are andysed by comparing five
North African railways over the period (1990-2004).
Our appoach is based on the Malmquist DEA TFP index for measuring the total factors
productivity charnge, decomposed into technical efficiency changeandtechndogical changes.
This method provides complementary detailed information, especially by discriminating the
techndogical and management progresses by Malmquist.
Keywords: Case Sudy, Malmquist DEA TFP (Thetotal productivity of the factors) index North
African railways, Multiple PeriodsPerformance analysis

1.INTRODUCTION

Corceived to be the vecor of the strategies of econamic development, the African railway
companies became a facior of exasperation in the econamic and financial crisis that shakes some

African States. Theanalysis of theterrestrial transportpolicy in most African courtries enphasizes
an absence of planning. With the result that the configuration of the infrastructures of transportin
Africa prodiwces serious prodems in the econamic and social development coordination and in
meansof transportas well.

So, the evaluation and the measurement of pulic utilities presented by Estache and Kouass [1],
especidly in the developing countries, becane a crucial point in the open and liberal econamies.
Yet, there is a surprising lack of literature attenpting to measure the efficiency of operatorsin a
way that would allow eamnomic regulators to introduce explicit performance incentives in the
regulation ofthe operatorsin African countries.

Thetotal productivity of the faciorsis well known in the econamic literature and was the subject
of several empiricd evaluations, particularly on the pulic services in networks (Coelli and
Perelman [2]) (Plane [3]). The analysis of the prodtctivity contributes to provide a good base of
information and thinking on the way in which the organizationsare managed. From this point of
view, this paper aims to measurethe Northern African railways performance

Within the framevork of liberalization and privatisation, this meaurement can help the regulator
catding aglobal idea aboutwhat to improve at the level of networks performance (Estache et al.

[4]).

The appraach we follow will be based on the Malmquist index (Estache et al. [5]) in order to
compare the networks prodictivities.
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2. BACKGROUND OF THE NORTHERN AFRICAN RAILWAY S

2.1.1n Algeria

The rail network is managed by the National Company of the Railroad Transports (Soc | ®® t
Nationale des Transports Ferroviaires: SNTF). It consists of 3.973 kmof lines of which 2.888 km
present a nomal gauge (1435mm) and 1085 km a narrow spacing (1055mm). This network is
third in km for Africa after the South African and the Egyptian network. But it remansinsufficient
for the courtry econamic needs. Mainly inherited from the colonial time, it is primarily made up
of lines with norma way and narrow gauge railway. The mining line, conneding the mines of
Ouenza to the town of Annaba (300 km), is the only oneelectrified. The network comprises 400
km of doube tracks ways focused onthenorth of country.

The structure of the network followed the development and the locdi zation of the popuation, the
indwstry and the mining sources. The crossng ways in the stations are short and do not allow
putting into circulation longtrains, whil e the systems of signalisation and telecommunicationsare
decayed and do notallow a modern exploitation. Algeriaintendsto open the rail road transport with
the private secior under a mode of concesson. It is envisaged to stop the monopdy of the SNTF
on therail, which is the only transport secbor still avoiding competition, since the road transport
was opened to the private secior in 1988,the maritime transport and air in 1998.The general trend
of privatisation in Northern Africa will give an oppotunity to delegate the exploitation of the
national rail network to one or more companies under the concesson mode. The opening of the
railroad transport to competition is justified by the fad that the monogoly of the State involved a
constant reduction in the performances of this means of transport and asystematt rewmurse to the
Treasury for its financing. The private secor shoud have the load of a rehabili tation and
development of the rail network.

2.2.InLibya

Theraillway modeisnotyet existent in Libya; theroad ensuresthetotality of the carriage of goods
and passengers. Two national companies operate in the sector, onefor the transport of longdistance
and the other committed in the conrections between the cities. Transport by taxi is also used for
shortand average distance

2.3.In Morocco

Railroadsin Morocco are managed by the National office of the Railroads (Office National des

Chemins de Fer ONCF), a pubicly owned establishment with a financia autonomy. ONCF
exploits 1.907km of lines that constitute the national network, of which 1.003km are electrified
and 370 km have a dowble tradk. This retwork is composed of a principal line conrecting
Marrakedh to the south to Oujda on the Morocco - Algeria border, with ramificatons towards
Tangier in North and the zones of exploitation of phosphates and some large ports. Since the end
of the decade 80, ONCF uncertook the realization of a vast programme of modernization of the
network related to the reorganization of some stations, therenewal of ways and the installation of
telecommunicationsand signalisation, in order to offer a service of quality to its customers.
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2.4.In Mauritania

For forwarding iron since its place of extradion to its place of transformation and export, the

Mauritanian State financed the construction of arailway lineof 670kilometres length with asingle
tradk between thefield of Fderik and the Nouadhibou port. Six convoys of 220 coadhes (2000tons
per convoy) circulate each day since the opening of thelinein 1963.1t is the | ongest train in the
world with more than 2 km length. The train crosses an almost uninhabited zone, and transports
only ore. Bases of maintenance were envisaged along the way. The material is maintained
perfedly, since it is out of question to stop thetrade of iron, ony assistance and source of income
for theeoonomy in crisistimes. Since ten yeas, the Industrial and Mining National Company, first
company of the courtry, held up to 80 % by the State and which manages all the mining dies from
the mine to the por, follows a pdicy of diversfication of its adivities. The train aso
acmmmodates several coadhes intended for the transport of the passengers. Due to the lack of
reliable available data, the Mauritanian network will not participate to ourstudy.

2.5.In Tunisia

The overall length of the network is of 2.186 km, of which nealy 1862 km are currently in

exploitation. The network presents amajority of metric gauge (1.687km), except for theline Tunis-
Ghardimaou (trans-Maghreb) on 471 km length and for its antennas (116 km) that present nomal
gauge. Owing to the fad that the majority of the lines converge towards Tunis, this difference in
gauge does not seem to constitute, for the moment, a major handicgp for the exploitation. But if
the Maghrebian network were to develop (towards Libya), the diff erence in gauge could constitute
a serioushandicap. The structure of the network is conceived to ensure a good service road. Also,
all agricultural zones of the Northeast or the Centre, and all thefrontier mining zones are conrected
to thelarge padles of activity and potslocatel onthelittoral zone.

Theralway activity is managed by two pubic operators: The Nationd Company of the Tunisian
Railroads (Soci®® Nationale des Chemins de Fer Tunisens. SNCFT), publicly-owned
establi shment and the Company of the Leger Subway of Tunis (Soc i ®luM®rb L&er deTunis:
SMLT) specialized in the urban rallroad transport by subway in large Tunis. 135 km of railway
line present doulde tracks and orly 65 kmare electrified.

2.6.1n Egypt

Thefirst railway built in Africa was donein Egypt in 1853.The idea of building a railway goes
bad to 1833when Mohamed Ali consulted his Scottish chief enginee, T. Gallway, aboutbuil ding
aroad between Suez and Ain Shames to become thelink between Europe and India. Mohamed Al
started initiating the project ashebought therailsin order to start buil dingtheroad and the stations.
However, France was able to prevent this from happening becaise the French government wanted
to substitute this project with bulding acana between the Red and the Mediterranean Sess.
Mohamed Ali found himself shattaed between the two ideas, so he refused to cary out any of
them When Mohamed Ali died in 1849, England wrote to his successor, Abass Helmy |, asking
him to build a railway in Egypt. He agreed and he signed a contrad with Robert Stephenson, on
the12th of Junein1851.

Thecontract asserted that thework shoud start in September of the same yea and that Stephenson
shoud beresporsible for all the matters of the project. The first railway route in Egypt was built
in 1854, letween Alexandria and Kafer Eassa, and it readed Cairo in 1856.In 1858, the route
between Cairo and Suez was built, but it was taken off in the yea 1878 after digging the Suez
Canal. A new route was built in 1867to conred Cairo with southern Egypt and Imbaba Bridge
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was built in 1891to enable thetrainsto pass over the Nile nea Cairo. And from this point on, the
railway has become oneof the most important means of transportation in Egypt. Y ou can use the
railway to go as far as Matrouh (Libya frontier) in the west and as far as Aswan in the north.
Passengers can depend ontherail way service to travel al over Egypt.

Today, the Egyptian Railway is made up of 4,900kilometes of train trads, traversed by 1,315
casdaily and servicingan estimated 2.28million passengers. Its cargo fleet transports some 35,000
tonsof commodities dail y.

3. A COMPARISON OF PRODUCTIVITIES OF THE RAILWAYSNETWORKS BASED
ON THE INDEX OF MALMQUIST

Table 1 presentsthedifferencesin the size of therailways, expressed in linekil ometers. So we can

natice that Egypt network is, acording this classfication, the largest onewith 4974 Km. In the
seaond place, we have Algeria followed by Tunisia and finally Morocco comes in the last place
with 1905 Km. We can explain this difference by the area of eat courtry and by goals of
colonization. We shall see that the ranking by prodictivity does not reflect this size ranking of
networks.

TABLE 1. Size of railways expres=d in linekilometers

ALGERIA EGYPT MOROCCO TUNISIA

SNTE ENR ONCF SNCFT
Mean LineKm 4124 4974 1905 2133
Ranks 2nd 1st 4th 3rd

*Source: UIC (I8Jnion international e des chemins de fer)
3.1.Methodology of the Malmquist index analysis

We will begin ouranalysis by having recmurse to theindex of Malmquist (Fre et al. [6]). Onecan
read adescription of thisindex in AA Primer on Efficiency Measurement for Util ities and Transport
Reyulators' (Coelli et al. [7]):

"The Malmquist index of productivity measures the variation of productivity (TFP) between two
observations, by calculating the ratio of the distances from each data (network) compared to a
comnontecndogy (theefficient frontier of production). The Malmquist index of variation of TFP
(directed in inpu) between period O (the basic period) and period 1 (by using the techndogy of
period 1 agechndogy of reference) is defined by:

TFP1/TFPO = Dl (Yo, Xo) / D1 (Y1, Xl), (1)
Where thenatation Dt (Xs, Ys) represents the distance between the observation ofthe period S
andthetechndogyof theperiod T, andXsand Ys are respectively the input andtheoutputin
period S.

Avalueof thisratioin (1) higher than 1 wll mean animprovement of the TFP ".
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Our study relies on the physical data of four northern African railways networks (Algeria, Egypt,
Morocco and Tunisia) over a 15 yeas period (1990to 2004).This method will allow usto know
the origins of the paositive or negative evolutions of the total productivity of the operators with a
splitti ng into atechnological change and achange of efficiency. Thelast comporent often reflecs
theimprovemeant of management within each network and the first onecomes from theinnovation
(new investments).

In this same quaed reference and using FPre et al. [8]), we read that the Malmquist prodictivity
index is defined as the geometric mean of two indices, namely an index evaluated in conrection
with technology of period 1and anather in connedion with the techndogy of period 0.We obtain
then:

TFP1/TFPo = [D1 (Yo, X0)/D1 (Y1, X1) * Do (Yo, Xo)/Do (Y1, X1)] °° @)
We can also transform (2) in (3):
TFP1/TFPo= Do(Yo,X0)/ D1(Y1,X1) [ D1 (Yo,X0)/Do(Yo,X0) * D1(Y1,X1) /Do(Y1,X1)] > (3)

Theratio outsidethebradkets of (3) measures the change in theinput-oriented measure of technical
efficiency between the periods0 and 1. Theremaining part of theindex in theequation isameasure
of tedhnica change, i.e. the geometic mean of the technical change between the two periods,
evaluated with the observationsof periodsO and 1.

3.2.Presentation of data and choice of vari ables

Table 2 gathersall the data available for the analysis, concerning therailways operatorsin thefour

North African courtries during the period 1990-2004. As output, we chose fpasengers-
kil ometreso and ¢ ton-kilometas e (A. M. Mbangala [9]). We could have chosen for exanmple the
sales turnover that reflects the sold production of the operators. But several prodems remaning
about the availability of reliable data and diversity of the courtable standards in ead courtry
encouraged usto avoid thiskind of ouput. Equipment (total number of coaches and wagons) and
railway enployees are the inputvariables. We natice the absence of Sudan and Mauritaniain this
presentation dueto a lad of reliability with their data.

Table following onthe next page
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TABLE 2. Inputs and outputs of the Malmquist DEA TFP index analysis
(Cortinues onthe nex page)

Outputs I nputs
Railways Years T-km P-km Equipment Manpower
Algeria 1990 2178000 2990851 10650 18200
1991 2716736 3192091 10930 18104
1992 2529701 2903505 6893 18187
1993 2304584 3009728 10653 17497
1994 2278800 2234011 10894 16780
1995 2121000 1797000 10950 16600
1996 2301430 1826113 10011 16269
1997 2301430 1826113 10845 16269
1998 2174000 1163000 10806 14400
1999 2033000 1163251 10796 14385
2000 1979714 1141646 10573 12510
2001 1990000 981000 10558 12300
2002 2247000 955000 10488 11400
2003 2040892 963517 10483 11420
2004 1947135 949872 10466 11139
Morocco 1990 5107346 2237276 10477 13716
1991 4526170 2345462 9022 14002
1992 5001100 2232718 9079 14157
1993 4419089 1903566 8897 14349
1994 4679216 1881191 8623 14385
1995 4621201 1530892 8443 13782
1996 4757208 1686398 7561 12639
1997 4834688 1855934 7265 12016
1998 4757000 1875000 7121 11600
1999 4794499 1880000 7016 10905
2000 4576000 1956000 6700 10308
2001 4622000 2019000 6417 10200
2002 4974000 2145000 6421 9800
2003 5146525 2374169 6282 9487
2004 5563323 2644583 6037 9207
Egypt 1990 3028979 38533000 17054 88000
1991 3276000 41151000 16717 88000
1992 3211511 42589000 15906 88000
1993 3141129 46338000 14143 71653
1994 3621000 44293000 14437 72890
1995 4072577 48242000 14800 74123
1996 4117000 50465000 14947 74015
1997 3969000 52926000 16276 71684
1998 4265000 55000000 16200 71062
1999 3464000 59638000 16242 71000
2000 4000000 63060000 16123 70900
2001 4217000 66008000 15889 70750
2002 4188000 39083000 14661 70500
2003 4104000 46185000 15028 70200
2004 4321000 52682000 15101 70000
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Tiinicina 100N 1 QRQQ0N 1N1aNnNN R212 QRr2R

1901 1820000 1019000 5189 9600
1992 2015000 1078000 5316 9061
1993 2012000 1057000 5450 8687
1994 2225000 1038000 5426 8252
1995 2317000 996000 5300 8364
1996 2329000 988000 5195 8299
1997 2338000 1096000 5088 8124
1998 2358000 1136000 5342 8200
1999 1636981 1192454 4903 6719
2000 2029000 1192500 4272 6634
2001 2282000 1257000 4903 6075
2002 2273000 1281000 4708 5737
2003 2174000 1243000 4708 5554
2004 2082193 1294000 4164 5507

*Sources: Algeria: Soci®@®Nationale des Transports Ferroviaires (SNTF),
Morocco: Office National des Chemins defer (ONCF),
Egypt: Egyptian National Railways (ENR),
Tunisia: Soci@®Nationale des Chemins deFer Tunisiens (SNCFT),
UIC: 1&Jnion internationale des chemins defer

3.3.Presentation and analysis of the results

From table 3: "MALMQUIST INDEX SUMMARY OF ANNUAL MEANS", we conclude that
the total growth annual rate is 3.2% wer the period 199-2004-We have converted theindicesin
growth rates. The decompasition of this rate shows that this growth comes primarily from the
column &dechndogical progres® which reflects the development of the investment level in the
railways secbor. This change is mainly dueto theinvestment in equipment. Techndogcal progress
takes part a arate of 4.4%in the growth rate The remaining effed is negative (- 1.2%)issued
from the column &hange of thetechnical efficiencydthat assesses the evolution of the management
in this sector. So we can concludethat North African railways are very inefficient like a mgority
of state-owned enterprises (SOE) in developing courtries. It is difficult to interpret the evolutions
yea per yea since meaningful tendencies cannotbe deteded.

Table following onthe next page
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TABLE 3. The mean productivity changes of the North African railways from 1990 to 2004
MALMQUIST INDEX SUMMARY OF ANNUAL MEANS, converted in growths ratest

Year Efficiency change Technological change Total factors productivity
change
1991/1990 +3.3% +1.1% +4.4%
1992 +2.3% +6.9% +9.4%
1993 -2.6% -1.2% -3.7%
1994 -0.2% +2.5% +2.3%
1995 -2.9% +2.5% -0.4%
1996 -3.4% +10.3% +6.6%
1997 -2.8% +6% +3.1%
1998 -2.3% +2.9% +0.6%
1999 -5.9% +5.5% -0.8%
2000 +5.8% +3.7% +9.7%
2001 +3.2% +3.7% +7.0%
2002 +1.5% -3.0% -1.5%
2003 -6.3% +9.9% +3.0%
2004/2003 -6.0% +12.5% +5.7%
Mean -1.2% +4.4% +3.2%

Source : calculation of Karim Sabri from DEAP-XP.
TABLE 4. The productivity changes of the North Africa railways of 1990 to 2004 by countries

MALMQUI ST INDEX SUMMARY OF networks MEANS converted in gromhs rates

Sedor Efficiency change Tednological Total factors
change productivity change
Algeria -4.6% +4.9% +0.1%
Egypt 0.0% +3.8% +3.8%
Morocco 0.0% +4.1% +4.1%
Tunisia -0.3% +5.0% +4.7%
Mean -1.2% +4.4% +3.2%

Source : calculation of Karim Sabri from DEAP-XP.

* Notethat all Malmquist index averages aregeometric means

The second table AMALMQUIST INDEX SUMMARY OF NETWORK MEANSO indicates for
ead yea, which network contributed more (or lesg than others into the improvement of
productivity. Thuswe can confirm that Tunisia comes at the head of the ranking whil e contri buting
at arate of 4.7%to thetotal growth rate foll owed by Morocco that presents 4.1%,and then comes
Egyptinthird positionwith arate of 3.8%and in last position Algeria shows the very week rate of

0.1%.We can natice for all operatorsthat the rates of the Technological column are higher than
those of the Effediveness column, which confirms that the annual total growth rate results
primarily from thetechnicd progress that reflects investment in the railway sector, and that to the
detriment of the management change. According to these average prodictivities growths of table

4, we can rank the countries rail way performances as follows:

Tunisia: 1% (+4.7%); Morocco: 2" (+4.1%); Egypt 3% (+3.8%); Algeria: 4™ (0.1%).

! Let usrecall that indexes aref.i. for thelast line0.988and 1.4 producing by multiplication: 1.032, thus$.2% of growth decomposed into -
1.2%and 4.4%. Thusthefigures of the last column can beobtained sometimes by an addition as an approximation.
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We can also compare this ranking to thefirst ranking made by size (tablel). The size of network
can drdea give agoodevaluation ofthecompany prodictivities (table 5).

TABLE 5. The compared ranking of the North Africarailways from 1990to 2004
by size and productivities (Malmquist index)

Ranks 1 2nd 3 4
Sizeranking Egypt Algeria Tunisia Morocco
Malmquist index ranking Tunisia M orocco Egypt Algeria

Source: by karim sabri.

5.CONCLUSION

In general, we can confirm that all the networks analysed in this paper, like the majority of the
pulic companiesin thedeveloping courtries, have to do much effort to improve their performance
mainly in management. For J.Nellis [10], many African state-owned enterprises (SOES),
particularly thaose working in infrastructure, have alonghistory of poor performance. Thereasons
for the heary African reliance on SOEs, and their unsatisfactory performance, are several. The
failure of the African States in this respect gave rise to a reform appraach relying much more
heavily on piivate secior participationand ownership (Nellis[11]).
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ABSTRACT
Demographic processes observed in the EU courtries constitute a challenge for their labour

markets, causing decline in labourforce andincrease in share of elderly. The paper presents a
research thesisthatthe changes observed in popuationage structure may significantly impact the
suppdy sideofthelabourmarket (supdy of labourforce) in a multif aceted way andwith a changng
dynamics in individual courtries. Applied quartitative and qualitative anayses were condwcted
based on data from Eurostat statistical databases with the use of demographic projections.
Absol ute increases of dynamics andindicators (single base) were the methodsused for time series
changes. Thetemporal scopeof theandyses waslargely determined by data accesshili ty.
Keywords: Labourforce, popuation ageing, cemographic structure

1. INTRODUCTION
The process of population ageing refers to almost al courtries of the European Union and is

perceived as one of the most important phenomena from the perspective of the econamy and
principles of life in society. This process is most affeded by the deaease in the number of births.
Such deaease causes the deepest changes in the propotion of the shares of the youngest and the
oldest in popdation. A similar factor in vital statistics, which leadsto longer life expectancy, isthe
deaeased level of the mortality rate especidly in the oldest age groups. Apart from that, the
dynamics and state of progress of the processes discussed herein are modified by migrations. In
terms of demography, thelabour market is mostly presented and investigated from the perspective
of changing labourforce, or labour supdy. However we shoud bea in mind that in the economy
all processes have to beexamined in terms of mutual interadions. This also refersto studies of the
impact of popuation ageing onthe labour market, which is the aspect that has been addressd in
this paper. The paper is a continuation of thereseach into consequences of demographic processes
and their impact onlabourmarkets in European Union courtries (Skibi@ki, Sipa, 2015, Skibi ki,

2016).Thesubject of thecurrent analysisis comparison of the occurring demographic changes and
their consequences for the labour market in the Baltic states, countries of the Visegrad Group and
the Balkan courtries. In view of the abowe, the aim of this pubicaionisto present the impact of
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changes in the popuation age structure on potentia labour force in the selected groupsof EU
courtries.

2.METHODOLOGY OF RESEARCH

Thequantitative and quali tative analyses applied herein were condwcted using data from Eurostat
Statistics datebases, takinginto account demographic projections. Methodsof graph plotting
points changes were used, such as absol ute increases and dynamics indexes. Thetemporal scope
of theanayses was to a large extent detemined by data availability. Theyea 1990was chasen
asthebeginning of the period of temporal comparisons. In orcer to ill ustrate the differencesin the
increasing process of popuation ageing, thefoll owing groupsof EU courtries were selected for
theresearch, takinginto accountthe geographical aspect: Baltic countries - Lithuania, Latvia,
Estonia, Visegrad groupcourtriesi Poland, Czech Repubic, Slovakia, Hungary, Balkan
courtries- Bulgaria, Croatia, Romanial. For ead of the characteristics discussed, spatial
comparisonswere made, with a country as a comparison unit.

3. THEORETICAL BACKGROUNDS
Due to the dynamism of today's labour market, various aspect of its functioning, which are

important in the context of both the situation in the foreseeable future and fromthe perspective of
the position of varioussocial groupsand categories, are analysed. Previouslabour market analyses
have been focused on such basic caegories as "the enployed”, "not econamicdly active’, and
mostly "theunenployed", whose number often displays mismatd between the supgdy and demand
sides of the labour market However, in the context of occurring denographic processes,
asesanents of the situation onthe labour market increasingly take into acount what is important
from the perspective of labour supgdy, i.e. the demographic asped (Serban, 2022; Lee 2003).
Hence, the process of popuation ageing is receving increasing attention, beyond discussons of
reseachers representing a widerange of scientific disciplines such demography, economics, social
palitics, medicine or sociology. Theisale is more and more often raised in pdliticians speedes
and pulic discussons. Europeis the oldest continent. Whats more, in more and more European
courtriestheincrease in the number and percentage of older peopl e is accompanied by thedeaease
in the number of working age people, i.e. potential labourforce, which leadsto increased old age
dependency ratio (Kotowska, 2010, Borsh-Supan, 2003). Therefore, an ageing popuation and
ageing workforce are arather well recognised and documented fact amongindustriali sed courtries.
During the last decade, a vast number of studies have been condicted to analyse the eff ects of the
on going structural change. The process of popuation ageing started first in Scandinavian and
Western European countries, gradually covering courtriesin Southern Europeand Central Eastern
Europe(Grundy, 1996. Although currently we can observe convergences anongthese regionsin
this respect the extent of the process of popuation ageing varies significantly by geographical
area which implicates numerousnegative consequences, both econamic and social ones. One of
themost important econamic consequencesis undoultedly shrinking and ageingof potential labour

1 Romaniaisincludedin the group of the Balkan countriesmainly on historical and cultural grounds, although a part of itsterritory
is located on the Balkan Peninsua.
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force?. Demographers stress that since 2000, popuation has been gradually losing its ability to
reproduce through natural population growth (balance of birthsand deaths), and the increase in its
size has been dueto intensive migration flows (van de Kaa 2004; J- fwiak, 2013). According to
Coenen and Galjaad, denographic trendscan have direct impli cationsfor labour market throught
three primary chanrels. These are labour suppy, labour prodtctivity, and labour demand (because
of shiftsin the structure of aggregate demand). It is generally recognized that ageing societies will
face econamic and socia challenges. What will inevitably happen in the labour market is that the
labour force will shrink as large numbers of workers retire and the characteristics of the labour
markets change (Ccenen and Galjaad, 2009) The current demographic situation is a consegquence
of processes that started, as was already mentioned, in mid-1960sin highly developed courtries of
Western Europeand Scandinavia, andin the 1990sin courtries of Central and Eastern Europe(van
de Kaa 2001). Political and ideological changes such as improvement of living condtions,
development of modern techndogies and medicine caused changes in several areas that impacted
the demographic situation in these countries (Peretto, 1998). Medanisms of the above-mentioned
changes, alongwith their consequences, are described by, anong dher things, the concept of the
second cemographic transition, which is helpful in explaining the causes of theincreasing process
of popuation ageing.

Table 1: Overview of demographic and societal characteristics respectively related to Second
Demographic Transition (source: Lesthaeghe, Surkyn, 2004, pp. 45-86)

Marr iage -Fdl in proportions narried, rise in age at fi rst narriage.
- Rise in cohabitation (pre- & postnarital),

- Rseindivorce, earlier divorce,

-Deline of renarriage fol |l ow ng both divorce and w dowhood

Fertility -Futher decline in fertility via postponenent, increasing nean age at first
parent hood, structura subreplacenent fertility,

- Efficient contraception (exceptions in specifi ¢ socia groups),

-Rising extra-narital fertility, parenthood wt hin cohabitati on,

- Rising definitive childl essness in uni ons

Societal background | - Rise of "higher order" needs: indivi dual autonomy, self -
actualisation, expressive work and socialisation values, gras s-roots
democracy, recognition. Tolerance prime value.

- Disengagement from civic and community oriented networks, social

capital shifts to expressive and affective types. We akening of social
cohesion.

- Retreat of the State, second secularis ation wave, sexual revolution,
refusal of authority, political "depilla risation".

- Rising symmetry in gender roles, female economic autonomy.

- Flexible life course organisation, mul tiple lifestyles, open future

The consequences of the currently observed demographic trendsare and will be of fundamenta
importance for the future macroecnomic and social situation, especialy for thelabour market At

2 Labour force (labour supply). Working age population actively patticipating in the labour market. For the purpose of this
analysis, the working ageis from 15 to 64 (after Eurostat).
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this paint, it is necessary to highlight the importance of migration for denographic processs.
Migration processes can be also examined in the social and econamic aspecs. In the social context,
migration has a demographic impact, not only by increasing the size of the population butalso by
changing the age pyramid of receiving courtries. Migrants trend to be more concentrated in the
younger and econamicaly active age groups compared with natives and therefore contribute to
reduce dependency ratios (Borjas, 2014; Kazmarczyk and Ok Iski 2008). On the other hand, in
the econamic context, migrants arrive with skill s and abilities, and so supdement the stock of
human cepitd of thehost courtry. More specificdly, evidence from the United States suggests that
skilled immigrants contribute to boosting reseach and innovation, as well as techndogical
progress (Hunt, 2010).What is the demographic situation in the courtries analysed and what it can
passbly mean for the supdy side of the labour market - these questionswill be addressed further
in this paper.

4. DEMOGRAPHIC CHANGESIN THE SELECTED COUNTRIES OF CENTRAL AND

EASTERN EUROPE AND THEIR IMPACT ON POTENTIAL L ABOUR FORCE

The popdation figureis a result of natural changes in the number of people (the number of live
births deaeased by the number of deaths) and net migration (the number of immigrants deaeased
by the number of emigrants and increased by statistical correction) (Holzer, 2003;0k Iski, 2005).
Let'slook at seleded denographic indicaorspresented in table 2.

Table following onthenex page
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Table2: Selected demographic indicators for the selected countries of Central and Eastern
Europe taking into account demographic projection for the period 1990-2060 (source: own work
based on:_Eurostat database, http://ec.europa.eu/eurostat/data/database, access: 19.10.2016)

Countires Demographic indicator Dynamicsindicators
Changein the population figure
Years 2010/1990 [ 2015/2010 | 2060/2015
1990 [ 2000 [ 2010 [ 2015 [ 2030 [ 2060 1990-100 | 2009-100 | 2015-100
Total of population
EU 28 475187771 | 487250522 | 503170618 | 508293358 | 518499055 | 522945539 102,5 101,0 102,9
Bulgaria 8 767 308 8190876 7 421766 7202198 6 478 705 5 477 666 934 97,0 76,0
CzechR. 10362102 | 10278098 | 10462088 | 10538275 10778136 | 11081326 992 100,1 105,1
Estonia 1570599 1401 250 1333290 1313271 1208 245 1092 858 892 937 832
Croatia 4772556 4497735 4 302 847 4225316 4087 043 3704650 94,2 939 87,7
Latvia 2 668 140 2381715 2120504 1986 096 1634612 1398 567 893 937 703
Lithuania 3693708 3512074 3141976 2 921 262 2 201 947 1835493 951 92,9 62,8
Hungary 10374823 | 10221644 | 10014324 9855571 9679364 9165 291 96,5 984 930
Poland 38038403 | 38263303 | 38022869 | 38005614 37525745 | 33293791 999 998 876
Romania | 23211395 | 22455485 | 20294683 | 19870647 19003562 | 17440757 874 97,9 87,7
Slovakia 5 287 663 5 398 657 5390 410 5421 349 5314025 4574335 101,9 100,6 844
Natural change of population
EU 28 927 158 291 466 504 816 -135183 724 843 -1 410 446 314 -26,8 10434
Bulgaria -3428 -41 408 -34 652 -44 167 -42 445 -33019 1207,9 127,5 748
CzechR. 1398 -18 091 10 309 -409 -26 922 -28 096 -12%,1 -4,0 6869,4
Estonia 2773 5336 35 -1336 -4.892 -4129 -1924 -3817,1 309,1
Croatia 3217 -6 500 -8735 -16 702 -15 546 -16 795 2021 191,2 100,6
Latvia 3106 -11 903 -10 259 -6 499 -11 139 -5 015 -3832 633 772
Lithuania 17 108 -4770 -11444 -10 301 -16 389 -5912 27,9 90,0 574
Hungary -19 983 -38 004 -40 121 -39 440 -36 281 -35 676 190,2 983 90,5
Poland 157 377 10321 34822 -25 613 -122 044 -179581 6,6 736 701,1
Romania 67 660 -21 299 -47 524 -75 655 54078 -64 967 -315 159,2 85,9
Slovakia 25370 2427 6 965 1776 -19 322 -35 876 9,6 255 -2020,0
Net migration
EU 28 721368 833111 769 568 1897 836 1244057 1036 681 106,7 246,6 54,6
Bulgaria -94 611 0 -17 683 -4 247 -5,841 623 187 240 -14.7*
CzechR. -58 893 -27 980 14334 15977 35777 21240 243 1114 1329
Estonia -5 623 -3194 -3 665 4009 -2189 8 65,2 -1094 02
Croatia 6 406 -52 367 -4 255 -17 945 3528 4750 -66,4 421,7 -26,4
Latvia -13 085 -16 428 -35 640 -10 640 -9 895 -1 2724 298 94
Lithuania -8 848 -20 306 77 944 -22 403 -21 066 5 880,9 28,7 01
Hungary 18313 16 658 11519 14354 20936 14014 62,9 124,6 97,6
Poland -12 620 -19 669 5027 -12792 -903 11 566 -39,8 -2545 -90,4
Romania -86 781 -3729 -48 100 -35 024 -24 656 2397 554 728 -6,8
Slovakia 2322 -22 301 -4929 3127 2464 2403 2123 634 768

Inthefirst period of analysis, i.e. 1990-2010,an increase in the total population figurewas recorded
only in Slovakia, mainly dueto a positive birth rate The other countries saw a deaease in the
popdation figure. In the Czech Republic, Hungary and Poland, this deaease was mainly dueto
birth rate, whereas in Bulgaria, Estonia, Latvia, Lithuania, Croetia and Ranania it resulted mostly
from negative net migration. In the second period of anadysis, i.e. 2010i 2015, an increase in
popuation figure was recorded in the Czech Repulic, where it was dueto pasiti ve net migration,
whilein Slovakiait was caused by paositive birth rate Asfar as a deaease in the populationfigure
is concerned, a clea impact of negative birth rate can be seen in Lithuania, Latvia, Estonia,
Romania and Hungary. In the case of Poland and Craatia, apart from the impact of negative birth
rate there is also a clea impad of net migration. Demographic projectionsshow that an increase
in the population figure is expeded in the Czech Repulic by 2060, mainly dueto paositive net
migration. The other countries are expected to record a fall in the total popuation figure, mainly
due to negative birth rate It can therefore be concluded that in countries with lower impad of
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migration on an increase or decrease of the total popuation figure the process of increasing
popuation ageing will intensify, in particular in Poland, Romania, Slovakia and Estonia, to a
greate extent than in courtries where net migration aff ects the change in thetotal popuationfigure
more significantly. Of importance here is certainly the median age of immigrants coming to EU
courtries.® From the perspective of thelabour market, it isimportant to analyse popuation structure
by econamic age groups, with particular reference to the dynamism of changes in these age groups
over time.

Table 3: Change in population structure by economic age groups taking into account
demographic projection until 2060. (source: as in table 2, access: 28.10.2016)

Countires Population age structure by working age group [in%] Dynamicsindicators

Years 2010/1990 [ 2015/2010 [ 2060/2015

1990 | 2000 [ 2010 | 2015 [ 2030 [ 2060 1990-100 | 2009-100 [ 2015-100
Percentage of pre-working age population (0-14)
EU 28 195 172 157 156 14,9 150 88,2 994 96,2
Bulgaria 205 159 132 139 134 141 77,6 105,3 101,4
Czech R. 217 16,6 14,3 152 14,7 154 76,5 106,3 101,3
Estonia 223 17,9 151 16,0 14,7 152 80,3 106,0 95,0
Croatia : : 154 14,7 144 14,0 : 955 95,2
Latvia 214 18,0 14,2 150 14,2 16,3 84,1 105,6 108,7
Lithuana 226 20,2 150 146 147 178 894 973 1219
Hungary 205 16,9 14,7 14,5 144 144 824 98,6 99,3
Poland 253 198 153 15,0 137 130 783 98,0 86,7
Romana 237 185 158 155 154 153 781 98,1 98,7
Slovakia 255 198 155 153 129 115 776 98,7 752
Per centage of working age population (15-64)
EU 28 66,8 67,2 66,8 65,5 61,2 56,6 100,6 981 864
Bulgaria 66,5 67,9 68,6 66,1 62,3 541 102,1 96,4 81,8
CzechR. 65,8 69,6 704 67,0 631 56,3 1058 95,2 84,0
Estonia 66,1 67,2 675 652 611 54,7 1017 96,6 839
Croatia : : 66,8 66,5 615 56,5 : 99,6 850
Latvia 66,8 67,2 67,7 65,6 604 555 100,6 96,9 84,6
Lithuana 66,6 66,1 67,7 66,7 579 56,2 99,2 985 84,3
Hungary 66,3 68,1 68,7 67,6 63,7 56,2 102,7 984 831
Poland 64,7 681 711 69,6 637 541 105,3 97,9 77,7
Romana 66,0 683 68,1 67,5 638 558 1035 99,1 827
Sovakia 64,2 6838 721 70,7 657 533 107,2 98,1 754
Percentage of population outside of working age (65+)

EU 28 137 156 175 189 239 284 113,9 108,0 150,3
Bulgaria 130 16,2 182 20,0 243 318 1246 109,9 159,0
Czech R. 125 138 153 17,8 222 283 1104 116,3 159,0
Estonia 116 14,9 174 1838 242 30,0 128,4 108,0 159,6
Croatia : : 17,8 1838 24,1 295 : 105,6 156,9
Latvia 118 14,8 181 194 253 283 1254 107,2 145,9
Lithuana 10,8 137 17,3 18,7 274 26,0 126,9 108,1 139,0
Hungary 132 15,0 16,6 17,9 219 294 113,6 107,8 164,2
Poland 10,0 121 136 154 226 329 121,0 113,2 213,6
Romania 10,3 132 16,1 17,0 20,8 289 1282 105,6 170,0
Slovakia 137 156 175 189 214 351 113,9 108,0 185,7

Analysing the data presented in table 3, a few important conclusonscan be drawn. First, looking
at people aged 0-14 and examining the period 1990-2010,we can observe a decrease in the share
of this group of poplationin all the courtries analysed. The biggest deaease was recorded in the
Visegrad courtries, except for Hungary and Balkan courtries, whereas the lowest onein Baltic

3 According to Eurostat data, people migrating to EU member states in 2015were on average much younger than the
population alrealy living in their destination countries. As of 1st January, 2015,the median age of the population of
EU-28was 2. The median age of immigrantsin EU-28in 2014was 28.Dueto the limited size of this publication, a
wider asped of the impact of migration on the population age structure will be presented in a separate paper.
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courtries. Second, the period of analysis 2010-2015 saw a short-term increase in this group of
popdation, mainly in the Czedh Repubic, Bulgaria, Estonia and Latvia. It is worth stressng that
this increase was partially caused by implementation of procreation plans by baby boomcohotts
from the late 1970sand mid-198Gs. In the other courtries, the downward trend in this group of
popudation continued. Based on the prgectionsdata, we can expect the above-indicated trendsto
continue. Thus, the changes in the dynamism of the share of this group resulted, anong other
things, from the period when unfavourable demographic trendsin popudation reproduction started
in the different courtries. It is worth stressng that the increasing life expedancy of Europeans
alongwith thefertility rate below the generation replacement rate, as observed for several decales,*
lead to a decreased number of people starting to be economically active, and consequently the
shrinking of patential labourforce which isvisible in the working age popuation group, where a
downward trend has been visible in al the courtries analysed since 2010.The biggest deaease in
the share of working age popuation is predicted to occur in the Visegrad courtries (Poland and
Slovakia), whereas the lowest onein Baltic courtries and Balkan courtries. Third, looking at the
period 1990-2015 and progjections data, it can be concluded that all the groups of courtries
experienced an increasing pracess of population ageing.  Among them, the highest increase was
recorded intheVisegrad courtries, except for the Czech Repulic, whereasthelowest onein Baltic
and Balkan courtries, except for Romania. Thus, the observed demographic trends, though it might
sean that they are similar, show clealy changing dynamism and intensity. The phenomenonof the
shrinking of patential labour force can be also observed by looking at the value of old-age
dependency ratio,® which is the ratio of the number of people aged over 65 to the total number of
working age people.

Old dependency ratio (65+ to 15-64 years)

549
522 509 60,9 659
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<= ‘ ¥y s 191 12877 19.7
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Romania
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Fig 1: Old dependency ratio in selected EU countries between 2010 and 2060 taking into
account demographic projection [in%] (source: as in table 2, access: 30.10.2016)

By meansof old-age dependency ratio it is possble to determinethe extent of the imbalance in the
propotion of working age and past-working age groups, and indirectly also thelevel of burden on
the working age population conrected with the necessty of generation and distribution of
generated GDP anongthe deaeasing working age popuation and increasing popuation of senior
citizensreceiving pension lenefits. Datain fig. 1 showsthat the values of the old-age dependency

4 Total Fertility Rate in EU-28 countries is 1.57 on average, and for a dozen or so yearshasremained below simple generation
replacement level. (TFR<2.1) means that there is no generation replacement. However, the ratios for the different countries vary a
little, so there is a noticeable diversification in the dynamism of demographic phenomena.

5 Old-age dependency is the number of people aged65 and over per 100 people aged 15-64.
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ratio significantly vary in the diff erent countries. For the period of analysis from 2010 to 2060,the
highest values of thisratio are predicted to bemainly in theVisegrad courtries, especially in Poland
and Slovakia, whil e thelowest ones - in Baltic courtries and Balkan courtries, except for Bulgaria.

It can be thus concluded that an increasing share of older people in popuation implicates a
deaeased share of popuation congtituting potential labour force, where older age groupswho

successvely move into the age group 65 and over are not compensated by people from younger

age groups who enter the labourmarket.

4. 1. Labour market participation of population

The observed changes in popuation age structure are so advanced that restoring demographic
balance in the nea future seens impossble. Popuation participating in the labour market
represents red labourforce in theeconomy. Increase in labourforce dependsnot only on thelevel
of working age popuation growth but also on changes in the labour market participation rate
(Furma@ka i Maruszak, 2014). Thus, labour market participation of population is detemined,
apart from effedive demand for labourforce resulting from the situation on the labour market and
overall economic situation, by red wage level and other non-salary, employment-related benefits
such as job satisfadion, prestige, working condtions (stability, friendy environment), working
time organisation, social benefits for employees, etc. An important factor determining labour
market participation is also the level of income other than from employment that can be obtained
by working age people, e.g. ealy retirement pensions or other benefits, which make work less
attractive. Of importance are aso other factors such as consumption patterns existing in society,
attitudes towards work, preferred family model and resulting attitudeto women's participation in
the labour market. In view of the increasing popuation ageing, it seens important to undertake
activities aimed at courterading and mitigating consequences of the above-mentioned process
Most EU courtries implemented relevant pension reforms and undertook activities to supportthe
pdicy of active ageing®, which resulted in longer working life, espedally in older working age

groups.

Figure following onthe next page

6 Active ageing means helping people stay in charge of their own lives for aslong aspossble asthey age and, where possble, to
contribute to the economy and scciety. Seemore: http://ec.europa.eu/sccial/main.jsp?catl d=1062
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Active population (55-64)
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Fig 2: Active population and employment rate from 55-64 in selected EU countries
between 2010 -2015 [in%)] (source: as in table 2, access: 5.11.2016)

Data presented in figure 3 shows a clea increase in labourmarket participationin all the courtries
analysed, but with varying growth rates. It isworth stressng at this point that the process of labour
force shrinking is acampanied by the process of ageing of this group. The highest values of the
labour force participation rate in this sub-popuation are observed in Baltic courtries and Visegrad
courtries, except for Poland, whereas the lowest ones in Balkan countries, except for Bulgaria.
From the perspective of the eanomy, of importance are also enployment rates, which are
detemined as theratio of the number of the personsenyployed to the total number of peoplein a
given age group (GorzeEMitka, 2015; LemdaBka-Majdzik, Okrnglicka, 2015). Increase in
enmployment rates is consistent with the trend of the labour market participation rate This data
indicates that entrepreneurs are dowly beginning to become aware of the isaues connected with
consequences of ageing of paential labour force asit is people aged 50and over that constitute a
particularly important groupin the new demographic situation. Introduction of eff ective incentives
for employers and older people to make it easier for thelatter to stay onthelabourmarket may lead
to reduction of spending in these courtries conrected with payment of social benefits, and to
improvement of the economic and social situation of this sub-popuation. It shoud contribute to
the development of the service sector, especidly for older people which is stimulating for
eqonanies.

5.CONCLUSION
The process of popuation ageing in EU menber states, in particular in courtries of Central and

Eastern Europe, is one of the most important, long-term determinants of the development of the
European Union. Eurcstatd $ongterm forecasts indicate that if the current demographic trends
continue, the number of people aged 65 and over in EU courtries will increase by around50% by
2060,whil e the number of working age people (15-64) will deaease by around 126. Asaresult,
there will beonly two working age people per oneretired person instead of four people asistoday.
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This is the most synthetic measure of the rapid increase in the share of older people in the EU
popuation and a significant deaease in the share of young and working age people in the next
decales. Analysis of statistic data has reveala that changes in the popuation structure by age,
which indicate increasing popuation ageing, impad these countries on many levels. Theimpad of
the observed demographic trendshas been espedally visible onthelabourmarket, as the shrinking
of paentia labour foice is a concern for amost all EU courtries. Analysis of old age dependency
has also shown an increasing pracess of labour force ageing. Despite clea convergences in this
resped between the courtries analysed we can observe differences in the intensity and dynamism
of this process which resulted, among other things, from the period when unfavourable
denographic trendsin popuation reproduction started in the different groupsof courtries. The
analyses presented in this pubication have also shown that in the context of unfavourable
denographic trends, the period 2010-2015 saw an increase in population's labour market
participationin the sub-popuation aged 55-64, which was espedally visible in Baltic courtries and
the Visegrad Group courtries, showing greate awareness of the consequences of the process of
popuation ageing.
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ABSTRACT
Sate ingtitutionsin finarcial market introduce as participarts, investors, users, regulators, and
controllers. Legal adjustment andinstitutional administration of the said markets is indispensable
andvital for the health andeconamic integration ofeach courtry.
It seems paointless but in the legal aspect, althoughKosovo hasbuilt a solid financial system, it
hasnot completed the primary necessary legidation yet to adust it asa genuinefinancial market,
which shall bein theservice of investors, intermediaries, capital costumers, etc. Lack of legidation,
particularly law onseaurities, hasmade complex not only the purpose of implementation of the
offer demand and the offer for financial market butit hasalso produced negative effects on the
functioning ofthe market econamy.
Dueto the lack of stock-market institution intermediaries are fragmented and concentrated only
into bank organizations (commercial banks, investment barks, etc.), finds andinvestments, and
other specialized institutions. In absence of national legal sources, Banks and the Ministry of
Finarce rely only in seconday legidation, habits wans, and proven international bank
experiences while apdying theminto internal turnover.
Rekvantingitutionsshoud beaware thatthedevel opment trend of inter national financial markets
is rapidly progressng. Adjustment and completion of primary national legidationis a matter of
urgency. Legal acts shoud rely and unfy to proven regulatory and supervising standards.
Promotion of cooperation with similar institutions, exchange of experience, and participating in
international organsns shoud bea priority, accomparied byintensive international cooperation
dueto the need of harmonizing with EU instructionsand appication of Stabili zation-Association
Agreament.
Kewwords: law, market instrument, financial, capital

1. NTRODUCTION

A soundfinancial system, as a whole, obviously serves as a central nervoussystem of a market

ewnamy, which provides to a courtry reliability for certain transactions, savings and investment
of entitiesmaking them acritical funding source for the supporttheentire entrepreneurial adivities.
From the quality of establishment and its functionality dependsthe impact on economic growth
and efficiency for transfer of financia resources to faciitate commercia transactionsin the red
emnamy. A soundinternationally integrated and modern financia system cannot be established in
aday consideringthe complexity of institutional componentsto be provided to allow such asystem
A financial system, no matter how well it is established, cannot function without rule of law.
Commercial transactions, beyond goods to goods exchange level, will never bloom without
respecting contracts. There shoud also bewidely trusted and reliable tods to be solved. Under the
financia system the financial market from the viewpaoint of legal regulation, is a special but
integrated system of specific legal rules implemented by financial markets and institutionsfor the
way and certain actors operating in the market. These rules are generaly set by legisature
ingtitutions, the government, the relevant national and international authorities for pratection of
investors, for organization of markets on regular basis and to promote financial stability. (Bikker
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and Lelyveld 2003)Entirety of regulatory activities includes setting of minimum standards for the
cgpital and runnng of these ingtitutions, condicting regular inspections and investigating and
proseauting violators of law. "Regulation includes standards and governing commandments,
suppoted by impellent sanctions, which require from private personsto undertake or adhere some
specific actions’ (. Richard B. Stewart, (20(b: 113)

Corsidering that the legidation, institutions and appraach of governments to regulate the capita
market and the seciorsof financid servicesin thelast two decales theworld has undergoneevident
rapid growth, respective Kosovo institutions, besides rhetoric do not have any agenda on this
regard. Due to changes in econamy and effects created by the global financial crisis, most of the
European courtries have experimented with different models of regulation and supervision to
ensure good functioning of financial markets and to protect interests of customers, in order to
identify a really succesdul and effective pattan, in accordance with national development
circumstances. Financial markets have grown from yea to yea as aresult of different companies
operating in these markets (banking secbr, the seaurities, insurance and pensions), which already
provide their financial services and products aaoss the globe. The need to be succesdul in the
market and to increase the profits has made these companies to offer not only complex but highly
sophisticated prodicts worldwide. Indeed, the way until now, still not being able to talk about
perfedion in financial markets, has been long and difficult, not only seen by companies operating
in these markets, but above all, by the states that have the obligation of creaing laws and
ingtitutionsin their function.

"In summay, the regulatory frameavork of financial services includes: laws, sub-law act issued
under and pursuant to law, general Principles of law, rules and guidelines issued by international
financial market regulators, and guidelines and directives impased by national authorities "(Pan
E.J, .2012:1915)

2. BACKGROUND i LEGAL BASE FOR REGULATION OF CAPITAL MARKET IN
KOSOVO

Kosovo hasan interesting butal so quite complex history of socio-econamic andlegal development.

In the period 1945- 1999, as an autonomous territory, with sometimes less and someimes more
self-governance, was under thejurisdiction of theformer socialist Y ugoslavia and Serbia. As such,
it was oneof themost underdeveloped parts of this courtry. Thus, initsterritory alegal framework
was implemented which regulated social- econamic life including the capital market. ! Indeed, the
feaures of thissocial system were built uponthehybrid social-communist principles, subsequently
resulting in a specific legal system which at least in its form resulted to be more advanced in
comparison with other social-communist courtries. After World War Il in the former Socialist
Y ugoslavia, there were continuowsly issued aseries of systemic laws for interna regulation ofthe
financial market that was distinguished from the external financia market system For this purpce
and in this segment, depending on the concept for the econamic development pattern, Law on
chedks (1946),Law onbill (1946),Law on Seaurities (1989),the Law on the Stock, stock business
and stock intermediaries (1994)etc , were issued. In this courtry specid and general customs were
also known which were inherited from the old Yugoslavia. There is no doubt that the financia

* Spedal Representative of the Secretary-General, in accordance with the authority granted by Resolution 1244 (1999) of the Security
Courxil of the United Nations, dated 10 June 1999, considering Regulation no. 1999/1 of the Interim Administration Misson of the United
Nations in Kosovo (UNMIK) on the Authority of the Interim Administration in Kosovo, dated 25 July 1999, in order to stipulate the
applicable law in Kosovo issued Regulation no. 2000/59 on appli cable law in Kosovo.
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market is regulated in accordance with very narrow traditional channels (banks, savingbanks), thus
fulfilling the need to introduce seaurities which could betraded in medium financial markets. This
model in thelegal asped has managed to formalize the money market and capital markets w hich
managed to realize the function of mohility accumulation. Zec M., & Radonjil O.,2012)

After theend of thelast war (1997- 1999),by placing Kosovo under theadministration of UNMIK

T based onRegulationno.200059, Article 1, paragraph 1.1.onthe applicable legislationin Kosovo
the legal framavork was detemined respectively established. *? The legal disposition (laws,
dispaositions, directives, regulations etc.) that define this framework were mainly based on the
reped of legidation issued by the Republic of Serbia from 22 March 1989 until placement of
UNMIK -inJunel999and reinstituting and implementation of the legidation which wasin force
before 22 March 1989 ,allowingtheimplementationthelawsisaued after 22 March 1989until June
1999, if the later did not contain in itself any discriminatory elemants and nature. In fact all the
legislation of this period that regulated the financial market formaly has remaned into force so
far. This situation has remained the same even after the declaration of independence in February
2008 due to the fact that this maket is not legally regulated yet (http://www.md-
ks.net/?page=1,8,653 ,.)

Currently in Kosovo the financial market is divided into two main segments: financial banking
market and financia non-banking market, but as noted above, regulation and supervision of
financial markets is almost non-existent. There is no legidation that regulates the matter of
seaurities, bills of exchange, ched, stock exchange, etc, There is no institution or agency of
competence to independently regulate thismarket Financial market isregulated by Law on Central
Banks and Law on Microfinance banks and institutions and non-banking financial institutions.
Ancther feaureto consider isthefact that foreign banks(especidly banksfrom EU courtries) have
gained a dominant position in the local banking system They play a cruciad role in the
transformation ofthe banking system towards a more efficient and sustainable system

Even thowgh formally inherited legislation is still in force, it has not been replaced with other
relevant legal acts, but even as such does notimplemented. In these acts refer, only in rare cases,
partieswho have legal disputes for certain bank matters.

Despite the ladk of amodern |egidative framework for modern regulation of financial markets, this
secbor functionsin a fragmented way and it is considered sustainable by econamic experts. In its
recent report on financial sustainability, the Kosovo Central Bank repeatedly points out that this
secbor is characterized by a satisfacbory level of sustainability even though the assets of the
financia sector grew with a slower trend. Econamy experts have diameticaly different views on
this matter. Prof. Musa Limani paints out that the financial sector in Kosovo is stable, as banks
have had a tougher attitude towards credit pdicy and did not allow any disorder in terms of the
financia market, but according to him, this stability can swing. "Based on the negative financial
trends in Eurozone, considering Greece Cyprus and other EU states facing financial prodems
they can betransferred in Kosovo, becaise 90%of financial assetsin Kosovo banksare maintained
by foreign banks from European courtries. Any disorder to happen in finances in the financia
market can be refleded in Kosovo ", while Prof. Mejdi Bektashi thinks "Currently, the banking
secor in Kosovo is stable and it is a success story with its activities and other sectors. Currently
we have 2 hilli on Euro depositsin 9 commercia banksin Kosovo which are strictlly supervised by
the Kosovo Central Bank " (http://www.telegrafi.com/sektori-financiar-ne-rrezik). However,
Kosovo society and Kosovo acalemic area does not discuss on eventual negative effects reflecting
thelack of law on securities.

23


http://www.telegrafi.com/sektori-financiar-ne-rrezik)
http://www.telegrafi.com/sektori-financiar-ne-rrezik)

18h International Sientific Conference on Economic and Sccial Development ¢
oBuilding Resilient Sacietye ¢ Zagreb, Qroatia, 9-10 December 2016

3. SIGNIFICANCE OF THE ECONOMIC MODEL FOR THE REGULATION OF THE
FINAN CIAL SYSTEM
Modern econamic systens generally have ingtituted two financial systems, he based bank and
market-based system Many expertsin thefield have dedt with analyzing thetwo financial systens
and draw conclusions about advantages and disadvantages. In its content market-based financial
system creates the conrection of creditors - investors with borrowers - business entities directly
withoutmediation. Variouscompanies, in order to provide sufficient fundsfor their activities, issue
seaurities with debt or equity, and place them into market the place where they directly med with
investors. Whereas the bank-based financial system makes thetransfer of surplusfundsto business
entities seeking fundng sources, having as process intermediaries banking institutions. Often the
Ideais created that the less developed countries or developing courtries are oriented towards bank-
based financia system while courtries with developed econamy are oriented towards market-
based financia system (Ross Levine.2000)
So far in Kosovo no clea framework was provided for the creation of a financial system model.
Mostly this market functionsonly on the basis of best banking praci ces and standards which are
theresult of theimpact of activities that own from courtries they have come from. This indicates
that until now the country's eamnamy as awhole is oriented towardsa bank-based financial system
This paper does nottendto propase a development model of thefinancia system and panted out
dueto the fact that lack of such modeled pdicies degrade the normétive system of this segment.
Therefore, the problem for doctrine of financial and banking law is exactly the uncertainty,
respectively lack of economic - financial padlicies. Dilemmas grow deeper when the role of the
Central Bank is generally regulatory and not at all innovative dueto lack of legal regulation. In
these circumstances, withouta clea economic model, without red econamic pdlicies, etc, without
regulatory institutions, it would be a mistake with serious consequences if competent institutions
would ded with draftingthelegislationto regulate thefinancia system
It isworld known fad that creation of well modeled pdliciesthat adjust to the cultureand econamic
development of acourtry, directly deteminethe quality and eff ectiveness of legislation assciated
with institutional medhanisms of competence It shoud be enmphasized that these goals for our
courtry shoud beimplemented urgently. These goals shoud beobjectified and operationalized in
order for them to be treated and elaborated through a complex synchronization process for them to
bein compliance with European Union standards for the financial system Thisis necessary since
Kosovo has entered the EU integration processes.
Given the experience of courtries which have recently entered the EU, it is proved that the
harmonization and appraximation process of the legisation with that of the EU is really a hard
work. In thelegal aspect, red displacement of diredivesin thelegidationisvery complex, because
diredives thenselves are not legidation, but are principles that shoud be included in the
legidation. Thisis a very complicated work and quite logical to start early. Kosovo as a potential
candidate for EU menbership needs strong and comprehensive reforms. Indeed, this is not
necessarily smply accepting theacquis. There is no doubt that the country has to make progressin
this direction, but unfortunately aaquis cannotbe seen as a recipe which simply to be applied, but
exadlly anatural harmonization piocess of legidationis need.
Based on the actual situation, maybe we are right to say that we shoud not be an ony financial
market Legal act and sub-acts, capital restrictions, continue to keg us far from the region
functioning as an only market "Foreign investments are smadl, although we lack specific
information onthis paint." Groups, C.and S. Kusic (2006: 6)
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3.1. Legal regulation of the financial system in the financial mar ket segment

Ingtitutional regulation of the financial system, espedally in the segment dedicated to capita
markets, depending on the moded s and pdicies outlined above, could bearranged in several ways.
Being aware of the vulnerability and complexity of the econamic system in the courtry in general,
and by evaluating similar models in states in the region, the legal regulation, whether market or
bank oriented, it shoud beinstitutionally based. Thelegal institutional base includes, provides and
guarantees legal solutionsof what are the entities that have legal cgpadty to engage in adivities of
financia transadions by creatng a framevork for the competent authorities with clea
authorizations. "As such, it ensures that anyone who wants to engage in investment adivities,
shoud oltain the permisson bythe competent authority if they claim that they are surethat entity
has the ability for investment" (Dirk Heremans 1999 950-951. The establi shment process of the
legal framework shoud be based on several principles relating to: decentralization, opening
towardsall econamic agents, competition being present between systenms and means; and freedom
given to eaconomic agents for risk exchange, liquidity, etc, being constrained only by the price
(Zaho L., 2009).In respea of legislative technique, the process of legal regulation of the financia
system in thefinancial market segment should begin by issuing the law on seaurities. Law subject
shoud regulate and guarantee the establi shment of a secure environment for investors of seaurities
by establishing a Financial Supervision Agency, regulation of seaurity market, and adivities of
entities involved in their marketing, as well as through control of public launching and trading of
seaurities. For the law in question on seaurity market, supervisory ingtitution shoud be
institutionalized which is approved by the Agency which will operate in aacordance with
provisions of the law "On commaearcia companies'. Functionalization of seaurity law impaoses
certain interventionsin the Law on Commercia Companies by amending and supdementing it in
resped of specialized formation registration such as Seaurity Associations. These legal -business
formations, which did notand do notexist are, inter alia, create oppotunities for theunification of
seaurity intermediaries, regulate and facilitate the appli cationsprocess in the Central Bank, help to
strictly implement procedures for providing memnbership access and organize trainings and exams
for registered intermediates. Seaurity Association have to respect specific rules regarding relations
between the members of the Association of clients, official advertising, by giving advice and
recommendations, and record keguing. These rules shoud have thepower of law so that companies
can be prosecuted if an econamic entity prodwces a loss being the result of non-compliance with
these rules. In our opinion it would be essential for Kosovo to create a legal basis for creating a
stock market Despite the poor econamic situation, establishment and institutionalization of this
base would have a positive impad not only psychologica but will gradually begin to play its role
for the cagpital market. In stock market trading pracedures of bonotreasury could begin as well as
other instruments of money market. Actually in thisinstitution the Share Registration Center could
begin its actuities.

Creaton of the legidative and institutional framework are prerequisites for various forms of
business investment to beenabled to becovered and organized by thefoll owing segments:

1) Seaurity Association, the competence of which could be such as an intermediary seaurity
company, i.e. buyers and sellers of seaurities. The jurisdiction of this association may also
be government obligations, corpomate obligations, fixed capital, financial future and
options, aswell asfinancial corporations, and investment management.

2) Intermediary financial asociationsand regulation of manager Gasd brokers offices. This
organization shoud provide a variety of independent intermediators who provide
information aboutvariousinvestment activities (li fe insurance, credit funds, etc.)
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3) Organization for investment regulation and management. Such an ormanization shoud
strengthen the necessary investment managers, especially those who manage institutional
fundsand joint investment plans.

4) Organization to regulate life insurance and credit funds. Such an organization deds with
themanagement of companiesfor life insurance and credit fundsparticipatingin investment
management aboutinsurance and credits.

5) Companies engaged in life insurance should necessarily have authorty for their work in
acmrdance with the regulationsfor operation of insurance companies and enterprises to
cary credit fundsandto get permisson from the Seaurity Association, etc.

6) The Association of Mediators in future markets regarding their contract authorization for
trade businessesto act;

It is not necessary for investment enterprises to operate exclusively for aaquaintances in the share
market, but it is necessary to always provideinformation that suppots investors.
Asaresult of all these normative solutions certain costs rise related to:

e credaingavariety of professional expertise;

e processngisalesfor reserve fundslikely to beused for compensation of losses by investors

in cases when the state did notfulfill its obli gationstowardsthem

The Ministry of Finance may exercise control of the financia secior by using three secibrs
(banking, seaurities and international finances).

4. CONCLUSION

The globalization waves are reducing the boundiries between national and supranationa levels.
Under such processes most states related to financia systems donotimplementa” courtry model”,
but tend to move toward implementing a supranational model based on increased financial
integration, by taking into account a greate diversification of risk and by using most advanced
instruments and systems for risk management. The financial system is the catalyst for the process
and economic development so that they can take the appropiate shape and form. This definition
clealy expresss the main role of thefinancial system on acountry's econamy. In the world today
there are known two major orientations ofthe financial system market-oriented and bank oriented
financia systenms. Numerous discussons of spedalists in this field wanted to put one of these
systens into focusin order to glorify and to set it as an exanple to be followed in order to have
ecnamic growth ontheglobal level.

An important feaure of financia systens in countries of Eastern Europeis rule of the banking
system and relatively underdeveloped cepital makets. Corsequently, these courtries have
suppoted important reforms mainly in the banking secior. Important efforts have been made with
theasdstance of variousinternational organizationsto improvethelegal andregulatory framework,
and to implement and strengthen the cgpabili ties of the national banking authorities.

The road that Kosovo is currently pursuing, unguestionably goes towards the development of a
market econamy. It also shows the eventual integration in the European Union and further in the
global econamy. Of course, sometimes this road wil | bedifficult, but strong institutionscan play a
criticd role in helping Kosovo to overcome difficulties. However, for abouta decadein Kosovo it
is talked about seaurities as something abstract, that often, either by financial institutions or by
citizens, somehow reality is avoided and this topic is ignored, or it is mentioned with care very
specifically thuscausing confusion and fea as talking aboutsometingimpossble or unattanable
in the circumstances of econamic development in Kosovo. Actually, some of the necessary
infrastructure components are alrealy consoli dated, such asacentral bank engaged for reformsand
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a banking system that functions progrly in a market econamy. Other parts of institutiona
infrastructure will certainly need more time to develop. Culture or intangible e ements are those
that require more time. Citizens' trust in the financial system can be strengthened only when the
system is well designed and easily operational. From the future view point, it may take yeas. It
requires palitical will and grea discipline to bring to a completion, but the benefits of this action
to justify theeffort. Among the more fundamental weaknesses of this system isthelad of a series
of systematc lawswhich would enableto lay thefoundationsfor thebasi s of amodern legal system
for thefinancial market. In this aspect, Kosovo judicial doctrine highli ghts two isaues. Thefirst has
to do with the treament of legislation heritage which is legally into force since theformer socialist
Yugoslavia, these acts not being repeaded nor replaced, and the sewmnd, lack of concrete
ingtitutional actions to create at least a seaurity law. Above all, perhaps until now, domestic
institutions have failed to clarify the econamic model and its feaures that shoud present for the
financial system in the courtry. Based on what was elaborated on the financial system, primarily
relaed to the segment regarding seaurity market, it turnsoutthat at least three elements shoud be
synchronzed with specid cae and professonalism. Frst, a sustainable macroeconamic
environment with a clearly defined modd and features for the features of the financial system to
the extent macroeconamic developments affeding developments in financia market companies;
seoondy legal regulation for effective and seaure supervision of specific markets and individual
enterprises by regulatory and supervisory authorities; and thirdly, functional infrastructure of the
financia market, which means banking companies, insurance companies, capital and pension
market etc., ways of their behaviour in a transparent, competitive and functional market These
three components are in acompl ete interdependence and neither oneof them is detached and cannot
be a guarantee for a sustainable financial market Therefore it is necessty for coherent and
organized action of all institutionsand centersresporsible or concerned about these three elements.
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ABSTRACT
Background: The problem of food security is a priority for most Russan regions. The article
discovers problems of contradictionsbetween the subjects of the contractual relationsin agarian
secor of Rusgan regions. The agrarian chain ffarmers T manuacturers i whdesale
merchandsersi refailers’i ultimate consumerso is too longand complicated. Therefore, a great
number of contradictions between subjeds of this chain appear. This might be caused by such
negative factor as behavioral oppatunism, which causes extra costs. As a result, thelast unit of
thechain 1 theultimate consumer hasto payall of transaction costs.
Method: In thisarticle we introduce the eval uation technique of behavioral oppatunismlevel This
methoddogy can be used to measure the influence of behavioral oppatunism on efficiency of
contractual relations.
Findings. Under developed technique we andyze the behavioral oppatunism level of firms in
Chelyabinsk Region (Russa). It is very different in different kinds of business The result of this
research is a new logistic model of the effective contractual relationsin agrarian chain. To
minimize all problems described in this aticle and to largely increase contractual relations
efficiency, the regional government shoud give suppat to creation of a whdesale distribution
center.
Improvements. Building logistic centers can become an essential part of agrarian padicy and a
factor of an agrarian industry development. The logistic center is oriented to a cooperation with
regional agricultural producers, including farmers, and dso personal subsidiary farms The main
questions concern the organzation of purchases of agricultural products on mutualy
advantageous condtions, thatis also the aganization of sales chamels for producers, and also
longterm contracts with peasant farms and cooperatives for questions of supply of landng
material, mineral fertilizers and so on. Also logistic center can provide services in storage of
products asthe organzation of modern high-technology warehouse farms isn't always avail able
to small and averageprodwcers.
Keywords agrarian secbor, contractual relations, behavioral oppatunism food seaurity,
transaction costs, transaction rent, contractual relationsoefficiency.

1.INTRODUCTION

The eaconomy of any state develops cyclically. The current situation in econamic secior shows
inefficiency of the liberal principle "laisez-faire". Globalization and liberalization of the
international market were gradually replaced with priorities of national seaurity. From the
standpant of today's geopditic a situation, national seaurity, including food one, becomes priority.
Import substitution became the main direction in the sphere of food sector. Achievement of
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regional food security is to make all national econamy steady. The object of our reseach is the
food seaurity of Chelyabinsk region. The article discovers the problems of complexity, lack of
efficient regulation at every step of the agrarian chain, which causes absence of fair competition

and as afact high price the consumer is obliged to pay.
The purpcse of the research is development of an effective modd that could ogtimize relations

between dl the subjects of the contractua relations, beginning with the farmer or the prodicer,

finishing the ultimate consumer.
As for subjects of the contractua relations we mean the following faces: farmers, manufacturers,

wholesale merchandisers, retailers and consumers (Figure 1).

The subjects of the contractual relations in agrarian sector and
pricing stages

I | | | |
Wholesale . Ultimate
Farmer I::) Manufacturer I:> :> Retailer I:> consumer

merchandiser

Figure 1. The subects of thecontractua relaionsin agrarian sector and pricing stages

Asfor thecontractual relationsin agrarian secor we mean a specid sort of theemnomic relations
between, at least, two subjects concerning purchase and sale of foodstuff onthebasis of developed
institutesdsystem (Benz, Silova, 2015).

We define contractual relationsdefficiency in agrarian chain as abil ity of these relationsto satisfy
eonamic interests of its relationsd subjects. These relations kase on distribution of ultimate
agricultural prodwcté rice. In other words, the existence of optimum price T such price which
harmonizes interadion between all the subjects of the agrarian chain, shows whether contractua
relaionseffective or not(Benz, Silova, 2015).

Letd sonsider efficiency of the contractual relationsthrough two categories i fitransaction costso
and fibehavioral oppottunism 0 We definetransaction costs as costs leadingto deaease contractual
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relationsd efficiency in the agrarian chain fifarmers i manufacturers i wholesale merchandisers i
retalers i ultimate consumerso. In other words, it is the losses in welfare of subjects of the
contractual relationsin agrarian chain caused by imperfection of theinstitutional environment.
As for thefirst four unts of the agrarian chain, the criterion of welfare of these subjects becomes
sellingprice (P1, P2, P3, Ps). Thered enly oneworkingmedanismi ¢thehigher theprice, the better
resul t Ifove speak of an ultimate consumer, the criterion of hiswelfare would be producto tility.
Andthelevel of utility will beininverse propotionto theprice paid for aprodict. Thus, in practice
theesential increase of prices on each link of the agrarian chain becomes the result of transaction
Ccosts.
We suggest new category i fitransactional rento. We defineit as the income gained as a result of
imperfection of amarket medhanism redistributed in favor of one of contractorsin the process of
transadion while there are all bases to believe that this income has to belong to the second
contractor oncondition that the market is perfect
The categories i ransaction rentd and fi ransaction costso are closely conrected. Transaction costs
of onesubject become a transadional rent of ancther. This redistribution leadsto deterioration of
condtionsfor econamic activity. The transactional rent negatively influences food prodiction as
condtions of econamic adivity for prodwcers becme worse. Process of redistribution of a
transadional rent, onthe onehand, is connected with imperfection ofthe market, and onthe other
hand, with ladk of adequate state policy in agrarian secor. Imperfedion of the market leadsalso to
oppotunistic behavior of subjects of the contractual relations.
Many works are devoted to a prodem of oppotunism. One of the founders of the theory of
contracts and the contract relationsis O. Williamson. He defines oppotunism as "following ovn
interests including by deception” (Willi amson, 198). He defines two forms of oppotunistic
behavior concerning the moment of making a contract ex ante oppotunism and ex post
oppotunism. Letd defineoppatunism as abuse by subject of thesituation for his ultra-enrichment.
Certainly, the oppotunistic behavior can be inherent for each subject in a contract chain. The
oppotunistic behavior in econamic sense is reflected in increase of the ultimate productd sost as
ead subjed showing oppotunism, appropriates additional part of productd sost. As a result the
ultimate price can be multiply increased. Therefore it is important to study the key sources of
oppotunism and to develop medanisms of their elimination.
Letd sonsider oppotunism sources at the level of ead possble participant of the contra ctual
relaions.
In authorsbopinion, thefarmea  Gosmanufacturer Goppatunism can result in lower quality of the
food they grow or prodwce Trying to maximize production volume and decrease costs they use
growth stimulants, aggressve fertilizers, which can harm consumersd hedth. Rouines of
rationali zation are the base of this behavior.
As arule, we can observe the high level of oppotunism at a stage of retai sales. Sometimes a
retdler works as some kind of monoplis, as refailers can act in collusion and as a result form
catel. Therefore they dictate the maximum price of purchase at the prodwe or the wholesale
marketer.
As aresult, farmers become hostages of the price enforcement and often have to sdll their products
to manufacturers even below cost value. However, at further stages the price increases several
times.
Petes|.A. naesthefoll owing stages of oppoitunism in agrarian sector (Peters, 2011):

1. At a stage the making contracts T between merchandisers and agricultural producers
when more powerful and informed party (as a rule, merchandisers) tries to make the contract on
condtions, favorable to itself.
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2. At a stage of performance of the contrad 7 between retailers (or merchandisers) and
prodwcers in conrection with presentation by retdlers the overestimated, uneasonable
requirements (payment of bonuses, etc), violation of terms of payment; from produwcers 1 in
conredion with violation of delivery time, completeness of the range, poor quality of prodiction,
violationsin registration of cocumentation.

3. Within thecreated integrated structuresi theunfair behavior of the integrator when using
the agricultural organizationsis exclusive as a source of raw materials and receiving additional
profit, and also ureven distribution oftheincome.

Thus, further in the article well define behavioral oppatunism of the agent of a contract
agricultural chain as the abuse by the correspondng agent of the market situation (exclusive or
dominating) which isresultsin excess growth of the price of the redlized prodict.

2. CONCEPT HEADINGS
The purpcse of this reseach is to reved main contradictionsin contractual relationsin agrarian
branch of econamy. That will help in creaing an eff ective regional padlicy and obtain food seaurity
for popdation.
Excess growth of the price of ultimae products becomes the result of oppotunism of contrad
chain Gagents. To develop an evaluationtechniqueof behavioral oppatunism level, it is necessary
to deteminethelevel of excess growth of the price.

The standard agrarian chain is shown at Figure 1.We can see that the redli zation price of i-
agent beaomes, some kind of, prme cost for thei+1 i agent:

Cu=G+X, (1)
where C; i prime cost for i-agent,
Xi T trade profit for i-agent,
Ci+1 T prime cost for i+1 7 agent.
As aresult the ultimate consumer buys production at the price of Pa:
P,=C,+X,, (2)
where P41 theultimate price,
C4 1 prime cost for retailer,
Xa4 1 trade prdfit for retaller.
Asthestudied chain consists of five subjects, the number of price growth stagesis, at least,

four. Letd sonsider that the trade profit at each stage includes both anorma level, and an extra
level:

XI — Xinorm + Xiectra, (3)

where X; T trade profit for i-agent,

Xi "™ nomal trade profit for i-agent,

X; eraj extratrade prdfit for i-agent.

Let's consider that the behavioral oppotunism of ead of four contractual relations' subjects
(apart from the consumer) is evident in a posshility of realization the produwct at the price
containing an extratrade prafit.

Let's enter the coefficient of behavioral oppotunism kop and coordnate it to the level of an
extratrade profit X; &ta,

Besides, we consider that the extra trade proft includes extra transaction costs. In turn, they
are also asource of oppotunism of mentioned subjects.
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Therefore, with growth of oppotunism level the contractual relations efficiency will be reduce.
Thatswhy, this efficiency of thecontractual relationswill be inversely propotional to oppotunism
level is reduced:

1
Kecr = Ep, 4)

where kop i thelevel of behavioral oppotunism,
kecr thelevel of the contractual relationsefficiency.

We present the table of an assesgnent of the extra profit level, using the coefficient of behavioral
oppotunism and the coefficient of contractual relationsefficiency (Table 1).

Table 1. Detamination ofthe coefficient of behavioral oppotunism and the coefficient of
contractual relationsefficiency

) Extratrade prdfit to the Thelevel of behavioral Thelevel of the
Price, % oppotunism (Kop) contractual relations
(X &2/ pPy) efficiency (kecr)
1 0 0 max
2 1715 1 1
3 61 10 2 0,5
4 117 15 3 0,33
5 167 20 4 0,25
e e e

The Source: Evaluated byauthors.

In practice to determine the level of an extra trade profit, as well as the level of al trade profit in
general, israther difficult. Therefore, we off er to determine the mentioned rates through calaulation
of ratio onsales (ROS). Thesmplified formula of its cdculation looksfollows:

PF o _QQ@P-C) _P-C_C+X-C_X _X"n"+xem

ROS=—"%= : )
o
TR QP P = P =

where ROST ratio onsales,
PFgross T gross profit,
TRT tota rent,
QT quantity of product,
P price,
C1 prime costs,
X1 total trade profit,
Xnomi nomal trade profit,
X etray extratrade profit.

Thus, through excess ratio on sales over nomd level we can find the level of behavioral
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oppotunism and the level of contractua relationsefficiency usingthe Table 1.
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3.RESULTS
The assesgnent of contractua relationsefficiency in the agrarian chain shoud be carried out for

ead link of the chain separately. To receive atota asessment of contractual relations efficiency,

it is necessary to putthereceived values.

Theanaysis of ead link separately allows to make a conclusion about which stage of the agrarian
chainis characterized with thehighest level of oppatunism andtransadion costs and consequently,

thelowest efficiency of contraciual relations.

We accept that 5% of a trade profit as anommad level. According to the Russan president V. V.
Putin, trade profitability in 5% is a nomal level. What occursin practice i we give a number of

exanples. Well consider theenterprises of Chelyabinsk Region (Table 2).

Table 2. Ratio onSales of Chelyabinsk enterprises

) Thesecbr (Kind of The Ratio onSales (ROS), %
Businesy Number in
Agrarian 2012 2013 2014
Chain
1 Cultivation of cattle 1 18,8 16,8 21,1
2 | Vegetable growing 1 39,5 63,7 43,1
3 Cultivgtion ofgrain and 1 83 51 8.6
leguminouscrops
Production of bead and
4 flour confectionery of 2 24,81 29,1 22,31 28,1 12,77 35,0
incontinuousstorage
Production of flour from
grain and vegetable
5 cropsand ready flour 2 11,4 9,6 8,3
mixes and dowgh for
pastries
6 Production ofchocplate 5 14.9 135 112
and sugary confectionery
Wholesale trade in sugar
7 |ddsugay 3 23184 | 28085 | 56i89
confedionery, including
chocolate
Whoalesale tradein other
8 foodstuft 3 1,6 0,1 0,2
Unspecialized wholesale
9 | tradeinthefrozen 3 0,0 12,3 17,8
foodstuff
Retal trade in prodicts
10 from meat and fowl 43 3.8 4.2
11 | Largeretailas 14,17 17,1 15,21 17,9 14,37 18,8

The Source: Accordingto the Financial Reporting of the enterprises.
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Theseledive analysis shows that it isimpossble to make a well-defined conclusion concerning at
what stage of the agrarian chain we can see the highest level of oppotunism. Unusually, butin a
number of secbors at the level of the first link of the agrarian chain extremely high level of
oppotunism is olserved. In Chelyabinsk regionit is pasible to refer the cultivation of cattle and
vegetable growing to such secors. Here the level of ROS reades 63%. By the technique, stated
above, the level of behavioral oppotunism reades 13 units. However, if we consider ancther
secor 1 cultivation of grain and leguminous crops, then here ROS is within norm. Abuse isn't
observed.

As for the secondlink of the agrarian chain, here the situation is different. If we say about small
prodwcers, then in view of the strengthened competition they dont manage to overstate the
realization price since they have no exit to large markets. Small prodwers have to adapt to the
condtionswhich are laid dowvn byretailas.

If we say aboutlarge plants, for exanple, in Chelyabinsk region there are only several such plants
prodwing breal. This market demonstrates much higher level of profitability, and, therefore, the
higher level of oppotunism.

Initially, when we started the food seaurity of the region reseach, all prodenms seeme quite
transparent: as a rule, wholesale and retail enterprises most dictate the terms, buy prodicts from
farmers and producers at low prices and sell at extremely inflated prices. In pradice everythingis
more difficult. Again, if we say about small or medium business then profitability of sales is
absolutely low here. From the table 2 we can see that wholesale trade makes no more than 8-9%
of revenue. And even retal trade isn't extremely profitable. The situation is different with large
retdlersi here profitability of salesreades 20%,and it aready excealsnomd level.

In view of the fad that it is always easier for large enterprises "to survive", nevertheless smdl
prodwcers also shoudnt leave the market. Often such farmers reali ze better and el ogically safe
prodwcts. This fact indicates negative side of the competition. On one hand, existence of the
competition doesn't allow to overstate the prodict price. But onthe other hand, if this competition
Is diverse (i.e. both the smdl and large enterprises are presented at the market), then such
competition "squeezes out" from the market smal prodiwcers, and alrealy large retaiers have a
passhility of manifestation of oppetunistic behavior.

As we come to a conclusion that persona subsidiary farms cant be dismissed in any way, it is
necessary to creat such logistic model which would allow to courterbalance the rights of bath
small, and large enterprises. The example of such model isrepresented at Figure 2.

There have to be several wholesale distribution centers in order to prevent monopdization of the
market (model represented in Figure 2). And localization of such centers can be based on the
territorial principle.

Figure following onthe next page
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Agricultural organizations, country (farmer) and personal subsidiary farms

Figure 2. Logistic model of agricultural consumer cooperation

4. DISCUSSIONS

Cortractual relations as a scientific category appeaed in econamic science quite recantly.
However, scientists started to pay attention to the nature of contracs long ago. Smith, A. in his
classcal politica econamy divided all forms of interactionsbetween econamic agents (and thisis
a term of fi oentract )ointo commodity and labor. As a basis of all relations he distinguished
exchange (Smith, 1776).With the emergence and development of private property, theliability of
worker to give a part of produced product to the owner appeared. On this basislabor relationsarise.
Marx, K. is another significant author of classcal pdlitical economy. Despite the fact that he
doesn @use the category of contract, the sources of contractua theoryGs origin can be foundin his
scientific papers. In particular, he defined the method of contractua relationsd registration i
agreemat. According to Marx, K. exchange is a strong-willed ad during which one seller
appropiiates someoneelsed goodsand alienates Hs ovn (Marx, 1867).Econamic reldionsserve
asthebasis of contractual relations(so called fistrong-willed relationso by Marx, K.). Cortracts can
befixed legidatively or not. Thus, theworks of Marx, K. mark outinformd elementsin contractual
relaions.

In order to discover the evolution of basis for contractua relationstheory, we use the works of
Marshall (neoclasscal theory). Marshall, A. explored much more complex form of contraciual
relations, which includes resellers between the ultimae consumer of goodsand its prodeers.
According to Marshall, A., we consider owner and manager as two separate objects in research of
the production organization and management of a firm. As well as Smith, A., Marshall, A. marks
outlabordivisonand,in particular, significant role of businessmen in management. Businessmen,
acwordingto Marshall, A., represent aparticul ar class of entrepreneurs, who have special functions.
On the onehand, bisinessmen can be considered as highly skilled subjects of production process
onanocther handi asresellers between workers and consumers (Marshall, 18901 1891).

So, the sources of contractual theory@s origins are laid in many dfferent scientific papers of
classca and neoclassca schods. Nevertheless such category in science didnt exist for a long
time.

ACortracto and ficontractingd as econamic categories were introduced in science by institutional
theory. Thenew institutional theory becomeswidespreadinthel 9 &.Ma6Neil, I. introduced three
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forms of contracts: clasdgcal, neoclasscal and relational. Being more lawyer than an econamist, he
studied thelegal side of a contract. In particular, he considered contracts as fimini-society with an
array of noms beyond the noms centered on exchange and its immediate processo (Campbell,

2004).

Williamson, O. paid attention to ecmnomic nature of contracts and contractua relations. He
developed the cognitive magp of contracts with different types of contradual relationsd
managemeant. And he describes fi #iciency brancho, based on transaction cost econamy and
deaease of oppotunism level (Williamson, 1979).

As for Russan scientists, Auzan, A., Bendukidze, K., Benz, D., Kozlova, E., Kudryashova, E.,
Kuzminov, Y., Oleynik, A., Popov, E., Silova, E., Tambovtsev, V., Shastitko, A. and Y udkevich,
M. reseach prodems of contractual relations. For exanple, Benz, D., Kozlova, E., Slova, E. show
interconnedion between oppotunism, quality of corporate ingtitutes and imperfedion of
contractual relations(Benz et al. 2014).

But the prodem of agrarian contractual chain 6length is not sufficiently researched in econamic

literature. Most scientific studies on this problem are just enpirical. The authorssuggest that this
probdem shoud be studied more fundamentally. By the end of the XX century the problem of food
seaurity becane the priority for many scientists. It can be explained by thefad of unprecealented
growth of planet popuation, espedally in developing courtries that cause numerousenergy crisis
and environmental prodens.

Conway, G. and Barber, E. in their book fAfter green revolutio n define food seaurity as the
guaranteed access for all inhabitants to food prodicts enough for healthy and active life at any time.
And, acording to some reseachers, the major factor limiting this access is inaccesshility of
energy, especially it concernsdeveloping courtries. Theauthors, mentioned above, see thesolution
in the state palicy, directed to supportagro-industrial complex, fight against poverty and kirth rate
regulation (Corway, Barbier, 1990).

Acocording to Russan scientists Gorbadheva, A. and Kupchenko, A, the food seaurity can be
characterized as ability of a country to prodiwce enowgh of food (Gorbadeva, Kupchenko, 2014).
Food also has to be of satisfactory quality and safe for life and hedth of the population. The
government has to pay more attention to low-income popuation. These authors mark out the

foll owingcomporents of food seaurity: physical availability of food; econamic availabilit y of food,;

safety and quality of thefood.

Above-stated authors study the prodem of food seaurity. But they  d @ay @ttention to the
probdem of contractual relationsd imperfection in agrarian branch. So, the probdem of agrarian
contractual chain dlength with its transadion costs and oppotunism is not studied.

Theprodem of agrarian contrad chain is marked outby Russian scientists Zinich, A. and Stukad,
V. (Zinich, Stukach, 2011). However, these authors study orly oneagentd $ehavior in agrarian
market T courtry farms (smal organizational forms).

The caegory of transaction costs was introduced in scientific use by Coase, R.in 1937. Case, R.
defined them as i @sts of using the price mechanismo, fi asts of transaction exchange in open
marketo, Aimarket costso (Coase, 1937).

Dalman, K. classfied transadion costs for informaional costs, negotiating and making-decision
costs, costs on control and enforcement (Shastitko, 2001).

Rusdgan scientists also devoted many works to exploration of transadion costsd nature. For
exanple, Shastitko, A. consider transaction costs as firesource expenses (money, time, labor and

so on) for planning, adaptation and control over implementation of individual obligationsin the
process of alienation and assgnment of property rights and freedoms, stated in a societyo
(Shastitko, 1997).
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The new ingtitutional theory also paid atention to the prodem of behavioral opportunism. For
exanple, Jensen, M. and Medkling, W. studied such factors of contractual relationsbefficiency as
informational asymmety and behavioral opportunism (Jensen, Medkling, 1998).Thesefactbrslead
to contract incompleteness and Hart, O. with Moore, J. confirmed this in their reseaches Hart,
Moore, 1988).

Thus, we can find outthat many authorspay attention to the studied questions. The novelty of the
presented research consists of three parts. First of all, we study the efficiency of contr actual
relaions in agrarian branch. Secondy, we try to make a contractual relationsd efficiency
asesgnent technique. And thirdly, we approve this tedniqgue and theoretical categories,
introduced in scientific use on the base of agrarian branch. And besi des, we conrect questions of
food seaurity, contractual relationso efficiency, a prodem of over-sized transaction costs and
behavioral oppotunism.

5.CONCLUSION

Today the probdem of food security becomes more and more critical. Thelast yea G®wth rate

of food prices advances growth rates of the popuation income. Last yea the red income of
popuation even reduced. Also the quality of prodiwced food falls, which means that not just food
beammesinaccessble for the popuationin quantitative parameter, but the sufficient quality of this
food starts being inaccessble for the population. These two probdems are of critica meaning for
themodern world.

The prodem of food seaurity isn't exclusively pditical or technological ore. Its ecnamic
comporent is based on contradictions of subjects of a contractual chain. The key reason of
imperfection of the contractua relations in the Russan agrarian sector is the low level of
competition among agrarian enterprises. The oppotunism level, which is a key factor of low
contractual relationsefficiency, is extremealy high for the prodiwcers having a dominant position on
the market In Chelyabinsk region such seciors are production of bread and meat And these are
key industries.

To liquidate al prodens described in this article and to largely increase contractual relations
efficiency, the regional government shoud give supportto creaton of a wholesale distribution
center. Besides, it is necessary to creak the correspondng standard and legal base. Such center
would allow solvinganumber of prodems. to simplify control of the prices from the state to make
prodwcts more available to the ultimate consumer; to help smdl farmers and personal subsidiary
farms find stable sales markets; to lower facorsof opportunistic behavior.
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ABSTRACT
Nowadys, retail is not competitive if notaccomparied byappropriate internet service which will
promote and sell products. Many stores which can be seen in the city centers andshoppng malls
have their own websites with integrated online stores, where with a few clic ks of the mouse
consumer can select order and recewve desired product. Retilers can improve their profits if
integrating their classcal, conventional store chainswith onlinestore. Thiskind of integrationwill
improve retail sales, andincrease credibility and avail ability to larger number of consumers on
the internet thanin reality. Snce the retail no longer takes place exclusively in the stores dueto
the development of technology and internet which is evident in the growing trend of purchasing
products online, it wasnecessary to examine the necessty of online and offline sales integration.
Therefore, the main focus of this research is the integration of online and offline sales, new
techndogiesimpact onretailers andtheir adjustment to the new situation. In this paper hypothesis
according to which online and offline integration is necessary for succesdul business is arg ued.
We have donethorough andysis of retail trends wlen it comes to previous research results,
andysis ofonline sales adrantages anddisadvantages andhave shownthat integration of online
and dflineretail is necessary for business devebpment.
Keywords: retail, consumer behavior, salestrends, online sales, store perception

1.INTRODUCTION

Nowadays, techndogical development changes society and world in general on a daily basis.

Informatization and computerization of society is visible at every step, and have rapidly changed
the way of doing business Today it became common to buy prodwets on the internet, pay online
and get ordered product in a couple of days on your home address There are various internet
services deding with the sale of products such as Amazon, eBay, Alibabaand others. A company
Isnotcompetitiveif not havingits own website through which will present its products and services
to the consumers and even sell them Internet service is implemented in amost every sphere of
people life. It was only a matte of time before the traditional way of selling through stores wil |
move to remote servers that can be accessed using a computer or mobil e device via the internet
Many serioustraders had to adapt their business to new techndogies. If we take into consideration
internet services such as eBay, Amazon and Alibaba, we need to recognize that this type of
companies are purely online services providers, they  d dhavé their physical stores. Such
companies do nothave stores where purchase can bedone in a conventional manner.
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Today retal is not competitive if not accompanied by appropiate internet service which will
promote and sell prodicts. Many stores which can beseen in thelarge cities centers and shoppng
malls have their own websiteswith onlinestores (web shops) where with afew clicks onthemouse
costumer can select, order and receive desired product. If classcal conventional store has orline
store as well, it will improve retail sales, increase credibility and availability to larger number of
consumers on the internet than in redity. Therefore, the main focus of this reseach is the
integration of online and offline sales, and the impact of new techndogies on companies engaged
in retal andtheir adjustment to the new situation. Since the retail nolonger takes place exclusively
in the stores dueto the development of techndogy and internet which is evident in the growing
trend of purchasing prodwcts online, it is necessary to examine the necessty of online and offline
sales integration. In order to examine our hypathesis acwrding to which online and offline
integration is necessary for succesdul business we have donethorowgh analysis of retail trends
when it comes to previous eseach results, analysis of online sales advantages and disadvantages
and have shown that integration of onlineand offlineretail is necessary for business development.

2. THEORETICAL BACKGROUNDSAND HYPOTHESISDEVELOPMENT
Theimportance of online and offline salesintegration is suppoted by previousresearch. We have
used data from variousreseaches donein dfferent time periodsin order to show development in
online sales. According to Levin, Levin and Heah (2003) survey, online metodsare preferred
over offline for the seach and compare step while offlineis greatly preferred over online for the
final purchase step for most prodict categories. Table 1 provides informaion on the consumer
preferences divided into steps performed by the consumer buying ontheinternet. Reaognized steps
are seacch for a product, product price comparisonin avariety of vendors, and its own purchases.
Thus, in many circumstances, consumers would prefer to log on to the internet to look at their
possble choices, compare those choices on their various features, but prefer to make the final
purchase at aretail location (Levin, Levin and Heah, 2003).

Table 1. Online/Offline Shoppng Preferences at Each Sep for Each Product (Data are % who
prefa online)

AirlineTickets | Books CDs Clothing | Computer Software | Eledronic Products
Seach 92,5% 50% 55% 225% 80% 50%
Compare 95% 475% 37,5% 15% 77,5% 525%
Purchase 52,5% 125% 125% 5% 42,5% 125%

Souce Levin, Levin andHeath (2003),Journal of Electronic Comnerce Research Vol.4. No.3

Moreover, Levin, Levin and Heah (2003) survey shows that consumers see online shoppng
sources as better for shoppng quickly and having a large number of seledions. Corsumers believe
that it is quicker to shop online than it is to visit a physical retaler and that they have access to
more prodwcts with agreate range of feaures online (Levin, Levin and Heah, 2003). Cosumer's
have tendency to bette evaluate pleasures when shoppng in stores dueto the fad that prodicts
can been physically seen and taken away immediatdly if purchased. Mentioned facts underline the
importance of the physical asped of the experience when purchasing strengthens the importance
of offline stores rather than orine stores.
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Accordingto Levin, Levin and Heah (2003)survey shown in Table 2 it can be concluded that it is
posshle to make product classficaion. Certain products that need to be physically touched or
"physically tangible prodicts® such as clothing, sports equipment, products for health and beauty
have an advantage in offline sales. The traditional way of purchase of such prodicts is still very
widespread because customers want to feel, try and see the products before buying. Whil e prodicts
such as books, multimedia and electronic prodicts which consumers d o nnéetl to try and fed
before buying have an advantage in orline sales becaise the purchase is much simpler and faster.

Table2 . MeanAttributel mportanceRatingg1-10scale)forEachProduct
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AirlineTickets 3,70 7,23 7,10 9,05 2,23 6,10 7,05 7,63
Books 6,00 5,05 8,30 7,68 7,30 6,33 7,63 8,05
CDs 5,78 5,58 8,93 9,03 6,25 5,70 7,83 7,98
Clothing 7,25 5,60 8,50 8,15 8,60 7,40 7,23 8,98

Computer Software 418 6,60 7,40 855 443 7,43 7,00 8,33
Electronic Products 540 560 828 8,78 8,15 7,40 7,18 8,43
Health & Grooming 430 643 730 7,63 7,30 6,35 6,83 7,18
Sporting Goods 570 533 818 8,63 7,73 6,80 6,93 8,40

Souce Levin, Levin andHeath (2003),Journal of Electronic Comnerce Research Vol.4. No.3

According to Hedkmann, Kestello and Scgmaus (2012) online sales is presented as a necessty in
today's world. The ability to integrate online and offli ne sales enables retailers to offer the required
prodwcts. Many retaile's have lost a large share of the market due to the Amazon and ather similar
internet services companies. Thedevelopment of variousdistribution and sales channelsintegration
enables survival on the market The number of sold smartphores in 2011 for thefirst time in the
history exceeaded the number of computers sold. Smartphores and tablets represent a change in the
traditional computing what was previously known. People today spend almost as much time onthe
Internet using smart phores and computers as watding television. Traders who understand the
importance of quality of integration of different sales channels have goodpaositionto bebette than

the competition.

In traditi onal, offline stores the most important factors aff eding the sales used to bequality of the
prodwct and quality of staff followed by the price, while in the digital era those facbrs are the
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diversity of choice, transparency, credibility, improved service, ability to process orders at any
time, access to product transparency and customers evaluation and review. Nowadays, there is
increased trend that manufacturers sell products diredly, withoutintermediaries. One of the main
exanples is Adidas, which after opening its new stores in Russa shut cooperation with retail
partnersinthat courtry. Most of theinformationabout products and serviceswhich customerswere
ableto find orly in storestoday can befound ontheinternet search engines and social networks.
In 2011,almost 10% of total trade in Western Europewas donethrouwgh the internet It is noted
that products which customer d o méed to try before buying, such as music and booksare better
sold online rather than in offline stores. Mobil e devices, appliances and clothes still have a grea
patential to increase the share of online sales. The percentage of 10% of online sales represented
asaturn-over rateistaken asrelevant when evaluation online sales success When productswithin
certain catggories reach this percentage, their impact on the Internet is becoming too big to be
ignored by bath, consumers and sellers. After crossng this percentage, the leading company in a
particular prodict category nealsto start development of diff erent sales and distribution channels.
Further growth in online salesis expeded in foll owing yeas if we look at the most recent data of
retdl trendsin eight European courntries which together acmunted 81.3%o0f total salesin Europe
pulished in the research performed bythe Centre for Retaill Research (2016).

Table 3. Online sales growth in Europe

Online Retail Sales Online Sales (£ Growth Online Sales (£ Growth Online Sales in
bn) 2015 2015 bn) 2016 2016 eyros (hn) 2016
UK £52.25 16.2% £60.04 14.9% €7105
Germany £44. 61 23.1% £52.77 18.3% £62.45
France £30.87 17.0% £36.02 . 16.7% £42.63
Spain £8.15 18.6% £9.68 18.8% £€11.45
italy £6.35 19.0% £742 16.9% £8.78
Netherlands £594 16.8% £6.92 16.5% £€8.19
Sweden £417 155% £4 85 16.4% £5.74
Poland £433 21.0% £5.10 17.8% £6.03
Europe £156.67 18.6% £182.80 16.7% €£216.32

Souce Centre for Retail Research (2016),0nline Retailing: Britain, Europe, USand Canada

Asshownin Table 3, onlinesales continueto increese. Inthelast two yeas, all developed European
courtries have increased the amountof goodssold over the Internet at a minimum of 13.5%.The
largest growth of more than 20%in online salesin 2015is recorded in Germany and Poland. It is
important to natice that the growth of online sales does not only depend on the willi ngness and
ability of consumers to buy via Internet, but also on the econamic growth of the courtry, the
unemployment rate and similar econamic parameters that directly affed the purchasing power of
the popuation of a courtry. However, the most important is the continued growth that indicates
thegrea patentia of online sales, butalso the necessty of multi ple distribution and sales channels
integration in order to be competitive onthe market.

2.1.0nline sales advantages and disadvantages

An online sale has beaome a very important part of today's consumerist society. For better
understanding of consumer habits and the factbrs that affed the decision on purchase via the
internet, it is necessary to analyze the advantages and dsadvantages of online sales.
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Global trendsindicate that with the technological development in recent yea 6osdline sales has
beame common for younger generationthat grew with informationtechndogy, aswell asworking
popuationwhich hes less time for conventional way of buying as aresult of busy lifestyle.

Main orine sales advantages.

T

Time Saving - If the consumers know exactly what they are looking online sales will save
a significant amount of time. With just a few mouse clicks in a few minutes the consumer
can reach the desired prodicts, order the same and continue to engage in ather adivities.
Prices Comparison - One of the main advantages of online sales is the posshility of
seleding the best deals with only a few mouse clicks. The consumer can easily compare
the price of the desired product in different online stores. Also, there is many specialized
web services that allow comparison of prices of a particular prodwct in different online
stores. Such price anayses allow significant savings of time and money. The customer is
nolonger in apositionto physically visit a variety of stores and compare pricesin arder to
make purchasedecision.

Transportation Costs - If the purchase is performed online, there is no need for consumer
to drive to the store locdion. Buying over the Internet does not require any diriving which
results in transportation and time savings.

Variety of Choicesi It is much easier to find the prodict, size and style that the customer
likesin online. It can adso be very easy to detemine whether offered product is available.
Online sales does not restrict customers geographically since it can be bought in stores
aroundthe world via computer with aacess to the Internet with a few clicks of the mouse,
and therefore the quantity and variety of prodicts is much higher than those physically
available.

Working Hours - Online stores do not have working hours. Customers can at any time
choose a product that they like and buyit.

Waiting Time - If the purchase is performed via the internet, it is not necessary to wait for
theorder at the cash register or turnin frontof the cabin to try out the prodicts and wait if
crowded. Thereisnowaitingif purchasing prodicts online.

Depending onthe consumers habits, espedally the once who have not grown up with information
techndogy, the key disadvantage of online salesis lack of physical contact. Since thetechndogy
continues to progress it is notexcluded that some techndogical solutionswill resolve identified
deficiencies of online sales andthe positive trend of online sales growth wil | continue.

Main orine sales disadvantages.
91 Delivery Cost - Delivery to thedesired address is usually additi onally paid. Shipping costs

depend onthesize and weight of theproduct. Many onli ne stores offer free shipping option,
but only if the cost of orders excealing a predetermined minimum price. Delivers costs,
especidly for bigger and heavier prodicts can make the onli ne purchase unaffordable.
Immediate Satisfaction - When buying in physical store customer can try and enjoy the
product immediately, thisis not the case when buying online which can consequently lead
to customer dissatisfaction once the product is celivered. Also, it takes some time that the
product arrives at the desired address and it can take a few days or weeks, depending on
distance and dcelivery preferences.
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1 Senses - When buying online consumer cannot see and try out desired prodwct. Many
consumers prefer buying clothes and shoes in stores because they can fed the mateial, try
theright size and see the desired prodtct in live. For alot of consumers thisis the biggest
drawbadk of online sales, since the existence of a particular prodict in avirtual redity does
notinspire the same sense of seaurity as a prodtct that can be felt, seen, tried and smelt.

1 Personal information - Some consumers are concerned about the potential seaurity risks
of storing and sharing persona informaton data and credit card number when buying
online. Although such a risk exists as well in physical stores, many consumers consider
onlinesales as additional security risks which are not willing to take.

1 Human Factor - When buying online, thereis no seller who will introduce the prodct, try
to persuade the customer to buy, and give some advice and opinion about the product. In
today's fast moving world the lack of human interadion is present in all spheres of life.
Although some consumers see lack of communication and the development of interpersonal
relaionships as advantage, the principle itself and the lack of interaction of the human
facbor istaken as a disadvantage. It does not develop the specific relationship between buyer
and seller, which isnomally createl in physical store.

9 Professonal Support T Online sales has customer supportcorresponcence services (live
chat), butin many casestechnicd and piofessona supportto consumersis not available.

9 Products Quality T The consumer can notice an error or malfunction of the product only
when the prodict arrives. Although it is passble to padk the product and send it bad in
exchange for anew product or arefund, the cost of sending prodwet back increase product
price.

From advantages and disadvantages analysis can be concluded that an online sale is not completely
superior over physical stores. However, if together with local physical storethere is a passhility
of online sales as well, the retailer leverages the best of the virtual and the real world. Such
integration of online sales with offline sales in nowadays time of globalization, suppy and demand
aswell asthe competitiveness of prodicts and servicesis almost inevitable.

2.2.Internet service providersdexamples

Specidized internet services providers are websites which offer to the customers a variety of
services. The most popuar internet service used by most internet users is Google, seach engine
that allows its users to find required information in a short period of time with extraordinary
precision. The purpase of the internet service is facilitating the use of the internet and improving
the user experience. With time internet services developed and nowadays internet services
providers sell prodicts viainternet, such as eBay and Amazon. There are also internet serviceslike
jeftinije.hr and crngjge.hr. Jeftinije.hr is the internet service provider which allows users to
compare prices ofthe desired prodict in different online stores. Crngaje.hr is the internet service
provider which allows users to puichase products with spedal low price offers.

AmazonistheUS company that is engaged in onlinesales and isthebiggest internet reseller in the
US maket. Amazon started first as an orline bookstore, then expanded the business to sell DVDs
and CDs, posshility to download films, music and audio books, software, computer games, and
similar. It also sells electonics, clothing, food, toys and jewelry. Amazon has becme a major
player in the US market when it comes to online sales, andis still growing onayearly basis. The
main characteristic of the Amazon, is buying prodicts from companies or other stores on the
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Internet Amazon with its medanism guarantees originality, origin and quality of prodicts. The
main reason for the constant growth of sales via Amazon is increased number of Internet users.
Amazon is aware that constant discourts and actionsattrad new customers and retain old ones,
and the latest innovation involves the delivery of the product within 30 minutes using the drore.
Amazon has developed a subscription or Amazon Prime service that loyal customers can buy at

$50 per yea, and which includes various fenefits such as free shipping, discourts, free Kinde
booksand simil ar.

eBay istheinternet service provider that provides online auction services of buying and selling. It
works like internet marketplace, where users sell products to other users through the mediation of
eBay. The origina and main website is in the US, while there are many sites in other countries
such as Australia, Austria, Belgium, Canada, China, France, Germany, Inda, Italy and many
others. eBay customer confidence is gained with guarantee refund in the event of fraud, which has
greaty affected the popuarity of the service. Payments on eBay and Amazon are madevia PayPal,
which is the safest and fastest metod of payment around the world. eBay buyers and sellers
through PayPal enjoy hundied percent protection against potential fraud, since if the customer does
notreceive prodict, PayPal returnsthe money paid.

Moreover, there are various internet service providers which offer services for prodwct prices
comparison in dfferent stores, and provide a more detailed insight into the price movement of a
particular product. In order to make online stores more natural, designers and developers have
made internet services fairly simple and easy to manage. On many websites you can see the
categories that classfy prodicts such as for exanple clothes and shoes with couple of different
categories such as men, women and children and sub categories that allow selection of specific
types of prodicts (shoes, shirt, jacket, accesories, etc).

3.DATA AND METHODOLOGY

To test our hypothesis we have conducted interview based reseach with consumers from the
Repuldic of Croatia. The survey instrument was designed in a way to denonstrate the influence
and relevance of online sales. Selected consumers were asked aboutthe frequency and purpcse of
using computersin order to see how frequently the potential Croatian consumers use computer and
for what purpases, thefrequency of online purchases in order to see how often Croatian consumers
use online stores and what type of products they usually buy, and decision drivers which are
important to Craatian consumers when making purchasing decisonsviatheinternet

Our Survey was conducted online on 100 people. Corsidering 100interviewed people, who were
willi ng to take a moment of their time to fulfill the questionraire, majority was middle-aged (28-
32 yeas). To be more specific 34% were in the group between 28 and 32 yeas, 24% were in the
groupbetween 32and 40, 17%were in thegroupbetween 24 and 28, 12%werein thegroupabove
40 yeas, 8% were in the group between 20 and 24 yeas, and 5% were in the group between 15
and 19yeas.

Theinstrument of a survey was a questionnaire which contained ten questions. In thefirst question,
the responcents had to had to indicate which group of age they belong, age groupswere set from
1519, D-24, 24-28, B-32, 2-40 and over 40.1n the second question, respondents had to answer
whether they use computer on a daily basis with yes or no. In the third question, responcents had
to answer whether they purchase via the Internet, offered answers were yes and no. In the third
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guestion, responcents had to state for which purpases they use computers, possble answers were
for work (work, college, schod), information (news, newspapers), interaction through social
networks, computer games and more. In fifth questions, responcents hed to state how often they
purchase onthe internet, possble answers were once ayea, once every three months, once amonth
and more. In sixth gquestions, responcents had to state what they usually buy online, possble
answers were clothing and footwea, books, music and video games, fashion accessories, airline
tickets, electronics and more. In the seventh questions, respondents had to mark what is most
important for them when purchasing online, possble answers were seaurity transactions, prodict
price, prodwct quality, delivery cost, delivery time and more. In the eighth question, respondents
had to answer which online services they use, possible answers were eBay, Amazon, Alibaba,
njugkalo.hr,asosor others. In the ninth question, responcents were asked aboutkey decisiondrivers
when selecting the prodict, passhble answers were prodtct price, customer reviews, the reputation
of online store, and delivery cost. In the last question, responcents were asked whether they
purchase from Croatian web shops, passble answers were yes and no. Survey instrument has been
creaed in order to prove importance of online sales and necessty of online and offline sales
integration.

4. RESULTS

As can be seen from the Chart 1, the results of questionnaire show that the majority, 84.8% of

responcents, use computer on a daily basis, while only 15.2%of them dond use computer on a
daily basis. This high percentage indicates nowadays computerization of society, especidly among
young people who have grown up in the period of digitalization and computerization. Computer
has become indispensable tool for communication, work, leisure, education and similar.

- Yes

" No

Chart 1: Frequency of using computers (authord sesearch)

From Chart 2 can be concluded that 74% of respondents perform online purchases, whil e 26% of
them do not buy onli ne. Almost 75% of respondents use computers on adaily basis, and if we scde
this data to the number of computer users bdh in Croatia and aroundthe world, it will give usa
very large online market potential. Such a market as oppased to the classc market often is not
condtioned by geographic location of consume's. The best example is the internet service
providers such as Amazon and eBay, which sell their prodicts almost all over theworld. Even if
we reduce the number of consumers purchasing online, there is still an extremely large number of
potential consumers.
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»Yes

»No

Chat 2: Online Sdes (author6 sesearch)

As shown on Chart 3, 57% of respondents use computer mainly for work. Furthermore, 18% of
responcents use computers in order to interact through social networks, which indcate a large
distribution and use of computers. This is why social networks are a powerful tool for marketing,
sales and communication with a large number of potentia consumers in a particular area.
Moreover, econamic potential of social networksis huge and can be used for online and offline
salesintegration due to the fact that integration is notcompleteif it is not accompanied with high-
guality commercia content on socia networks.

= Work (work, college, school

» information (news,
nMvspanpers)

= Interaction through social
networks

Computer games

m Other

Chart 3: Reasonsfor usinginternet (authord sesearch)

Chart 4 shows that 29% of respondents purchase at least once a month via internet which is quite
frequent. Furthermore, 30% of responcdents purchase on a quarterly basis via internet which is not
so often, while 33% purchase onea yealy basis which is very rare. It can be concluded that 59%
of respondents represent serious buyers who quite often buy orine. If we take into acount the
statisticd data, and the fact that online sales will grow rapidly, it can be concluded that more than
70% of respondents will frequently buy online in the future. The results of the survey questions
indicate the importance of the internet as a distribution and sales channel of products dueto the
fad that alarge number of potential customers buy and intend to buyonlinein the nea future.
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# Ooce in 3 months
= Once per month

Other

Chart 4: Onlinesales frequency (authoré sesearch)

If we look at survey data related to type of produwct usually purchased online, it turns out that
responcents mostly buy clothes and shoes, 50% of them Moreover, clothes and shoes together
with fashion accessories make 69% ofresponcents buying habits. It can beconcluded that fashion
industry prodicts are most frequently purchased onlineeven though consumers buy onlineavariety
of produwct categories, and if satisfied with previous experience they will continue to purchase
diverse catggory of prodicts. Furthermore, data showed that for respondents when using online
stores, seaurity of transaction is the most important, due to the fact that 42% of respondents
indicated security of transactionsas the main criteria when performing online purchase. Seaurity
of transadionsis foll owed by prodct price since for 29% of respondents prodict price is the most
important criteria. As shown on Clart 5, it turned outthat delivery time, delivery cost and produt
guality are not so important to respondents when puichasing orine. Results are very much in line
with the activities eBay and other similar internet service provider are performing when it comes
to dscountprice strategy of the prodicts which can bepurchased ontheir web pages.

W Security of transaction
W Product price
» Product quality
s Delivery cost
m Delivery time

® Other

Chat 5: Onlinesales frequency (authoré sesearch)

Moreover, survey pointed outthat responcents mainly use eBay when purchasing onlinesince 62%
of responcents purchase through eBay. Most similar internet service whase credibil ity rival that of
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eBay is Amazon, which is the second most popuar internet service among responcents.
Furthermore, 23% of respondents use Amazon, while 32% of use Croatian orline stores.
Additionally, it can be concluded that the most important criteria for online sales is the product
price and transaction seaurity, and bath of named condtionsare better adknowledged by eBay than
their competitors.

Product price is key item decision maker when purchasing orine, dueto the fad that consumers
mainly prefer online shoppng dueto affordable prices. It isimportant to notice that under the same
pricing condtions, consumers will chocse neaby physical store over online stores dueto delaysin
product delivery and inabil ity to try and experience the prodict before buying.

5.CONCLUSION

Tedhndogical progressis continuowsly changing world in every field of science. The tedhnology
gradually integrates with every asped of thelife of modern man, and outli nes the way of modern
man thinking. The purpcse of techndogy is to make human life as simple as possble such as the
purchase from warmth of ourhomesviatheinternet. Comfort and ease of thismetodof purchasing
and product selection for many consumers is attradive and acceptable, especially for the younger
generation. Already for along period of time automation has been gradually increasing, particularly
in manufacturing. It isjust a matter of time before the same starts happening in the service sector.
From an econamic point of view robas are much chegper and more cost-effedive than humans
who are predisposed to errors. The main exanple of automatization in service sector are self-
service cash registers presented in many supermarket chains and Amazon drones which enables
quick and easy prodicts delivery with almost no cost for resources.

It isjust a matter of time before automation and techndogy development will completely ch ange
the stores, especially if taking into acount the fact that the internet has already significantly
changed the way of purchasing. Theintegration of online and offline sales is an inevitable step of
most retailers caused by techndogical progress Moreover, in the near future we can expect
complete disappeaance of the conventional stores with shelves and exhibited prodicts. As shown
in theoretical part of this paper it can be concluded that loyalty rewards in terms of various
discourts which primarily includelower products prices encourage bigger onli ne purchasing rather
than buying same prodLct in store. Combination of independent website and the official website of
the social network allows customer reviews and feadbadk as well as low-cost promotion, which
contributes to the credibility, while action in the form of free shipping over a certain ampuntand
discount on online purchase emphasize online shoppng. Over along period of time this reduces
logistics costs and employees compensation. Retailers are still not aware that the integration of
online and offline sales can have a direct impact on revenue growth and market competitiveness
and attrad diff erent groupsof consumers.

Information techndogy development is intensively changing all aspects of human activities,
including theretail secior. The development of specialized stores with interactive content that can
adapt to each consumer needsis already in full swing aroundtheworld. It isjust a mater of time
when exhibited prodwctswil | bereplaced with atouch screen and other technological deviceswhich
adapt prodicts to eadch consumer while takinginto considerationindividual consumer requirements
through monitoring consumer habits and purchase history.
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Our empiricd research, which was conducted by interviewing alarge sampl e of respondents, points
outthenecessty for onlineand offlinesalesintegration. Dueto thefad that mgjority of responcents
purchased via the Internet, it can be concluded that consumers use benefits of online sales in
significant and statisticaly relevant number. Furthermore, consumers when bwying orline usually
buy fashion indwstry prodicts since the majority of the respondents answers that they mainly
purchase fashion indwstry prodicts. Following the results of the enpirical research, it can be
concluded that the internet now plays an important role which cannotbeignored, especidly if one
takes into account the continuous growth of sales via the Internet. Succesdul retalers must
integrate onli ne and offline sales and therefore implement development of an online storein their
business plans. Through different sales channels a company can increase competiti veness and
growth, and lgger success onthe market will be guaranteed.
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ABSTRACT

In a pubic/private unionised monopdy, the comnon wisdom concerning the bargaining agenda
in state-owred enterprises can change dramatically. Although the efficient bargaining (EB)
agendais considered more efficent than right-to-manage(RTM), the pulic/private monopadi st
always prefas RTM. Cortrary to theassertionsof the establi shed literature, the private monopdy
may be socially prefered over the public ore, especially when the government highly considers
workersdwelfare. Moreover, a conflict of interest regarding the preferred agendaarises between
the parties: despite the governmentd sfforts to managepuHlic firms to taking care of workers and
consumers, it chooses thebargaining agenda aganst those agentsointerests.

Keywords: Efficient bargaining, Firm-union bargaining agenda, Public and private monopdy
Right-to-manage

1.INTRODUCTION

Cdllective bargaining takes on a crucial role in [abour-management relationswithin the puldic as
well as in the private secor of the economy. The course of action defining the union-firm
bargaining is essential both for labour market regulations and the configuration of prodiction
activities in industries that can be charaderized by the presence of private and pubdic monopdies
(state-owned enterprises, henceforth SOES). The present paper aims to clarify some element of
controversy in the labou-management relationsand negotiation process which are indispensable
for the suitable functioning of labour and prodwct markets, and to assess the social welfare
conseguences. In particular, this paper anayses the bargaining agendaselection (right-to-manage,
RTM, vs. efficient bargaining, EB) in a pulic/private unionised monopoly and the subsequent
effects onfirm profits, union utility, consumer &eplusand overall social welfare. These subects
are relevant in Cortinental Europe, most notably in Germany, as well as in courtries that have
experienced/are experiencing a transition process from former communistic/centrally planned
state-oriented toward li beral/free-market-driven econamies. Germany ranksfirst among European
courtries with regard to the importance of state-owned assets (in terms of capital worth)! and,
recantly, the interest for the public ownership seens to have increased. In fact the State of the
Lower Saxony holds at least 15% of Volkswagen AG, granting 20%o0f the group's voting rights
(Volkswagen AG, 2015).Moreover, in Germany, unonshave asufficient presence, notably in the

1 This primacy is in part dueto the heritage of state-owned enterprises by East Germany and to the public banking
system managed at the provincial L2nder level.
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puli ¢ sector.? Concerning the former communistic/centrally planned econamies, the questionis of
relevance in the privatisation process when seciorsof theeamnomy previously dominated by SOES
experience the transfer of the ownership of state property to private business because, besides the
reform of the corporate governance and elimination of protedions, also interventions regarding
labourare crucial to improveeanomic efficiency. Accordingto an OECD (2014)report, courtries
such as Czech Repulic, Estonia, Hungary, Lithuania, Latvia, Poland and Slovenia, despite the
ambitious privatisation programmes undertaken in recent decades, till present large SOEs
dominating several emnamic sectors, most notably in induwstries considered of fistrategic
importanc € duch as coal and chemicals, transportation, and utilities (electicity and gas,
telecommunications). For exanple, Slovenia courts for 39 SOEs with a 10% weight of enployees
over the total dependent employment, Hungary represents 371 SOEs (5%), Estonia 53 SOEs
(4.5%),andthe Czedh Repulic 125SCOEs (4%). Croatia shows even moreremarkable figures: 584
SCOEs acountfor 68% of the GDP (Hamh, 2013).Noteworthy is thefad that those courtries have
a sufficient unionsd presence, especidly in the pullic sector (Armingeon, 2006). Previoudly,
scholars have investigated whether SOEs pay higher wages than identical privately-owned firms
and thelong-run eff ects of privatisation on wages and market equilibrium (De Fraja, 1993;Haskel
and Szymanski, 1993; B8&rcena-Ruiz and Garz- n, 2009). More recently, Ishida and Matsushima
(2009),Andaluz (2011) and Choi (2012) tave examined the effects of wage regulation for civil
servants enployed in the puldic sector and the isaue of whether there is apreferable Cournotor
Bertrand competition in a mixed private-pulic duopdy when unions are present, respectively.
However, noneof thase papers performs an analysis of thebargaining agendain apuldic monopay.
The reference framework of the present article is aclassc unionised monopdy. Theisae of the
bargaining agenda selection has been investigated in a private oligopdy context (Bughin, 1999;
Buccellg 2011; Fanti, 2014,2015).Such papers focus on the strategic effects played by different
bargaining arrangements on the firmso oligopdistic competition. Recently, Fanti and Buccella
(2016,b) have studied this subject in a privatt monopdy with managerial delegation and
consumption externalities. These papers have shown that, also in the private mongpoli stic context,
the choice of the bargaining agendais relevant for monoywlists and society. The early literature
considering the comparison between public and private monopdy (and oligopdy) outcomes
includes De Frajaand Delbono(1987,1989, 1990)and, with regard to wage comparisons, De Fraja
(1993). The present work closely relates to the latter contribution. On one hand, it extends De
Frajad snodel to the EB case. On the other hand, it broadens the aim of De Frajad svork, which
mainly focuses on therelationship between puli c and private wages and theeff ects of privatisation
on wages. The current study analyses the choice of dternative bargaining agendas in pulic and
private monopdy firms and compares theequili brium outcomes notonly in terms of relative wages
but aso of the variousagentsorelative welfare and socid welfare as a whole. The main results of
the paper are as follows. With regard to the endogenous choice of the bargaining agenda, the
negotiated wages are identical under bath private and public monopadies, regardless of the agenda.
Theprofitsare dways higher under RTM; however, in puldic companies, profitstendto benegative
when theweight of the unionin its objective function becomes sufficiently high duing both RTM
and EB negotiations.

2 The union density in Germany is at 18.0%, and the DGB, the main trade union confederation in 2012 established
affiliation with 6.15 of the 7.4 million trade union members, virtually all from the public and former -public sector
(Fulton, 2013.
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Corversdly, the unio n autdity and consumersd surplus are always higher under EB. More
interestingly, the RTM agendaalways emeges as the sub-perfed equilibrium with private as well
as pubic monopdies. A priori, this result with regard to the puldic monopdy is not expected,
becaise workers and consumers prefer EB. However, the overall social welfare with RTM is
always larger than with EB negotiations, even if the EB arrangement benefits workers and
consumers more than the RTM. The rationale for thisfindingisthat, compared to theRTM agenda,
EB negotiationshave an extremely negative impad on profits that overcome the pasiti ve eff ects of
theunio n andconsumer awvslfare. By contrast, challenging the conventional wisdom, in thecase
of private monopdy, the overall socia welfare under RTM may be higher (lower) than EB,
provided that the political weight of the union is adequately low (high) and the reservation wage
and the union bargaining power are sufficiently high (low). These findings imply that a conflict of
interests between unionsand firms exists also in the case of pulic firms, despite the fact that the
latter takes care also of the unio n @vedfare. Moreover, there are dways conflicting preferences
between the government and consumers.

Upon comparing pulic and private monopdy outcomes, ancther interesting finding emeges.
Although the private monopdy only takes care of its own profit whil e the puldic one cares for the
overall welfare, social welfare may be higher in theformer case (provided that the politicd weight

of the union, the reservation wage and the union bargaining power are sufficiently high). Rather
paradoxically, this finding implies that a government that is extremely sensible to the unio n 6 s
welfare shoud prefer a private monopdy, while the union and the consumers prefer a pubdic
monopdy. In fact at the heat of theidea (even a pdlitical one) that the government must own and
manage a pulic firm is to achieve a social welfare higher than in the presence of a self-centred
private monopdy.

However, this longstanding cornerstonedoes not ded with the existence of labour unionsand the
different bargaining agendas. The finding of the current paper regarding social welfare arises
precisely dueto the effects of the presence of a labour union and reverses the well -establi shed
results shown ealy by De Frajaand Delbono (1987,1989),obtained in monopdies withoutunions
in which, AAs the intuition might suggest, Ww [i.e. the social welfare in the puldic monopdy case]
is greate than the welfare in al other casesd (De Fraja and Delbono,1989,p. 305. Thus, if fla
raison d°treo of a pulic firm is to achieve the highest benefits for workers and consumers, this
paper obtainsan antipoddl result: a welfare-maximizing government prefers a private monopady.

Even more striking is that the more fleft-wingo the government is oriented (i.e. in the sense that it
strongly cares aboutworkersdwelfare), the more preferred the private monopoly is. The remainder
of the article is organized as foll ows. Section 2 presents the basic ingredients of the model, while
Section 3 analyzes the union-firm bargaining proddem in the context of a private monopdy, and
Section 4 re-examines the subject in the pesence of a puldic monopdy. Section 5 deak with a
discusson of the comparative statics of the two scenarios. Finally, Section 6 summaizes the key
findings and impli cationsand suggests directionsfor future research onthe subject.
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2. THE MODEL
Let us consider that there is only onefirm in the market prodwcing goods. The standard inverse
demand furction the monopdist facesis

p=a- bqg
1)

where p and g are the price and quantity of goods, respectively. Assuming that the prodiction
functionis q= JL (e.g. De Fraja, 1993)2 where L is the enmployment, the monopdistd rofit
functionis:
p =(a- ba)g- wg’,
(2)

where w is thewage per unit of output. We assume that the monoymlistic firm is unionised and the
union members are sufficiently large to meet the firmé kabourdemand. We consider thetwo typical
negotiation models of the trade-union econamics (Booth, 1995): 1)the Right-to-Manage model
(RTM) (e.g. Nickell and Andrews, 1983),in which wages are the outcome of negotiationsbetween
firms and unionised labour. However, once wages are set, the firms have the right to chocse the
enmployment levels, and 2) the efficient bargaining model (EB) in which the union and the firm
bargain simultaneoudly regarding wages and enployment (or, more realistically, hours of work)
(e.g. McDonald and Solow, 1981; Ashenfelter and Brown, 1986; Manning, 1987a,b). The union
has thefoll owing utility function:

V=(w-w)L,
3)

where w As thereservation orcompetitive wage. Recallingthat g = JL, (3) kecomes:
V=(w- w)g?,

that is, theunio n ébgective functionisto maximise the total rent. The firm can be state-owned or
private-owned. The social welfare is given by a weighted sum of consumers' surplus (CS), profits,
and urio n 6tifity whose analytical expresson, fdlowing De Fraja (1993),is:

Npyg =CS+p +mV (4)

inwhich theparameter mi (0,1] istheweight attached to theunion's utili ty, assumed exogenously
given, as detaied in the next sedion.

3 As De Fraja explains (1993, p. 462, footnote 8), the rationale for the assumption of decreasing returns to scale
technology resides in the fad that a smple functional form charaderised by constant average and marginal cost leals
to the undesirable result that, if private and public firms have the same cogt, then only the public firm produces al the
output, crowding out the private one from the market.
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3.PRIVATE MONOPOLY
Let usbegin by ill ustrating the case of private monopdy firm* under the cases of RTM and EB.>
3.1.RTM ingtitution

Procealing backwards, with RTM negotiations, the monoplist solves the profit maximisation
probdem at stage 2, oltaining the output as function ofthe wage

-
alw) = 2(b +w)
(5)

At stage one, themonopdist-unionbargaining unit selects w to maximize thefoll owing generalized
Nash product,

max N=(p)"° (V)" =ga- ba)g- we?g  [(w- w)e?],

w.r.t. w

(6)

where b represents the unio n dagaining power. After substitution of (5)in (6), standard
maxi misation techniques® lead to the bargained wage:

Who! =W (1+b) +bb

(7)

and, consequently, theequili brium outputis

Table 1: Equilibriumoutcomes, private monopdy (Authorsé  ocalaul ations)

profits union utility consumer’s surplus social welfare
AT a " a’b o X a'p - [2b(wE+ B)m+1)+2we+ 38
| Ty e | Py e | O™ r————— | oW, = a”[2b(w*+ p)om B b 2
4w+ B)(1+5b) 306" + B)1+ b) S[nn —/‘7)4!-.‘))] P 8{(w* + AX1+b)F
s a(1-b) y. £ a’h CS.. 5 — a'p SW. = a:[lh(_u;—/w’)un-l)—lu‘».?ﬁl
B | Tppy = by = Dpar P, SWoe™ = —— :
4w+ ) - d(w® + ) : 8[( wo+ g l] 7 8(w? = By

4 In the rest of the paper, the subscript PRI (PUB) denotes the private (puldic) monopoly.
5 We note that the equilibrium outcomesof the Smultaneous BB equal those of the Seguential BB for both private
and public monopoly (the straightforward demonstration is omitted here for economy of space).

6 All the detail s about analytica derivations are available upon request from the authors.
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a
2(W +Db)(L+h)

Opmi' =
(8)
Using (7) and (8),the other equili brium outcomes, summarised in Table 1, are easily obtained.

3.2. EBinstitution

Under EB, the private monopoli st-union kargaining unit smultaneoudy selecs at the first stage w
and g to maximise thefollowing generalised Nash prodict

max N=(p)" (V)" =ga- ba)a- walg  [(w- w)qP’,

w.r.t. w,q

9)

From first-order condtionsof the EB game thefollowing system is obtained:

_ al+h)
q(w) _M (contract curve), (20)
w(q) = qw (1- b):;b(a- ab) (rent sharing curve), (11)

Thesolution ofthe system (10)-(11) yields

q EB _ a

PR 2(wW +b)
(12)
Wpg = = Weg ik

(13)
from which the other equilibrium outcomes, reported in Table 1, are obtained.

4. PUBLIC MONOPOLY

Corsider next a puldic monomly firm. The government instructs the public monopdist to
maximise the social welfarein which theweight ontheunio n @tisty islessthan one. In thewords
of De Fraja (1993,p. 460) therationale for this assumption is that fithere may be pdliti cal reasons
why an increase in union utility is not considered as positi ve an occurrence as an increase in the
profit accruingto the Treasury or as areductionin the price of thegoodb. In thefoll owing sections,
we investigate the cases of RTM and EB.
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Table 2: Equilibriumoutcomes, puldic monopdy (Authorsd  ocalqulations)

profits union utility consumer’s surplus social welfare
2 2bm(2w° + f7) ‘ — a‘h - 7
o \ n LT — , RN a p oqrr RTM
Ry > 2w (1 +b-m)-b5 | P 21 - I + B h Yy Sy = SW;y =—m—m—— 0
iy = — £ 2N LRI 22w+ Py (14 by 22w+ BX1+D)
- 2(1—=m) 20"+ Y1+ )
. i a[2w(b+m-1)+bp] piB _ a'b oS - ap s — a(l1-5)
. Tovs 7 ™ 2B T S e T AYI — ) . AR S ] oLy S
22w+ Y (1—m) 202w+ A1 —m) 5 22w+ B) 27 22w + 5

4.1.RTM institution
At stage 2, the pubi ¢ firm maximisesthesocial welfare functionin (4). The maximisation prodem
yieldsthefoll owing output function:

a
b+2[(1- mw+mw]’

q(w) =
(14)

At stage 1, under RTM, the puldic monopdy-union bargaining unit selecs w, to maximise the
generalized Nash product

1-b

_ 8bef 0
max Noyo = (o) (V) =1 Tq +(a- ba)g- wa’ +m(w- w)qli [(w- w)g’]°
wrt.w I y

(15)
wherebistheunio n Basgaining power. Inserting (14) in (15), themaximisation leadsto thewage

aa _ 2W (L+b- m)+bb
PuB 2w (1- m)

(16)
and, substituting bad (16)into (14),the equili brium outputis

R™M a

%w = oWt b)A+D)

(17)
Using (16) and (17),the other equili brium outcomes are easily obtained and reported in Table 2.
4.2. EBinstitution

Under EB, at thefirst stage, the puldic monopdy-union bargaining unit smultaneously selecs w
and g to maximise thefollowing generalised Nash product,
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1-b

- +(a- baya- we +nf(w- w)eli [(w- w)g']
y

3 &b g?
max N, :(SNPUB)“’(v)%f 4+

wr.t. w,q

(18)
Fromthefirst-order condtionsof the EB game the foll owing system is obtained

_ a(l+b)
a(w) = 2m(w - w) + (b +2w)

(19)

2qw (b+m- 1) +b(bqg- 2a)

w(q) =

2q(m- 1)
(20)
whose solutionis
q EB _ a
PUB 2(W_+ b)

(21)

WPUBEB = WPUBRTNI
(22)

from which the other equilibrium outcomes are directly obtained, as reported in Table 2.

5. COMPARISON OF EQUILIBRIUM RESULTS

This section studies the agenda selection under the different firmé swnership and the related
welfare effects. First, we show the choice of the agendaand compare whether and how wages,
quantities, profits, unio n atisity and social welfare differ between the two analysed bargaining
ingtitutions. Second, we compare private and pubdi c outcomes.

— v RM™ EB — -
Let usdefinethefoll owing differentials: Dy =x""- %7, x=p.V,q, W, '_PR"PUB.
5.1.Private Monopoly

Result 1. Wages are identical under RTM and EB’; the profit under RTM is dways Hgher than
EB, while the unio n 6tity amd consumerd surplus are always higher under EB than RTM; SW
under RTM may be higher (lower) than EB, provided that mis sufficiently low (high) andw &, b
are sufficiently high (low).

2 —
WPH >0’ DVPRI <01 [x]pg <0, DSNPRI zOU m<2b (W +b)_+(b +2W—)b_ 2b

Corollary 1. A private monopdy always chooses an RTM arrangement.

7 Given that in a monopoly there is no strategic interadion in quantities (i.e. employment), simultaneousor subsequent
bargaining over wages with respect to the employment choice obtains the same wages; thus, the analysis of De Fraja
(1993, p. 461) on the wages paid by the public and private monopolist under RTM holds true under EB as well.
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Whil e the finding concerning profts, union and consumer is expected, the result that the overall
social welfare can be larger under RTM than EB is unexpeded. However, if theweight attadhed to
theunio n atisity in the social welfare is adequately low, the profit gainsunder RTM are large
enough to overweigh the relative losses for union and consumers in the overall social welfare
evaluation.

5.2.Public Monopaly.

Result 2. Wages are equal under RTM and EB; althoughthe profit tendsto be negative when m
tendsto be sufficiently high under both agendas, this is dways significantly higher under RTM
thanEB,2 andthe profit differential in favour of RTM increases with theunio n haeasing power.
Asinthecase of theprivate monopdy, theunio n Gtiksty andconsumersosurplusare always higher
under EB, while SWis always higher under RTM negatiations.

Proof: DPpys >0, DViyg <0, Dojpyg <0, DS >0.

Corollary 2. Althoughinterested also in the consumer andunio n &edl-being, which are larger
under EB thanRTM, a pubic monopdi st always chooses the RTM agenda asthe private firm.

In line with theintuition, Result 2 states that the puldic monopdy incurs large profit losses when
it bargains also over enployment, especialy when both theunio n @tility is highly evaluated in
the social welfare function and the uniond power is large. In fact given the identica bargained
wages under the two agendas, a larger production (and, therefore, a lower price for the goods) in
the prodwct market under EB than RTM lealsthe marginsfor the pulic company to deaease or,
more precisely, causes the losses to increase. On the whale, lower prodiction levels undr RTM
paying identical wages as in the EB case would guarantee lower total costs for the puldic
monopdist.

The intuition behind Result 2 and Cordlary 2 is that the EB arrangement causes an extremely
negative effect on profits which more than cournterbalance the paositive effect on the unio n ans
consume Awelfare. As a consequence, a puldic monopdy firm behaves like a privat e onein the
choice of the bargaining agenda, despite the utility of the union may have in its objective, at the
limit, the same weight of the pradfit. Therefore, we can conclude that both private and public
monopadies prefer the RTM bargaining agenda.

5.3.Compari son between pri vate and public monopoly outcomes under the RTM agenda

Thefinding that the RTM agendaarises regardless of whether the firm is pulic or private poses
some relevant questions. As the conventional wisdom believes, does puldic monopoly obtain the
highest social welfare under RTM? How does the agendaseledion affect the well -being of each
single agent? To discover the answer, let us define the following differentids:

DxF™ = x5 - x5M , x=w, CS,V, SW.

8 For instance, when a=lLw =0,b=1andb=05
EB are aways negative.

, profits under RTM are negative for m> 0.5, while those under
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Lemma 1. Wages in the private monopdy may be higher thanin the pubic mongpoly, provided

thatw As sufficiently high. Anincrease in munambiguouwsly lowersthereservation wagethreshald,

whileanincreasein b deaeasesit if the unio n poktical weightis high enough?®

Proof. DVF™ 200 wow = (- 2m)b : ikl <0, W~ 4y mﬂ.
< < 2m pm Wb < >2

Result 3. Both consumersd eliare and wionso tility are higher under puldic monopaly.

Proof:

DCST™ = . a’b®(4w +3b) <0 DVF™ =
82w +b)(w +b)*1+b)*>

] a’b’[2mw + b (m+1)]
A(L- m)(W +b)(2W +b)(1+b)?

The rationale for this result is straightforward. The private monopdist selects the enmployment
level, taking into consideration only its labour demand. On the other hand, the puldic monopdist
has a broad objective function, which leadsit to hire alarger number of workers. Asaconsequence,
the industry output and the consumer surplus (which is diredly linked to output levels) in the
presence of apuldic company are larger than with aprivate one. Corncerningtheunion, from Result

3 it is evident that the positive effect of enployment on its utility is always larger than that of
wages. In fact, the union utility differential is always negative, even when the wage paid by the
pulic company islower than that of the private one.

Result 4. The private monopdy is more efficient than the puldic one when b, m, and w Aare
sufficiently high andb is sufficiently low 1°.
Prodf:

DSVVRTMiOU > i = plbd- 3m)+\l_blb(1+m)2+4m];uW°* <0; 2l <O;WVO* >0.

W —w*
< 4bm pm pb pb

FromLemma 1 and Result 4, it can beeasily chedked that, in the relevant parameter space it hads
that w* >w . Therefore, if thereservation and, consequently, the bargained wage are sufficiently
high, the private monopdist restricts its output to such a level that the increase in the final price
guarantees profits which morethan offset thelosses of consumers and the union.

As denonstrated, the answers are not univocal. However, a surprising conclusion is that a private
monopdy may be more efficient than a pulic one, with the private monopolist capturing all
efficiency gains. More interestingly, this occurs when the union is strong, but adso its utility is
highly considered by the government. Moreover, there is a conflicting view between the
government on the one side and workers and consumers on the other side with regard to the
preferred bargaining agenda.

6. CONCLUSION

The present paper has investigated a key asped of labour union-firm management relaions; i.e.
the choice of the bargaining agenda, in the context of a public/private unionised monopdy. The
paper has focused ontheimpact of diff erent agendas, namely RTM and EB, on profts and overall

% We refer to De Frgja (1983,p.461) for athorough analysis of why the wage paid by the public monopolist may be
lower than that which a private monopolist would pay.

101t is easy to observe that this interesting result is dueto the presence of a union. In fact, without unionisation, the
established result of De Frajaand Del Bono (1989)holds true (see also footnote 1).
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social welfare. In particular, we have found that wages are identical under RTM and EB, theprofits
are always higher under RTM, andtheunio rstility and consumer &splusare higher under EB,
regardless of whether theindustry is a private or a puldic monopdy. Challenging the conventional
wisdom, the analysis has found that, under unionisation, the RTM is the preferred negotiation
agendabath for the private and the public company, although the econamic theory considers the
EB agendamore efficient than the RTM one.

Moreover, in contrast to the established literature, we have found that, under RTM, the private
monopdy may be socially preferred to the puldic one, provided that the uniond weight, the
reservation wage and the unio n daggaining paver are high enough. Noteworthy, we have also
foundthat, rather paradoxicaly, the private monopdy is socially preferred to the public onewhen
the government attaches high weight to the unionsd welfare in its objed function. Moreover, a
conflict of interest on the preferred bargaining agenda emerges between the government on one
side and the workers and consumers on the other side. Also, this result presents the characters of a
paradox: in fact despite the fact that the government manages pulic firms precisely becaise it is
concerned aboutthe interests of workers and consumers, it selects the negotiation agenda against
theinterest of those economic agents.

To facilitate analytical tractability, themodel presents some limitations. For exanple, we have used
specific functional forms to define the demand schedule and the union utility. We have considered
only the output choice with homogenousgoodsin the prodwct market The findings in the paper
are also far from being exhaustive. A direct step would beto develop the reseach toward amixed
duopady with price competition and heterogeneousprodicts. Moreover, the strength of the present
results can be verified in an extended game framevork where R&D investments, managerial
delegation, externalities in consumption and capacity chaices are a so taken into accourt.
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ABSTRACT

Satistics indicate that motor third party liahility (hereinafter MTPL) represented more than one
third of total premiums paid in 2015. Inthe same year, Government of Serbia decided to increase
prices on predefined MTPL by 40%. The government, by this step, largely saved the insurance
market Currently in Serbia, there are 18 insurance companes. MTPL forms more than50% of the
total business in most of these insurance companes. But the public isincreasingy speaulated and
discuss aboutthe liberalization of prices for MTPL. In other words, they wantthat the insurance
companes woud be able to independently define premium for this type of insurance MTPL
insurance is concluded during a "technical inspection”, so throughentities where drivers must be
verified each year by the technical condition of the vehicle. These technical inspections ae
affordade and convenient, especially dueto the fact that it is financed by comnissionsfromthe
sale of MTPL. Thefears of experts oninsurance and onthe econamy are: theliberali zation ofthe
MTPL may causes the coll apse of insurance market or it may happen that the insurance entities
begin to merge and begin to create a monopdy at this market According them, the main cause
woud bea price war that ulti mately damages the clients of insurance companies because they wil |
not have to pay damages. The fears do not stop only at the insurance market Same forecasts say
that duethis process the overall econamy of Serbia can run into problems andto poor liquidity.
In this article wewantto confirm or deny public concern aboutthe problems that could occur due
the liberalization of MTPL. First of all we will build on the andysis ofthe experiences fromthe
Sovakinsurance market andfromtheother V4 courtries. This article will focuson theandysis of
insurance market wewill identify oppatunities andapgicationsin the Serbian insurance market
We will examine the current situation in the Serbian insurance market, its hstorical development
and perspectives.

Keywords: insurance, motor third party liabili ty, price, Serbia, Sovakia

1.INTRODUCTION

Serbian insurance market ranksamongthepooiy developed markets, which are Europe's concerns.
Insurance coversonly 2% of GDP. If we compare this situation with the European Union courtries,
there is the share of insurance 7% or more. In addition, the growth in GWP (Gross Written
Premium) is very slow. Without a life insurance and motor third party liability (MTPL) increase
done by the state this increase shoud not excead 2% per annum. The average premium per
insurance pdlicy is deaeasing (life insurance), which is caused by stagnating economies and the
war insurers. Serbian market is charaderized by a large number of insurance companies, which
have a negative impact onthe market Very high competition prevents an increase in GWP through
constant dumping piices. Analysis of the state of the market in recent yeas is not very promising
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for Serbia. One insurance company has alrealy lost a license from the National Bank of Serbia
(NBS) and some other insurance companies left the market Precise statistics and estimates of state-
owned companies with signet insurance contracts donotexist. It isestimated that the share of state-
owned companies is over 30%. For exanple, the largest state-owned company is also the largest
payer of insurance, exadly 18 million EUR per ayea.

After the democratic changes that occurred in ealy 21st century, it was expected that the Serbian
insurance market would be grow rapidly. The arrival of several foreign insurance companies
suppoted mentioned assumption (e.g. Generali, Grawe, Unipadl, Uniqga...). Expectationswere not
nealy confirmed arise in thelast 10 yeas does not exceed 40% of GWP. The GWP of Serbiais
about EUR 670 million including bah life and nonlife insurance. GWP of Slovakia, which has
about 2 milli on inhabitants less is more than 2 billion per yea. Based on the above fact, the
Serbian insurance market can beregarded as a highly undeveloped, butvery potential for thefuture.

MTPL nowadays constitutes almost half of the GWP of non-life insurance in Serbia. It meansthat
its impact on the insurance market is huge. It isimportant for the government to exercise caution
when they want to change the legislation. Several insurance companies have more than 70% of
total premiums diredly from MTPL and are highly dependent on this type of insurance. National
Bank of Serbia (NBS hereinafter) really pushestheinsurersto reduce the share of thetotal portfolio
MTPL premiums. Insurance companies fail to meet the requirements of the NBS, dueto a slowly
evolving market

Theprice of insurance defined by Serbian government andit is notpassble to avoid thelegidative
specific rules. According to the Law on compulsory insurance in the transport sector, government
diredives and guidelines of the NBS, the MTPL insurance is specified and there is detaminated
bonws-malus system Insurance companies are required to strictly keep therules.

Feas of experts who ded with insurance, but also the companies themselves mainly concern the
MTPL market liberalization. Feas are constantly increasing. This is mainly dueto the stagnating
market of other insurance type. In case of deaeasing MTPL prices, insurance companies may face
financia prodems. Mentioned case involves particularly the insurance companies, which are
highly dependent on the analyzed insurance type. Then clients will feel their financial prodens,
because insurers will not have sufficient fundsfor the payment of damages. Experts believe that if
MTPL liberalization occursin the market, the price war will begins and insurance companies will
try to attract customers with cost. They can increase their market share. Marketing costs and
commissonswil | increased, which will additionally burden ontheinsurance sector.

2.METHODOLOGY AND DATA

The reseach is processed by using a wide scde of the scientific methodsand procedures. The
specific range of methodswas based onthe research needsof theindividual parts. Theintentionis
to follow thelogical continuity of this paper, the correciness and the adequacy of information and
data One of the reseach parts is focused onthe definition and the determination of the insurance
and the MTPL. This section is prepared by using the analytical method and the synthesis. We
analyzed scientific pulications and scientific articles, papers by various authors (e.g. Gahor i
Majerl Kov§ - Bartekov§ (2016),Jana | J. i Mariak, V. (2013), Rog&rovs (2015, Rod révs i
Rentkov§ (2016), Komorrek i Majerl &ovg (2016), Janal (2009), Kogk (2007), Jovanovil
(2015)).Empirica reseach has been elaborated and it is based on the case study. We analyze the
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situationin Serbia, in connedion with thelegidation. On the basis of the analysis, we compare the
situation in Slovakia before and after liberalization and denmonooli zation.

Article represents the basis of the planned long-term research which expected the use of more
scientific methodssuch as mathematical modeling which will give more accurate resullts.

3.SERBIAN MTPL MARKET

Thetotal annual sum of insurance in Serbiais 670million EUR. 35.6%is created by MTPL. Next

foll owed by property insurance, hull insurance and other types of non-life insurance. Life insurance
iIstheleast developed type of insurance. Even at present, the situation in Serbiais bad. Less than

5% of popuation has a life insurance contract However, the life insurance sector recorded the
largest increase andit is expected that within five yeasthe GWP of li fe and non-aligned. Compared
to the V4 courtries, morethan 70% ofthe popuation hasakind oflife insurance.

In addition, there is an increase of signed contracts MTPL (more cars). In July 2014 there was a
raise of theminimumtariff pricesMTPL. Thisbrought an increase in prem ums of morethan EUR
50 million. This value does not mean a lot for developed and econamicdly advanced states, but
the Serbian maket represents an increase of almost 10% in non-life insurance The most
appropiiate comparison would be with the yea 2013, dueto changes in premiums in mid-2014.
We may keep arecord premium growth of 33% compared to premiums written. Premium growth
is dueto theincrease in the number of vehicles that we see through the increase in the number of
closed MTPL. In 2015,it was concluded MTPL 288,582morethan in 2014.

Figure 1. The comparison of MTPL increasing and the number of insurance contract (authorse
work acoringto own reseach and www.nks)
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Theloss ratio remained at the same level of 33% of the increase in insurance could be used for
purpases other than the payment of damages. We can exped an increase in the loss ratio in the
future, mainly dueto theincrease in the value of vehicles and their spare parts. According to the
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experience of theV4 courtries, we can exped that theincrease will becaused by theever increasing
compensation for persona injury of passengers.

MTPL sale works through technical inspection of vehicles (TPV) as well as through insurance
agents (the enployees of insurance companies, independent agents - entrepreneurs and insurance
intermediaries). Today, there are over 1300technica inspedionsof vehiclesin Serbia. The vehicle
insurance can be sold during them Exact statistics are not known, butit is estimated that almost

70% of MTPL can be sold through mentioned sales channel. For comparison, 161 TPV currently
operate in Croatia and only 280in Turkey. Some insurance experts claim that it is necessary to
prohibit the sale of TPV through MTPL. Experts cdl for stricter regulation of the sale of MTPL
market. On the other hand, TPV holders are concerned. The main prodem is thelack of resources
for their nomal functioning, unlessthey are able to earn commisson on MTPL sales. Huge market
TPV competitionled to the minimization of pricesfor technicd inspedion. We can prove anumber
of exanples, when TPV providetheservices to verify thetedhnical competence of the vehicle free
of charge. The only income comes from the sale of MTPL.

Figure 2 Comparison of liquidated damages, GWP and MTPL (authorsEwork acwrding to own
reseach and www.nlxs)
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Thelaw on compulsory insurance in the transport secor in paragraph 45 commandsthe maximum
commisgon of 5% of gross premiums. The am of the Act was to ensure a compettion between
sales channels and a balanced competitive environment. Whereas the third insurance market
consists of MTPL only, this obligation of insurance are met andthey are still looking for additi onal
ways to motivate sales and distribution channels to prefer a particular insurance company. MTPL
priceisclearly afix set by the State Thereis no alternative to motivate sales networksthan through
commisgons. It is estimated that the average reward per sale is higher than 5%.It can bereceved
through marketing, rental and so on. The average fee for other types of insurance is around20%,
so that it isdifficult to believe that the sales network will be sold MTPL for 5%.

67



18n International Sientific Conference on Economic and Scrial Development ¢
oBuilding Resilient Sacietye ¢ Zagreb, Qroatia, 9-10 December 2016

Insurance Act permitsin Serbiaonly by an entity sellinginsurance pdlicies. Insurance palicies can
be sold by:

1. Insurance companies

2. Theinsurance agent - traders

3. Insurance agents - alimited liability company or joint stock companies

4. Insurance intermediaries (brokers)

5. Other specid licenses granted

6. Other legal entities in accordance with pre-defined and restrictive rules.

TPV have theright to sell licensed insurance as the insurance agents. In most cases only they sell
MTPL. They generate an additional income and bring competiti ve advantage and higher profits.
This type of business has become lucrative. It attracted several entrepreneurs before today's state
of theprice war.

Besides TPV, there are more and more agencies that spedalize in handing documentation
regarding registration of cars. The Agency provides clients a free TPV and aso the MTPL
insurance padlicy. If their only business is an administration in restoring registration ofthe vehicle
andit will charge lessthan $ 10, it'salmost impossbleto establi sh thisbusiness It is clea that they
ean money from the sale of MTPL insurance.

Fleet car insurance aso hasitsrole in theinsurance market It isstill greate, because of the growth
In thenumber of cars registered in the company. Companies are trying to optimize fixed costs, and
oneof those costs is certainly insurance. As an example of a company that owns 80 trucks. The
average insurance for a truck is 1300 EUR including MTPL insurance, hull insurance and CMR
insurance

1. MTPL and costs of registration - 690 EUR per yea

2. Hull insurance - 370EUR per yea

3. MR insurance - 240EUR per yea.

In cases where the company owns 80 trucks, general insurance is U 104,000per yea. Eath
percentage savings includes savings on fixed costs. CMR and MTPL insurance are applicable to
third parties. The quality of cover is not essential for the company owner (although shoud be),
who creaes an additional presaure onthe price of insurance. It is common for insurance companies
to providediscourts on other types of insurance negotiated by thefirm. In this particular case kasko
(ully-comprehensive motor vehicle insurance) has come to alevel of 230 EUR per yea insurance
for onetruck with trailer (CMR 170EUR annual premium).

Other insurances than MTPL are getting to levels below current standards. It causes a negative
technicd result of insurance. The total paid damages for hull insurance were 4,251274,000RSD
in 2015.Total premiums written were 5,984,490,00(RSD. It foll ows that 71%of written premiums
is created by damages. The commisson for brokers is 20%. If we count the 20% brokerage
commisgon, marketing costs and overheads together, insurance companies operate at a loss
Insurance companies are not cgpable of limiting the decline in premium per insurance unit. They
try to reduce the coverage for hull insurance, which contributes to clientsEdissatisfaction. The
whale probdem starts at MTPL and strong competitionin thefield of insurance.
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4. MTPL REGULATORY FRAMEWORKS

Three laws directly affed the MTPL insurance in Serbia. There is a number of government and
NBS decisions, namel:

1. Insurance Act - defines general insurance market and operators' behavior in this market.

2. Thelaw on compulsory insurance in transport - definestheright area MTPL.

3. Thelaw ontransport safety - marginally definesMTPL.

4. Thedecison of NBSin thelowest price MTPL

5. Decision NBS bonws-malus system

All measures, regulations and laws including MTPL aim to define exadly MTPL and prevent a
disloyal competition. Things work differently in practice, there is a need for tighter controls carried
outby the NBS.

Thelaw onthe compulsory insurance in transport distinguishes four types of insurance
1. Insurance of vehicle ownersi MTPL
2. Insurance of passengersin pubic transport from the consequences of theaccident
3. Insurance of aircraft owners from liability to third perties and passengers
4. |nsurance of owners of baats.

MTPL Act definesall theformalities related to the insurance claim settlement and theway to record
badk with insurance

We can say that the law on compulsory insurance in traffic is clear and well-conceived. The
legidation could change in individual acts that define the TPV and their work. Appropiate
seledionwould be atightening of the market rules. TPV shoud beprimarily concerned with safety
in traffic and not with the selling ofinsurance. A regulated TPV price TPV may help that goal. It
would be necessary to define clearly the sales channels of insurance and to prevent income from
the sale of insurance to those who shoud have their income from other adivities (i.e. from those
for which they are registered).

5. THE MTPL MARKET IN SLOVAKIA AND IT EKISTORICAL CHANGES

Themarket with acompulsory insurance for damage caused by motor vehicles (hereinafter referred
toasMTPL) wasuntil 2001themonopdy of the Slovak Insurance Company. Adoptionof the Act.
381/2001 Cadll. The market has evolved and in 2002. 1t began to write its history without a
monopd. Seven insurance companies started to offer this type of insurance (Allianz - Slovensk §
poisVRy, a. s.; Lesk $0isVR a Slovensko, a. s.; ERGO poisSvRa, a s.; Generali PoisSovRa,
a. s.; Komung napaisSvRy, a. s.; KOOPERATIVA paisSvRa, a s.; UNIQA poisSvRg, a. s.).

Huge business oppotunities occurred when the market was denonopdized. Insurance companies
faced a particular risk, because they were entering uncharted territory. Insurance companies felt
the critical neal for a guarantee fund. They did not know the suitable level of financing. The
Guarantee Fund mys compensation for the uninsured or unidentified drivers. Neither former State
Slovak insurance company did not have exad figures how many drivers were moving around
Slovakia. A comparison with pdice datebases did notexist. It was therefore necessary to begin to
estimate the amount of the guarantee fund only "by an estimate'.

Anacther much more seriousand still actual threat, istherisk of longterm commitments from third
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party liability insurance (MTPL). These long-term commitments lack a sufficient historicd
statistics, so they are difficult to predict. During theliability insurance (which is also the PDP the
complexity of the situation is in the fact that the insurance company findsany harm doneto the
client duringthe period of insurance condtionsbaoth on property and personal health. Their injuries
in theform of long-term health probdems are a clear exampl e that often does not show immediately
after the accident. If an insured person replies onbroken two yeas later, still she has the right to
compensation for camage caused to him."

After initial prodemsin 2004,the price war amonginsurers began. It was caused as aresult of the
objective of obtaining the greatest number of clients. This brings MTPL (Motor Insurance) to a
negative technica result and certain market players start to think about this type of insurance.
Slovak econamic reforms and the continuousincrease in the number of motor vehicles have
resulted in progress in the sector. Insurers believe that clients can easier obtain if they have already
concluded MTPL. Thisassumption provesto bewrong.

The situation is not different on the MTPL market as it was 5 yeas ago. Moreover, it creates an
additional price presaure caused by the growing influence of insurance intermediaries low price
MTPL insurance presents as its main sales argument.

6. RECOMM ENDATIONSFOR POLICY OF SERBIA AND THE SERBIAN INSURANCE
LAW

We formed seven recommendationsfor MTPL legidative framewvork:

1. Theliberalization of markets shoud runin asufficient advance. Insurance companies and sales
networksneed enough time to prepare.

2. The liberalization will bring lower MTPL prices L, which would be necessary to limit by the
functioning bonusmalus system and asing e datebase of claims,.

3. In addition to lowering piices, we can expect an increase of marketing costs and cost of
obtaining the client (commisgons).

4. Toincreasethe MTPL commisson of 5% to 15%, necessary to abali sh insurance companies and
sales channdls for the speculation of additional expenditure ontheaaquisition ofthe client.

5. Before starting theliberalization, firstly to raise initially MTPL premiums. Then the subsequent
decline will not affed the quality of the settlement of claims.

6. State-set TPV prices.

7. Qearly definewho and uncer what conditionscan sell MTPL insurance

In addition to legidative changes, it is necessary to prepare for the liberali zation of the insurance
company. Therefore, we present the several recommendations:

1. Focuson proftable types of insurance with smaller market shares.

2. Establish aclear strategy and action dan in the event of market li beralization M TPL.

3. The share of MTPL insurance in the portfolio shoud notexceed its share of the total market. It
is difficult to change it, but the way leads through innovative life insurance and nan-life insurance
prodicts.

4. Ded with the most innovative and prditable type of insurance.
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7. CONCLUSION

Serbia's insurance market is highly dependent onthe MTPL market development. Therefore, itis

more than important to decide on strategic changes very carefully. The question arises whether the
liberalization of the market MTPL is really necessary? If it is necessary, we can find ancther
guestioni to what extent? But perhapsthe more important question is: What are the expectations
of such liberali zation?

We cannot answer to the first question but we can say that, at this point, liberalization does not
bring an increase in premiums or better protedion forthefinal consumer - theclient. Serbia's path
to the European Union will cause the market liberalization of MTPL. The question is: How the
li berali zation will be applied in practice? We can take Slovakia as an exanyple; we can observe the
li berdi zation of theinsurance and a so the demonopdi sation. Positi ve and negative impacts of this
change can beidentified. Therefore, it isimportant to establi sh clea rules.
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ABSTRACT
In North African couriries (Algeria, Morocco, Mauritania and Tunisia), a considerable
improvement of the situation of the telecomnunication operators has leen naoticed during the
nineties. The ewolution in these courntries wasvery different depending ontheir economic palicies,
their effort of reorganization of their telecomnunication secior and their techndogical change.
Theses differences will be exhibited and analyzed by comparing the operatorsd erformances over
a cecade (19921 2001). Our approach is based on the Promethee Il method andthe software
ARGOS, a multiple criteria andysis is performed, taking into accounta larger scopeof andysis.
This method of analysis provide the two dimensions of performance for Promethee : that are the
service to the commnunity andthe enterprises performances, often in conflict.
Keywords: case study, multiple criteria decision aid, Prometheg African telecommnunicationsre-
forms, dynamic performance andysis

1.INTRODUCTION

Since the beginning of the eighties, the telecommunications sector knew two gred evolutions: a
fast evolution of techndogy on one part, and several padlicies implying regulatory reforms, the
li berali zation and the privatization ontheother part. These evolutionsdiffer according

to courtries and to their development levels. If the developed courtries knew very ealy the waves
of liberdlization, privatization, and globalization of their economies, it is only at the end of this
20th century that the African pullic companies knew these phenomena, since they remaned for a
longtime the kept hurting of the authorities.

Some arguments were advanced to explain this tendency and why these companies kept alevel of
financia prdfitability and/or prodictivity which is generally regarded as very low, if not poor [12,

14]. Theemonamic opening by theliberalization for the services market and the deregulation of the
communication infrastructures sharpened the appetite of the principal telecommunications
operators of thezone OECD [9, 15] and privatization has become common across Africa [8]. And,
evenif thereare still very strong disparities between the variouscourtries of the zones North Africa
and Midde East, atrue explosion shocked the telecommunications sector during these last yeas.

The number of private fixed lines knew or will know a clea increase (up to 67% between 1999
and 2007acmrdingto IDATE). First operatorson Internet made their appeaance

The national markets were opened to the competition and the services of mobil e telephony fave
been developed.

Let usconcentrate ourselves on Maghrebian telephory. We are interested in theregulatory reforms
in five courtries. Algeria, Libya, Mauritania, Morocco and Tunisia [17]. Like other developing
courtries in Africa and elsewhere, the Maghreb courtries have modified serioudly their lawful
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framavorks for attrading foreign private investors and they have recently opened their telecom
networksto the competiti on and the privatization: the state monopdy of thetelecomis finished.

All of them have reorganized, at the end of the nineties, their set of legal rules for facilitating the
needed foreign investment and settled different control authorities, Libya still being penalized by
its past behaviour, reprobated bytheinternational community.

In the comparison of thefour other countries, appeared severa diff erencesin terms of reforms and
of key maaoemnamic and secto r figsires, these differences may be considerable in terms of
maao econamy and demography : the comparison of telecom performances must then lay upon
ratiosand produtivities, rather independent of the sizes diff erences.

We shall focusthispaper onquantitative methodin view of comparing performances of thetelecom
Maghrebian secibrs.

The Section 2 will present the multiple criteria ranking by the method Promethee Il included in the
software ARGOS

This analysis highlight the evolution of the productivities and the service and enterprise
performances of four courtries secors among the five quaed in the previous paper : Algeria,
Morocco, Mauritania, Tunisia, since it was impossble to obtain the correspording figures for
Libya.

2. MULT I-CRITERION ANALYSIS BY PROMETHEE OF THE
TELE COMM UNICATIONS PERFORMANCES OF THE MAGHREBIAN OPERATORS

2.1.Data and ratiospresentation

Thedata concerning thetelecommuni cationsoperatorsin thefour Maghrebian courtriesduringthe
period 1991 2001are gathered in Table 1 hereafter while on Table 2, we computed ratios keing
free of therates of money changes and inflation.

2.2.Realling the Promethee || method

Multiplecriteriamethodsare well knownintheliterature[6, 16,19]. Oneof thebest known method
isthe sesoondrelease of Promethee Il by Branset al. [1]. The Promethee I| metodisan outranking
multi ple criteria device that provides a preorder of items by making pair wise

comparisonsof these items (telecom sectorsin our case), first for each criterion, and then for all
criteria. Thefina ranking is obtained according to the deaeasing order of the preference flows of
the items. Among the six kindspropased by the method, we used only onekind of criterion: the
pseudo-criterion with alinea preference between the two threshalds(Fig. 1).

Figure following onthe next page
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Fig. 1. Thelinear pseudo-criterion used in Promethee : P(d) = 0 if |[d| Oq, there is indifference
P(d) = 1if [d| > p, thereisastrongpreference P(d)=(|d[l q)/(pi q) else, thereisaweak preference

P(d(a, b))

-p | U q P dfﬂ, h)

Let a and b stand for two items and let d(a,b) be the difference of their evaluationson a criterion
c. We asaume that a paositive d(a,b) correspondsto a preference for a over b. The preference
function P(d(a,b)) is assumed to take the value 1 as soon as the preference is strong (=clealy
stated), i.e., when |d| > p, the preference threshold, and is assumed to take the value O when an
indiff erence between a and b is decided, since their evaluation dfference

does notread the threshod g. Between these two decisions, awedk preference is expressed and P

linealy increases with d.

Thus, this criterion states that a is surely preferred to b when P(d(a,b)) = 1. For the sake of
simplicity, let uswrite Pc(a,b) [ Pc(d(a,b)) : the preference function forthe criterionc.

Themethoddefines then amulti-criteria preference index as the weighted average of the preference
functionsPc for all criteria. In our application, we considered that the three criteria of ead point
of view had thesame weights. In adecisionaid context, thereisasubtle aid to supdy to thedeciders
for the choice of weights attributed to the criteria (for instance, the software visual decisionand,in
some respect, ARGOS present a specid aid for this allocation of weights). In a context of multiple
criteria analysis where no stakeholders are considered, the choice of weighting must be neutral if
no socio-enamic consideration indicates a specid weighting. This is the reason why we have
adopted everywhere the same weights of criteria, families and dmensionsof performance.

Theindex Phi (a,b) is computed bythe next equation :

Phi (a,b) = [P1 (a,b) + P2(a,b) + P3(a,b)] /3. (1)
Thisindex is called the (multi-criteria) preference flow of a over b. We are more confident that a
is preferred to b accordingto all criteria of the considered family, when theflow valueis closer to

1. Of course, aissurely preferred to b, when theunanimity of criteriaisin favour of a, and Phi(a,b)
= 1then.
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At this stage, Promethee propases to buld agraph onthe set K of considered items : its nodes are
all of the compared items : a,b,c, . . . of K; thearcsjoining two items are valued by Phi(a,b) and
Phi(b,a) for apair (a,b). Then, themethod computes two flows for an item a:

Phi+(a) = x vk Phi(a,b) : theleaving flow;
PhiT (a) = x bvk Phi(b,a) : theenteringflow. (2)

Onemay interpret theleaving flow as a multi-criteriaforce of preference of a ontheother itenmsin
K, and the entering flow as a multi-criteria preference weakness of a.

In Promethee I, a balance of flows is completed, delivering a net preference flow for ead item a
onall of the othersiterms andfor all criteria of thefamily:

Phi(a) = [Phi+(a)] T [PhiT (a)] : thenet flow in favour ofa. (3)

Usually, by ranking the net flows in a decreasing order, we obtain the preference ranking of the
items, the positive flows being associated to the dominating items and the negative ones to the
dominated ones. An important pointisthat we did notdividetheflowsby (ni 1), n beingthenumber
of items in Eq. (2), like in the clasgca metod, in order to point out the maximum number of
possble dominances.

2.3.Methodology of the multi-criteri on analysis at threelevels

In order of analyzing by a multi-criterion method the performances of the telecommunication
secorsin the four Maghreb courtries, we took as a starting point the work [7]. Authorsbased their
analysis on two dimensionsof performance of the public companies. namey the eff ectiveness of
thepulic service and theefficiency of those in terms of using resources. These authors constituted
a hierarchy at 3 levels of the selected criteria. Here we have initialy incorporated 3 basic criteria
to constitute a coherent family and that for 4 families, which are then gathered into two dimensions
of analysis. Table 2 presents this hierarchy and the preference and the indifference thresholds of
the adopted twelve pseudo-criteria.

According to the first dimension described as tedchnical-econamic, we aim at collecting the
performance of the sector from the points of view of theuser intechnical terms and of theeanomic
health of the sector : they will bethetwo families: econamic and|ines.

This first dimension is a general performance function meauring the importance of the (pubic)
service given to theuser and to the courtry by thetelecm sector. The second dimension evaluates
the physical and financial enterprise performances of the set of companies of the telecom sectors;
thisis doneby courtries and they are entitled under the names of family: traffic and income. We
adopted only onetype: thelinea pseudo-criterion (with two threshalds of decision), since thistype
fitswell less reliable data than usual and avoids a strong peference for asmall variance. Thefirst
threshdd (q) isthelimit between a decision of indiff erence between two actionsand a decision of
wedk preference

For the calaulation of multi-criterion preference flows of all sectors, we used software ARGOS [5],
which has the advantage of being able to trea diredly two levels of hierarchy of criteria. Recl
however that the multi-criterionflows are notreduced in an interval [0,1] in this software, asit was
in the original Promethee method. Table 2 synthesizes the criteria and the famil ies with their
threshdds. The second column indicates the thresholds g which mark the end of an indifference
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betweentwo operatorsdue to the weaknesof the differencesin evaluationbetween these two
operatorson a samecriterion; athird column indicatesthe thresholdsp and a last column shows

the preferable direction (max or min) for each criterion.

Table 1- Multi -criterion data representing the networks of 4 countries of Maghreb.
(Continueson the next page

Networks Outgoi ng total | Persoilllel | Principal 1 ncome I nvestment | Population
of the Years | traffic (minutes] | (full time) lines | Teledensity* (USD| (USD] (*1000) (7)
country m 2 (3) 4 ©) (6)

Algeria 1992 118014 368 19 208 962247 36.627 245192307 | 173397435| 26271
1993 78289000 22712 1068094 39.715 287066381 | 148479657| 26894
1994 79000000 18492 | 1122409 40.820 250114090 | 108528237 27496
1995 84332632 18423 | 1 176316 4.921 224464960 | 77465379 28060
1996 93040368 18554 | | 278142 44743 227506849 | 128493150| 28566
1997 157712352 18817 1400343 48213 224345867 | 98631 086 29045
1998 121 282248 18230 | | 477000 50.056 287243 893 | 146 305754| 29507
1999 143415168 17809 | | 600000 53.422 290821 691 | 114465975| 29950
2000| 151837328 17900 | 1761327 57.965 305607228 | 105465 311 30386
2001 209191 000 17900 | | 880000 60.968 361 642061 | 96464646 30836

Morocco 1992| 102577360 |l 484 654000 25.600 563700234 | 257611 241 25547
1993 125073168 12632 827000 31.724 500537634 | 19365%13| 26069
1994| 130011 616 13396 | 1007000 38.&21 550108695 | 269130434 26074
1995| 129986000 14626 || 128000 42.373 659367681l | 312412177 | 26621
1996| 129343496 14772 |1 208000 44.461 695183486 | 197591 743| 27170
1997| 149570000 14208 | | 300528 47.561 683001 049 | 180 797481 27518
1998 181 000000 14150 | I 393355 50316 773541 666 | 131 666664 27692
1999| 219500000 14068 | | 471 000 52.786 867857142 | 237346 938| 27867
2000| 245000000 14511 | 425000 49.643 1 128 880 526 221 072436( 28705
2001 270000000 16200 || 191 335 40.841 | 415929203 229209687 29170

Mauritania | 1992 4 357334 400 6 750 3.262 25830173 | 401 815 2069
1993 4277511 410 7499 3.531 20428772 329 429 2124
1994 4503822 456 8426 3.865 24 081 566 9443 275 2180
1995 4127943 451 9 249 4.135 24 936425 12391 153 2237
1996 4889159 443 10 204 4.444 27444 978 17431 861 2 296
1997 5475163 456 13045 5.535 29720118 12683569 2357
1998 6 300266 44 15030 6.213 28278862 5565577 2419
1999 8078267 480 16525 6.655 2880974 4095269 2483
2000 9029041 720 18 969 7.445 25230202 4830423 2548
2001 9800000 600 25199 9.640 26905588 4462846 2614
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Tunisia 1992 068 767 000 7 500 374 848
1993 69 392 (K0 6314 421 362
1904 80 000 000 6432 474 253
1995 87 529 704 5 800 521 742
1996 94 052 984 5975 584 938
1997 97 903 (00 622] 654 242
1908 115 000 000 6421 752 180
1999 140 000 000 6 567 850 381
2000 164 000 (KX) 7011 055 131
2001 174 000 (XK 7 400 1 056 209

44.329
48.679
53.978
38.217

63.984

70.821

80.576
89.802
09,638
108,887

200 000 D00
194 000 000
218 811 881
262 105 263
206 97 216
326 126 126
350 877 192
378 151 260
400 729927
475 694 444

126 136 363
129 000 000
121 782 178
134 736 842
198 969 072
138 738 738
156 140 350
104 201 680
159 124 087
212 500 000

8 456
8 636
8 786
3962
9142
0238
9335
9 460
9 586
9 700

* This column is expressed in: =/ 1000 inhabitants.

Sources: Algeria ~ Ministry for the Post and Telecommunication {MPT); Morocco — National Othice of the Post
und Telecommunications (NOPT); Muuritania — Otlice of the Post and Telecommunications (OPT); Tunisia -

Tunisia Telecom.

Table 2 - Ventilation of the criteria according to the familiesand dimensions, the

thresholds.
Dimensions, families, criteria Threshold g Threshold p Criterion direction
Technical-economic evaluation
Economic family of criteria:
— traffic part for 1000 inhabitants = (1)/(7) 500 5000 Max
— traffic(* 1000 min)/ sector income = 1000*(1)/(5) 10 100 Max
— investment part for 1000 inhabitants = (6)/(7) 500 5000 Max
Lines family of criteria:
- teledensity = (4) 5 50 Max
— number of lines/ number of personals = (3)/(2) 2 20 Max
— number of lines/ sector investment = (3)/(6) | 100 Max
Sector performance evaluation
Traffic family of criteria:
— traffic/number of lines = (1)/(3) 20 200 Max
— traffic/ number of personals = (1)/(2) 100 1000 Max
— traffic/investment = (1)/(6) 0.25 1 Max
Income family of criteria:
— sector income/number of lines = (5)/(3) 200 2000 Max
— sector income/number of personals = (5)/(2) 1000 5000 Max
— sector income/ sector investment = (5)/(6) 2 8 Max

Source: calculation of Karim Sabri from ARGOS results.
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Table 3 - Promethee || preference flows of general perfor mance dimensions by sub-periods
for telecomin four Maghrebian countri es.

Algeria Morocco Mauritania Tunisia
7 3 -
S8 | 4 | & | 4 | & | % | &2
2 2 2 2
1992 -32 12 -5 -1 60 -39 -22 27 0
1993 =27 -6 -2 6 30 -38 -2 39 0
Before change -59 6 -7 5 90 =77 -24 66 0
1994 =27 -6 -3 7 30 -38 1 36 0
1995 -24 -3 -9 3 28 -37 5 37 0
1996 -30 -1 -10 -5 32 -32 7 39 0
1997 -20 4 —-14 -1 28 —40 5 38 0
During change -101 -6 -36 4 118 -147 18 150 0
1998 -30 2 -3 -3 32 -40 2 40 0
1999 =31 -1 -5 2 32 41 5 39 0
2000 -19 1 7 -6 9 -36 3 41 0
2001 -22 7 9 —11 15 -35 -2 39 0
After change -102 9 8 -18 88 -152 8 159 0
Total -262 9 -35 -9 296 -376 2 375 0
Source: calculation of Karim Sabri from ARGOS results.

Table4 - Promethee || preference flows of perfor mance by families of criteria by sub-
periodsfor telemmin four Maghrebian countries.

Algeria Morocco Mauritania Tunisia
5
sle gl =leleldl 0=lelel g . l=leleld]l.|l=]5
|l E |8 |E B8Pl E[SE]l S A|=]B]E]|S|A]R
&) ) &) o
02 -1a[-8[7[520[3[=2[-6[5[-6[30[30[-23[-16|21[-12[-10[21[6 ][5 [0
1993 -12 | <15 |-6] 0|33 |-t |-1|[-1|7| 4|6 |24]|21|-17]-8]6|-8[28]11]37]0
Before | e | a3 | 1|5 53|-a|=3|-7|i2|=2|36|54|a4]|=33]13]|6|-18| 20|17 |a2]0
change
94| 15 [-12 713330 o |74 w20 20]-18]-8]8[-7[26|10]37]0
1995] -10 [ 14 |-4| 1|27 |-6|3|-2|5]-6| 8 |20|-18|-19|-9| 8 |-3|24]|13]42]0
1996 <15 | <15 |-1] o |31 ]-6| <4 |-9|4|-15|12({20]|-13|-19] 0|9 |=2|24]|15]|46]|0
19971 -5 [-15|4]o|-16|9|-5|-6]|5]-15|9 [19|=20]-=20]-12] 5|0 |23]15]43]0
During| 451 s | 8| 2 |-107]-24|-12|-1721 =32 39 | 79 | =71 | <76 | 29| 30 |-12{ 97| 53 | 168] 0
change
1908] -15 |15 [4]2[-28[ 3|0 |-8|5|-6|14]18|-20]-20[-8[5 |3 |23[17[22]0
1999| <17 | 14 |0 |-t 32 |-10] 5 [-1|3|-3[20]|12|21|20]|-9]| 8 |=3|21|18]44]0
2000 -6 | =13 |-1|2|-18] 4|1t |-5]-1] 1|81 |-16]20]27]2]1|2]19|l44]0
001 9 [-13|1]|6]-15]-5|14|-5]-6]-2|15]0|-16]-19]20]2]0(20]19]37]0
After | 491 55 4| 5] -93 |-22| 30 [=19] 1 |-10] 57 | 31 | =73 | <79 | -64] 13 | =5 | 86 | 73 |167] 0
change
Total |-118 [-144 [-3[ 12[-253[-50[ 15 |43 34[-44[ 132|164 [-188[-I88 [-80[ 37 [-35[232[143[377[ 0
Source: calculation of Karim Sabri from ARGOS results.
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3.4.Interpretation of the results of the multiperiod and multi-criterion rankings
Accordingto Table 2, we got three levels of analysis of the performances of thetelecom seciorsin
Maghreb for every yea 1992 to 2001. At the upper level, we obtained Table 3 that is the
aggregation of preference flows of Table 4, that are the four applicationsof Promethee Il to the
dataof Table 1 for each family of criteria, taking into accountthe ventil ation and the thresholds of
Table 2. Ead cell of Table 4 contains a multi-criterion net preference flow (multiplied by ten for
more readability) indicating how much the corresponding courtry secior daminates the other ones
in this family, if it is positive. A negative flow indicates how much the secior is dominated by the
othersin its family. For instance in 1992,the Mauritanian sector dominates the 3 other secorsin
traffic and income (he flow is then +30/10 = +3). All other figures results of flows additions,
vertically or horizontally. The horizontal total additionsgive zero, since the flows of dominating
secbrsare exactly compensated bythose of the dominated ones.

Let us interpret some figures of Tables 3 and 4. For instance we shall compare the first line
representing the yea 1992 and the last line of the yea 2001.In these lines, we observe first the
traffic performance remembering that thetraffic family will synthesize 3 criteriathat are theratios
where the importance of traffic is reported respedively to the number of lines, to the number of
personals and to the investment. These 3 ratios can be considered as 3 measures of prodictivity in
terms of traffic produced by the available resources of ead secor in lines, manpower and capital
variation. In 1992, we observe that Mauritania hes a positive flow of 30 while Morocco, Tunisia
and Algeria have the three negative flowsi 3,712 andi 14 respedively.

For understanding well these figures, we must rementper that we proceed to a multiple criteria
comparison of relative performances of the 4 seciorsand that the sum of these four figuresis zero
(at theroundngclose) i the balance of flows by family and by line should be zero. By ohtaining a
high positive preference flow of 30, we see that the telecom sector of Mauritania in 1992 is
dominating the other 3 seciorsof Morocco, Tunisiaand Algeriain terms of its cgpadty to prodiwce
good matiostraffic/resources.

The Algerian and Tunisian sectors have relatively wea ratios.

Nine yeas later in 2001,the situation of this famly is quas similar except for 2 observations: if
the dominance of the Mauritanian secbor (a flow of 15) on the 3 others still exists, itsimportance
has been divided by 2, while the Tunisian sectbor is now secondin theranking forthis family. Let
usconsider for these two lines 1992and 2001, the relative performances in terms of prodiction of
income with these same resources, i.e., thefamily of income

In 1992, the dtuation of the four compared secibrs is nealy the same for this ratio
income/resources. Mauritania has the same dominance (30) and therankingisidentical; thisis not
a surprise since a higher traffic for given resources shoud generally prodwce a higher income.
However, it must be observed that the Moroccan secor has reached the Mauritanian sector
performances in 2000with a flow of +11in 2000and +14in 2001.This disparity of performance
of the Moroccan sector in terms of traffic and income could be explained by an increasing of the
price paid by minute in this sector since 2000. This tendency of a betta relative financid
performance of the Moroccan sector is perceptible during all the sub-period 19981 2001 that
foll ows the phenomenaof privatization ofthis secbor.
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If we aggregate the flows of the 2 famlies for obtaining the flows of the general enterprise
performance showed in Table 3, we are not surprised that the Mauritaniad sector is still considered
more dominating in 1992with a mark of 60. Since thetraffic and the income ratiosreported to the
same resources are nomally highly correlated, it seens that there is some kind of doulde courting
in these aggregatad flows in this dmension of enterprise performances. This pdential doulde
courting tendsto disappea when a differential of prices marks the compared secbrs like in the
yeas 2000and 2001.

Until now, we can summarize our analysis by observing that the Mauritanian sector has higher
ratios of traffic and income than the 3 ather secorsbutthat thisrelative better performanceisno
more true with respect to the Moroccan secor that becomes the best or equivalent in terms of
income and notin terms of traffic at the end of the period 191 2001.The last observation that the
Moroccan secor has relatively progressed in terms of income but notin traffic ratiosmay leave us
with the suppasition that the privatization was not so favourable to the consumer who will pay a
relatively higher unit price.

So it is useful to olserve the other genera objective of atelecom sector : its capacity to supply
some public ser-vice, measured here by the prodiction of lines by 1000inhabitants and by used
resources in terms of manpower and investment for the family lines, and measured for the family
eoonamic by thetraffic and the investment of the secior reported to the number of 1000 inhabitants
or to the sector income. As thetheory annourced it, there may exist some confli ct between the two
general objectives of the enterprise performance and of the public service, although the relative
excdlence of asecior would be to bevery goodin thetwo dimensions. Clealy this kind of relative
excedlence is not readed by any Maghrebian telecom sector. Indeed, we observe on Tables 3 and

4, that the Mauritanian sector, that is the best in terms of enterprise performances, is also theworst
in terms of service to the consumers and to the econamy, and that for all the period 19921 2001.
This result is no more astonishing if we recdl that the Mauritanian telecom sector is still little
developed.

From a very general point of view, by looking at the total of flows for the whole period at the
battom of Table 3, we read thefollowing figures for the service: Tunisia375,Algeria8, Morocco
110 and avery low scoreof i 374 forMauritanial

Thisclearly meansthat the Tunisian telecom secor prodwced therelatively best servicein Maghreb
and the Mauritanian one the relatively worst. For the other dimension of enterprise performances,
it is also clear that the Mauritanian secor was the best with a score of 297 and the Algerian one
was theworst with amark of 1 261. The general rankings acarding to each of these 2 dimensions
and together are thus:

Table following onthe next page
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Table 5- The general rankingsaccor ding Enterpri se perfor mances dimension and Service
technical-economic dimension.

e Enterprise performances:

1. Mauritania (296),
2. Tunisia (2),

3. Morocco (—35).
4. Algeria (—262);:

Tunisia (375). 3. Morocco (—9),

e Service technical-economic:
2 4. Mauritania (—376);

. Algeria (9),

e Together:
1. Tunisia (377), 3. Mauritania (—80),
2. Morocco (—44). 4. Algeria (—253).

Source: calculation of Karim Sabri from ARGOS results.

Finally, let us observe that the Tunisian telecm secbr is the sole secior having a pos tive
preference flow for the two dimensionsfor all the period (2,375):it is not so far from a relative
excdlence in Maghreb.

3.SYNTHESISAND CONCLUSION

Accordingthe Promethee |1 multi ple criteria comparisonsof the four countries, taking into acamunt

thetwo general objectives of a utility enterprise : the performances of the enterprises in the sector,
on one hand, and the service given to the community, on the other hand. According to these two
classca dimensions, we observed, without a grea surprise, that the leader in enterprise
performances : Mauritaniad secior becomes the last ranked in service. This is some confirmation
of thetheoretica hypothesisthat it isdifficult to bethebest or even goodin both dimensions, which
are often in conflict. However, the Tunisian sector is close to the relative excellence by being
largely the best in service and the secondin enterprise performances. More details were obtained
in decompasing these two general objectives, ead oneinto two families of criteria. For the first
dimension : the enterprise performances, the prodictivities of theresources were declined in terms
of traffic and of income of the telecom seciors. Of course, these two kinds ofratios are mainly
different by the unit price of thetraffic : when the courtries tariffs are constant or have the same
moves, baoth ratios prodice the same moves. So, the Mauritanian secor practiced a strong unit
prices deaease from 1995to 2001 while a small unit prices rise was observed in Morocco since

1998. These correspondng fibad dncome performance move for Mauritania and figo o dnéome
performance move for Morocco were indeed abenefit for the Mauritanian consumers and aloss
for the Moroccan ones, since bath trafficsincreased in the same periods. For the seconddimension

: the reldive service progress in lines productivity was observed for the service leader, i.e., the
Tunisian sector of telecom. In terms of evolution of the relative paositionsof the different sectors,
we tried to observe the impact of regulatory and competition changes on these courtries relative
paositions: the main conclusion for these moves through thethree subperiodsof analysisisthat only
small changes of rankswere observed revealing the weé&k influence of thetechndogical and lawful

changes on therelative pasitionsof the telecom operatorsin Maghreb.
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This latter conclusion, in turn, can be explained by two hypotheses: either the differences in
tedhnicd and legal evolutions are too weak or these differences have not yet produced all their
effect.
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ABSTRACT

Generations in the workplace has been the topic of schdar research and discusson among

practitioners (Zopiatis et al., 2011,p. 1) for many years. Howeve, oneof the biggest challenges
for many organzationsin the coming years will be attracting and retaining a big number of
employees, who ae nowjoining the workforce andreplacing the older workers whoretire. In the
time of increasing demand and tightening labour supdy the emerged characteristics and
expectationsof the new generation of employees seemto becritical. If youngemployees find a job
andfed thatit meets their expectations, it is possble that they will bemore likely to invest iniit, to
a considerable extent their specific skills and knowledge so that they perform thejob well. On the
contrary, lack of employeesbengagement and poor performance asits consequence may contribute
to alossin thefirmd profitsand a eéaease of its competitiveness in the contemporary market In
the light of the above arguments, it is not surprising that Generation Y, as the latest generation
entering theworkforce (Zopiatiset al., 2011, p. 2), still requires empirical anaysis, especially that
it may bring to the workforce quite distinct characteristics and may create interesting changes in
attitudes and behaviours (Smola and Sdton, 2002, p. 381). Therefore, identifying and
understandng well - youngpeopled work i related expectationsseemto beof highimportancein
designing the work context in a way which mees the speafic criteria important to young people.

As Konget al. (2015,p. 148) stated: 0 raetng youngtalentsd carea expectationsis animportant
step in enharcing their job satisfaction and working enthusias m &hen employees ae satisfied
with their job, they are more likely to engage; work engagement in turn, may enharce their job
performance and dfedive comnitment to the organzation (Karatepeet al., 2014, p. 20)Thus, to
attract andkeep theyoungandqudified employees for alonger period,todayd srganizationsneed
to re-think anddevelop human resource management (HRM) practices that will be working in
synergy with the expectations of the youngest generation, who ae increasingy entering the
workforce now. On the basis of the above, the aim of this study wasto explore Gdynia Maritime
University studentsbexpectationstowardstheir future work in maritime transport as officers of the
merchantnavy. Theresearch problem wasto find an aswer to thefollowing questions: What are
young people looking for in their future jobs? And what motivates them to work? Understandng
youngpeopled expectationstowardstheir future work may help employersto designjobs, improve
working condtions andmodify compensation packages in a way that will enhance their effortsin
succesdul attracting, managng and maintaining well-qudified employees for longer. The data
was coll ected from the first-year students of two faculties of Gdynia Maritime University: the
Faculty of Navigation andthe Faculty of Marine Engineering. Thus, students participatingin this
study were a pat of Generation Y, whose work expeciationsmay have marked them out fromthe
previousgenerationsof employees. Although theresults cannotbe generali zed, the findingsof this
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study revealed that high wags salaries, a clear division between working time and free time as
well as oppotunities to visit different parts of the world are the most important motivators in the
process of chocsing studies in a maritime university. The research value of this study may result
fromthefact thatit addesses theissue of a neal to do more research on Generation Y, because
asthe youngest and the fastest growing generation in todayd svorkforce, it has notreceved yet
much empirical analysis. Implications for the theory and practice, and diredions for future
research are also provided and dscussed in this study.

Keywords: carea choice, career motivation, Generation Y, mariti me university, seafarers

1.INTRODUCTION

It is emphasized that current demographic changes have a potentiad to cause a grea managerial
concen (Solnet et d., 2012,p. 37). It isnot surprising then, given thefad that thelargest diversity
of generationsis represented in todayd workplace morethan at any other time in history, that with
this diversity come new challenges (Glass 2007, p. 98).

Although people from diff erent generations are working side-by-side (Gursoy et al., 2013, p. 40),
Generation Y asthelargest pool of young people in the job market today (Twenge et al., 2010,p.
1120),is described as more demanding than previousnew enployees have ever been (see Solnet
and Hood, 2008, p. 61). Their motivation and how they engage in a job differ in comparison with
older enployees (Kim et al., 2009, p548). Therefore, managers shoud reagnize and understand
young peopled $ob-related expedations and be willi ng to change their HRM pracices in the
context of new requirements of those entering the workforce.

Therefore, theaim of this study was to explore Gdynia Maritime University studentsdexpectations
towards their future work as merchant navy officers. The research prodem was to find an answer
to the questions: What are young people looking for in their future jobs? And what motivates them
to work?

There are at least three reasonsthat justify the undertaken research pradolem:

First. Generation Y enployees have been described as qute different than previous generations
entering the workforce (Solnet et a., 2012, p. 38); they possess different work values and job
requirements (Kong et al., 2015, p. 150)These diff erences cause that young people may view the
workplace in quite different, new ways (Konget al., 2015, p. 150)

Seoond Taken the specific characteristics of Generation Y, there is a need to work with, engage,
and manage Generation Y enployees differently than previousgenerations(Wonget al., 2008, p.
878). Particularly, redesigning incentives that inspire and motivate this new generation is
challenging (Solnet et al., 2012,p. 47). Moreover, these young enployees are notvery loyal and if
they are not happy, they are going to befout of thered (Gursoy et al., 2008, p. 453).

Third. Astheyoungest and fastest growing generationin todayGs workforce, Generation'Y has not
yet receved much enpirica analysis (Twenge et al., 2010, p. 1119).

Therefore, findings of this study may enrich the knowledge of GenerationY asfuture and provide
useful guidance for practice, andtrendsin further research.

2. GENERATION Y CHARACTERISTICS IN THE CONTEXT OF CHALLE NGES
FACED BY EMPLOYERSTODAY

The term generation refers to fipeople who were born and raised in the same general time spano
(Gursoy et al., 2013, p. 41)and has been defined as an fi dentifiable groupthat shares birth yeas,
age, locaion and significant life events at criticd developmental stageso (Kupperschmidt, 2000,p.
66). Each generation that is entering the workforce brings with it its own and unque values and
perspectives conrected with work and work environment (Zopiatis et a., 2011, p. 1). Generation

84



18h International Sientific Conference on Economic and Sccial Development ¢
oBuilding Resilient Sacietye ¢ Zagreb, Qroatia, 9-10 December 2016

Y astheyoungest generationin todayé workforce (Park and Gursoy, 2012,p. 1196; Twenge et al.,
2010, p. 1119)may also biing its own set of changing values (Smola and Sutton, 202, p. 380).
Generation Y sometimes called Gen Y (Solnet and Hood, 2008, p. 60; Twenge and Canpbell,
2008, p. 862Glass 2007, p. 99)GenMe, (Park and Gursoy, 2012, p. 11967wengeet al., 2010,
p. 1118), Millenniads (Twenge et al., 2010, p. 1118; Gursoy €t al., 2013, p. 42; Twenge and
Canpbell, 2008, p. 862Park and Gursoy, 2012,p. 1196;Glass, 2007, p.99); iGen or nGen
(Twenge et al. 2010, p.1118js described in some sources (e.g. Gursoy et al., 2013,p. 42;Gursoy
et al., 2008, p. 4503s the demographic cohortborn ketween the years 1981-2000.

Generation Y grew up with techndogy, computers and Internet as a significant part of their lives
(Wong et al., 2008, p. 880Gursoy et al., 2013, p. 42)They are said to bethefirst who were born
into the wired world (Sola and Sutton, 2002, p. 365), additionaly with rapid econamic,
techndogica and social changes (Kwok, 2012, p. 233). These all circumstances may influence
their work values, attitudes and kehavioursmaking them enjoy the challenge of new oppotunities
(Wong et al., 2008,p. 880). Generation Y brings with them lots of positive skill s and traits to the
workforce (Kim et al., 2009,p. 548).Thus, thereis no doubtthat they shoud betreatd as valuable
menbers of the organization. Among the comments made by the interviewees in Zopiatis et al.
work (2011, p. 5) Generation Y employees, were perceived as more sportaneous, techndogy
savvy, embracing innovation and change easier than others, they were also more energetic and
prodictive and aware of new trendsin themarket.

This generation is also described as self-centred and demanding (Maxwell et al., 2010,p. 53).
Leaning and development is extremely important to employees of Generation Y (Solnet et al.,
2012, p. 46). Yourger generations want also immediate recognition through the title, praise,
promotion and pay (Gursoy et al., 2013,p. 47). Good wages, interesting work, advancement and
development are thusstrongly important to them (Grobelna and Marciszewska, 2016). They seek
out creative challenges (Armour, 2005) and are more likely than the older generation to show
floutside-of-the-box-type behavio r (&ursoy et al., 2013, p. 45). They challenge conventional
noms (Gursoy et al., 2013,p. 45) and believe that rules are madeto be broken (Gursoy et al., 2008,
p. 453).

Although they are hard and ambitiousworkers and can fiput much of themselveso into their work
(Gursoy et al., 2008, p. 453), Generation Y enployees are perceived as working more for
themselves rather than for the company; they are less loyal and obliged to the organization
(Zopiatis, 2011, p. 5). They work to live (Twenge et al., 2010,p. 1122;Gursoy et a., 2013,p.47)
and are seeking abalance between their personal and work life (Gursoy et al., 2013, p. 46). The
study results of Gursoy et al. (2013,p. 46) showed, that Millennials were likely to bethe ones with
theleast attachment to the work. It can be said that life outside the work seens to be much more
important to them than anything at work (see Gursoy et al.2013,p. 46). They also place a grea
enphasisonleisuretime (Twenge et al., 2010, p. 1131).

Based ontheabove, it isnot surprising, that if thejob does not meet their expectationsthey do not
hesitate to leave it. Ladk of long-term commitment may be a significant challenge for todayés
employers, especially that young people do not stay in a job for too long, A( € j)hey believe in
their own self-worth and value enough that they are not shy abouttrying to change the companies
theywo r k (Armaurg2005).

Summing up, the organizationsvalue enployees who are creative, who are willing to try different
things and explore new work processes (Twenge and Canpbell, 2008, p. 869)Yet, to attract and
retan such young enployees and benefit from their unique skills and abilities, at the same time
understanding their work attitudes and motivators shoud be of great importance as a significant,
current topic for further empirica examination.
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3.METHODS OF RESEARCH

The data was colleded using a questionnaire survey. Responcdents were requested to fill in the

guestionraires during designated teaching time agreed with lecurers. The purpcse of the study was
explained, students were also informed that their participation was voluntary. They were also
asaured of confidentiality and anonymity of their participationin this study.

Thereseach was condwcted amongfirst-yea students of Gdynia Maritime University. Two out of
four faaulties of GMU were seleded: the Faaulty of Navigation and the Faaulty of Marine
Engineaing. Thechoice was dictated by the desire to chedk what made students choose the studies,
uponcompletion of which they will beable to start their professona caree's as merchant officers.
Theresearch was undertaken two yeas ago and three groupsof students were tested:

(1) Faaulty of Navigation,in 2014 the number of students: 109 WN2014);

(2) Faaulty of Marine Engineaing, in 2015 the number of students: 153 (WM2015);

(3) Faaulty of Navigation,in 2015 ,the number of students: 113 (WN2015).

The partial results of the reseach concerning dfferent groups were discussed in severd
pulications- in particular theresults related to: (i) knowledge of the specifics of maritime labour,
knowledge of education offers of maritime universities (Skrzeszewska, 2015,pp.973-988),(ii) the

comparison of knowledge of problems of thelabourmarket with regard to jobsat seaamongPoli sh

and Croatian students (Skrzeszewska, Milil Beran, 2016a, pp. 312-320, Skrzeszewska, Milil

Beran, 2016b,pp. 577-606). The part of the study, the results of which are presented below, has
thequalitative character. Its main goal wasto find key facborsof achoice of caree pathsassociated
with the sea Studentsin open questionshad an oppotunity to independently formul ate relevant to
them characteristics associated with the work at sea They were asked also to prioritize their
preferences.

4.RESULTS
Thestudywas condicted amongstudents present at theuniversity ontheday thesurvey was carried
out. These were students of the above listed yeas and Faaulties. Only 5% of responcents were
women. Most students belonged to the age group 20-21 (89%), the older students (up to 24 yeas
old) accourted for less than 3%, theyounger (19 yeasold) - 1%. 7% of responcents did not answer
the question concerning the yea of their birth. Students who participated in this study congtitute a
part of the larger entity of Generation Y. The results obtained were surprising in relation to the
number of motivatorsindicated by the student - dlightly morethan 10%of respondents did notgive
any reason why they would be willing to start work at sea. Less than 90% mentioned onereason,
75%- two ressonsand ony a half of the students surveyed identified three factorsthat influenced
their choice of studies and futurework. The most commonly chasen motivator for studies necessary
for futurework at seawere "high wages salaries’, foll owed by "nature of work at sed', "theworld
exploration” and "job seaurity”. The esence of these motivators will be discussd together with
theresults of thestudy. To chedk whether the choice of factorswas not condtioned by menbership
to any particular group of students, an nonparametric test was used for more than two independent
groupsi theKruskal-Wallistest. Such testing was indispensable, because in case of patentially the
same experience for one group, the results achieved in this group might strongly influence the
results of the whale probe. Corsequently, this could lead to concerning the students chocsing to
work at sea as afuture carea path. The following hypothesis test was adopted:

Hoo Fi(x) =F( x )  FOE =

H1: Mmin: mng 2k Fm(X) T Fa(X);
wherein F(x) isthe cumulative distribution characteristics of the x-the group.
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The factor "high wages salaries’ was indicated in each of the questioned groups as the most
common (Fig. 1). The atistics of the Kruskal-Walllis test (Table. 1) indicate that the choice of
"high wagey salaries’ as the most preferred motivator was not linked to menbership to any
particular group of lesponcents.

88%
Table 1: Kruskal-Wallis Test (own
elabaration) 84% 83%
High wages/

salaries 7%
Chi-Square 3,000 .
df 2
Asymp S|g (Z-Sded) 2231 WN2014 WM2015 WN2015 Total

Figure/Chat 1. Percentage indicating "high
wages salaries’ as a deteminant to choose
studies as the way to work at sea (own
elabaration)

Students pointing out to high earnings, added that working ontheland will not provide so quickly
such a level of eanings as offered by work at sea at the beginning of their career. They stressed
thefact that therelatively quickly achieved level of wages/ salaries will allow and make it easy for
them to become financially independent. It is interesting that for a big number of students, high
wages/ salaries were the only motivation to study and in future to pursue a carea at sea Officers
fromtheCentral European courtries, including Poland, receve amonthly salary which rangesfrom
a half of theannual GDP per capita (the lowest-ranking officers) to the anount correspondng to
theannual GDP per capita (the highest-ranking officers) (Drewry, 2014,pp. 43-60; World Bank,
2016).

The second most frequently indicated determinant was the "nature of work at sea" (Fig.2. Tab. 2).
As chi? = 0.000;p = 1.000>0.05there is no reason to reject the null hypathesis - preferences as to
thechoice of studies because of the nature of work are not derived from a particular, specific group
of responcents. Students indicated many aspects of the uniqueness of organization of work at seg
as compared with organization of work on theland. It was important to precisely separate working
hoursfrom free time. In pradice, there are many solutionsused in distribution of work time and
leisure time. The most commonly used are two solutions; time at sea and on the land is equal (in
thecase of longer contracts - upto 4 months) or time ontheland is half of the time at sea (contracts
for 6 or 8weeks).

Table following onthe next page
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Table 2: Kruskal-Wallis Test (own .
45% 45%

: 53%
elabaration) 38%
Nature
of work at sea I
Chi-Square 0,000

WN2014 WM2015 WN2015 Total

df 2
Asymp. Sig. (2-sided) 1,000

Figure/Chat 2: Percentage indicating the
"nature of work at sea" as a detaminant to
choose studies asthe way to work at sea (own
elabaration)

It was often emphasized that thetime at sea, even when intended to relax, could notberegarded as
"truly" free time. Only after returning home, time for relax is actually thetime off work. Thetime
withoutarisk of sudden call to dosomething, withouthaving to stay after working hous, without
an unexpeded businesstrip, etc. The students thought it was important to precisely definea caree
path. As the responcents stated: "anyone who properly applied for the job, gains experience and
fulfil s the formd requirements, knows exactly what pasition, after what time, they shoud/ can
expect'.

Within the current legidation obtaining the diplomas certifying higher qualifications of merchant
officer takes 12 - 24 months of work at sea (depending on the position) (MO, 1978;
RaozporzNizenie MIiR, 2014). Students due to a lack of experience, did not take into account the
fad that obtaining a higher diploma does notmean automatic promotion - this dependson many
facors. Writing about the nature of work, some students pointed to an important aspect of
resporsibility. The ship positionsdo not merge - competences do notoverlap. This meansthat each
crew menber carries agred resporsibil ity for safety of the crew, or cargo onthe ship.

Ancther motivator to work at seais aposshility to travel while working (Fig. 3, Tab. 3).

Table 3: Kruskal-Wallis Test (own elabaration)
World exploration

Chi-Square 2,000

50%
35%
30%
df 2 19%
Asymp. Sig. (2-sided) 2231 l

WN2014 WM2015 WN2015 Total

Figure/Chat 3: Percentage indcating "the
world exploration” as a detaminant of the
choice of studies as the way to work at sea
(ownelabaration)

The parameter test statistic chi? = 2.000;p = 0.2231>0.05 indicates that there is no acount on
which we can rglect the null hypothesis - preferences as to the choice of studies because of an
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oppotunity to travel and "the world exploration™ are not derived from a particular, specific group
of the students surveyed.

Students who have not yet had any vocational training at seg perceive work at sea through the
prism of stories, literature, and finally - stereotypes, as a job which creates many opportunities to
explore renote corners of the globe. Some of the responcents asociated theisaue "learning about
theworld" with enployment on ships with multicultural crews, which creates a posshility to get
to know other nations, customs and religions. The choice of this factor fits perfectly into theimage
of representatives of Generation Y as shown in literature. A generation that is open to new
challenges, is mohile, has no limitsin changing residence and appreciates diversity.

Thelast of thefactorswhich wasidentified in this popuation moreoften than by every 10th
responcent was fjob seaurityo (Fig. 4, Tab. 4). Theparameter test statistic chi?= 3,000; p=0.2231>
0.05indicates that there is no basis to rejed the null hypothesis - preferences as to the choice of
studies due to "job seaurity”" are not derived from a particular, specific group of the students
surveyed.

Table 4: Kruskal-Wallis Test (own elabaration)
Job seaurity

22%
0/ 14%
Chi-Square 3,000 i
8%
. : l N l
Asymp. Sig. (2-sided) ,2231

WN2014 WM2015 WN2015 Total

Figure/Chat 4: Pecentage indicating fjob
searityd as a determinant of the choice of
studies to open the way to work at sea (own
elabaration)

This motivator was indicated by the students who were well aajuainted with organization of the
labourmarket of jobsat sea It was confirmed by additional comments on the shortage of merchant
navy officers, observed for more than two decales (European Commisson, 2011). Officers
deficiencies relate primarily to officers coming from the developed courtries - well-educaed,
highly competent. Shortages in officers are observed first of all in Western European courtries -
even those that are perceived as the maritime courtries (UK, Denmark), USA, Japan. Thisis a
consequence of prosperity and high average earnings in these econamies. Young people do not
want to work at sea, because in therich courtries differences between eanings on theland and at
sea are far smaller than in Central and Eastern Europe, Asiaor Africa (Drewry Maritime Reseach,

2014, p. 41Deloitte Global Services, 2011, ppl-20).

5. IMPLICATIONS AND CONCLUSION

Takinginto consideration the sample of undergraduate students from Gdynia Maritime University
(Poland), findings of this study offer important contribution to better understanding of young
peopled expectationstowardstheir future work. The main results of this study showed that even a
choice of ajob, so specific as work at sea requiring separation from the loved ones - is made by
representatives of Gen' Y onthebasis of the foll owing functionreasons. high wages/ salaries, clear
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separation of working time and free time, oppotunities and chalenges of learning abouttheworld,
other nations, cultures etc. Although theresults of this study cannotbe generalized, they shoud be
viewed as some insight into Generation Y management theories and perceived as a guidefor future
reseach. By understanding well the expectaions of the emerging workforce, enployers may be
more able to provide tailor-made HRM pracices, starting fromreauitment as the first stage of a
comprehensive process of enployees seaching [Dolot, 2014,p. 61). However, to manage young
enployees effectively, organizationsshoud - ensure that - all candidates are individuals who fit
into the organizational culture and specific -job characteristics. Thus, it is important to focus not
only onanindviduald skill sand knowledge, butalso onthewhole personincluding, amongother
aspects, her/his general disposition to work in the induwstry (Solnet et al., 2012, p. 45). By
developing effedive HRM practices, which are in line with young peopled $ob expecttions, the
organizations demonstrate commitment to their entering workforce, having in mind the fad that
fiGen Y enployeesborganizational commitment will bedirectly related to thelevel of commitment
they perceive the organization has in them personallyo, as Solnet and Hood (2008,p. 64)propcsed
in their study. Therefore, managers shoud promote awareness and understanding among young
generationsentering the workforce today and develop human resource management strategies that
aim to reaognize and utilize the talents of well educated and industry - trained graduates.
Additionally, educaibrsand piactitioners shoud cooperate to provide undergraduate students with
broad and welli developed consulting plogrammes to supportthem in their career decision and to
guide them in building up positive perception of work in the industry they are educated for.
Therefore, both good pracice experiences shoud beoffered as an obli gatory part of the curriculum,
and a clear picture of the career development shoud be provided by practitioners. This reseach
has also opened severa directionsfor future studies. Firgt, it is underlined that oselecting theright
person for the right jo b @ee-Ross, 2003, p. 268) is of high importance, particularly in jobs
demanding true enthusiasm, passon, interest and kind of saaifice from its canddates, therefore
personality traits as a facior determining the caea choice are also recommended for future
Investigation. Seaond, the future research shoud also focuson changesin job expedationsthat can
be creaed by graduates entering theworkforce It isimportant to remenber that after several yeas
of experience and moving up the caree ladder, thework valueslessinfluential at first may become
more important later (Chu2008, p. 327)Therefore, it is recommended to extend the research and
continueit among mentbers of Generation Y with different working experience andjob pdasitions.
Third. It isimportant not to overlook individual differences that may exist between individuals of
the same generation, espedally that there are only the few studies that examine demographic
heterogeneity within the Millennials (Ng et al., 2010, p. 281). Thus, including more individual
variables to explain the work-relaed expecttions of the young is proposed for the future
investigation. As a conclusion nate, to be competitive in todays market, enployers neel to
understand and respondto work-expectdionsof Generation Y. This study hdds the potential for
helping todayd managers to be more effective in their efforts to attract, motivate and retan well -
qualified employees, which is a pivotal in such induwstries as shipping, where the competitive
advantage is attained through people.
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ABSTRACT

Evaywhere in the Mudlim world, the feast of sacrifice (Ald Adha) is of paramount importance
owingtoitsreligiousandritual characteristics aswell asits social and econamic dimensions.
Themain concern of thepresent study is the contemporary changes of this spedfic typeof religious
feast witnessng the increasing emergence of informal jobsrelated to this fundamental religious
evant; anevent which is currently oscill ating between religion, rituals andthe thriving of informal
work. The present paper seels to identify and understand the changes this feast has undergore,
impregnated with theemergence anddeelopment of informal jobs. In fact, Ajd Adhakegsrunnng
theeanamic activities of a large number of unemployed people or people livingin precariousand
unstable condtionsin the city of Casablanca.

More than 2 million sheg are daughtered during this feast, which resulting in the circulation of
animportant, formal andinformal cash flow.

Keywords: Casablanca, Econamy, Informal, Precarity, Ritual, Sarifice feast

1. THE SACRED DISTORTED BY THE CRISIS

Reseachers in social sciences are agreed on the fad that religion is the most primitive social
phenomenon. According to Emile Durkheim, everything is, in principle, part of religion. This
theory was developed by the father of French sociology in his fanous book entitled ¢ The
Elementary of The Religiouslife e .

¢ Aswe have progressed, we have establi shed thefad that the fundamental categories of thought,
and consequently of science, have religious origins. We have seen that the same hdds true for
magic and consequently for the diff erent processes which have issued from it. On the other hand,
it has long been known that up to a relatively later time of evolution, moral and legal rules have
been indistinguishable from ritual prescriptions. Therefore, to sum up, we can say that nearly all
thegrea socia institutionswere born ofreligion.]. 0
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Durkheim continued his thesis by stating that fionly oneform of social actiity has not yet been
expresdy attaded to religion _econamic activityo®.

Today, because of the financial crisis and violence in the labor market, econamy plays a crucial
role on the saaed day of saaifice in Muslims. This feast has now become dynamic. Corstraints
and obli gation have madeit necessary for men to leave the saaed, its practices and oMli gationsto
the extent that the econamic dimension has become dominating in this saaed feast.

First, let us start by defining what a saaifice is. For this purpaose, we adopt Hubert and Mauss s
definition. ¢ Saaificeis areligiousad which, through the conseaation of a victim, modifies the
condtion of the person who accomplishes it or the condition of certain objects which the - said
personisinterested in. &

It shoud beremembered that the feast of saaifice is not compulsory, butsimply recommended. It
concernsa (Sunra) that ended upas a necessty.

Thefeast of saaifice does not only have areligiousconndation, butalso hasritual originsthat go
far as far bad as the pre-Idamic era. In this conrection, the Holy Koran does not make any
reference to the necessty of saaifice. Insteal, the feast ( LGd) marks the end of pilgrimage in
Mecathat takes place every yea onDhou Al Hijja 10th of the Muslim caendar.

Within time, onecan ndice the gradual disappeaance of certain aspects of this religiouspractice,
to the extent that we now see only the spectaailar and superficial aspects of this feast.

For exanmple, onecan nde the disappearance, in certain people, of feast-relaed practices, such as
the words or expressons said during the daughtering, the fact of giving the poor athird of the
sacaificed animal asasign of mutual aid and charity, etc

In thisrespect let uscite late King Hassan 116 Bijunctionto Moroccan people in 1996 to renource
sheep saaifice®, and which was anmply obeyed.

Thefeast of sacrifice was the subject matter of anumber of anthropological and historian studies.
Thus, the Moroccan anthropdogist, Abdellah Hamnoud, in his book entitled: ¢ The Victim and
itsmarks. An essay¢ onthe Saaifice and Masqueradein the Maghrebé?, analyzes the celebrations
and rituals that accompany Ajd al-Adhain all its dimensions. In fact many of theritual practices

that go alongwith this feast are now anchored in the Moroccan folk culture.
Throwh his study, Hammoudi further makes it clear that the bleading beast constitute the

beginning ofaritua cycle that ends30 days later after the Achouraceremony, known for alms or
charity giving, eating of dry fruit and the sale of toys for children. The sacrifice, then, marks the
end ofthe past yea and the Achouramarks the coming of the New Yea.

1 Ibidem

2 Jean-Paul Colleyn, ¢ Le saaifice selon Hubert et Mauss &, Syst mes depens® en Afriquenoire, 2| 1976,23-42

3 Speed by Late Hassan |1 during the feat of sacrifice in 1996 ¢ There shall be no compulsion in religion ". Our
grandfather The Prophet, Peace and Prayer Be Upon him, had accomplished the Secrifice on behalf of his Oumma,
asis reportedin the Sunma, according to which the prophet, while , scarifying two big sheep, hadsaid: " This oneis
form me, theother is onbehalf of my Oumma. By compling with thetradition of Gods Messenger Peace and Prayer
Be Upon him, and by following his behavior, we invite our dear people to refrain from accomplishing the sacrifice
ritual déAl-Aid this year. We will do it, if God wills, on behalf of our people, by accomplishing the sacrifice for
ourselves and for evey member of our people. By so doing, we will be faithful to the Sunnaof our Prophet andthe
preceots ofourchari a ® .

4 AbdellahHammoud, ¢ TheVictim andits marks. An essay¢ onthe Sacrifice andMasqueradein the, Edit Seuil, 1988
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He stresses that other ceremonial adivities impregnated by games; laughter and dn (noise) go
alongwith these reli giouscelebrations. And accordingto Moroccan religions, seven days foll owing
the feast of saaifice there is a ceremony called ¢ the Boujloudé, i.e., skin beaer, also caled
¢ Bou-I-Btayn € or fiBilmawen @n Berber. During this cerenony, people weaer masks, laugh and
are, sometimes, alowed to bre& the rules of the two religious feasts. Incidentally, these
celébrations remind us of carnivals that take place in many European and Euro-Mediterranean
courtries.

The historian Nicolas Michel®, moreover, examines the production relationship inside the tribe
¢ Kabilag, where econamy is extremely precaiousand fragil e to the extent that it intensely poses
the prodem of subsistence. Therefore, there appea many community and solidarity ritual forms of
behavior, namely, inter alia, the¢cmudd Sidi Bel@abbasé, which isthefirst measureof grain destined
for the poor. Nicolas Michel analyses the dimension of the relationship between econamy and
religion in pre-colonia Morocco. We, for our part, attempt to go further by evoking anather
eoonamic method, mainly informal, which has been increasingly fast growing during the feast of
the Saaificein the last few yeasé

We have donemoved from a purely religious pradice, where people sacrifice sheq if they can
afford it, to asocieta practcein orcer to  t@ keg upwith the Jones €, where people wea masks
and transgress established codes of such areligious feast, and where certain impoverished and
disadvantaged people prioriti ze profit making and survival rather than sacrifice.

Incidentally, the feast of ¢ sheep € involves scaifying other animals rather than ¢ sheep e: some
people daughter a she-goat, others prefer an ox € We also witness an overshadowing of and
detraction fromthe characteristics of the animal of sacrifice namely itscolo r €

Also, thead of scarifying in thecity differs from that in the countryside® to the extent that onecan
evoke diff erent slaughtering ways.

Theexplosionof econamic interests goes alongwith areduction of religiousmorals, charaderizing
this feast. Facal with financial or economic inability, people sign up for aloan, sell their cas,
furniture or real estate to buythe shee of saaifice.

Whil e some professonal activities low down, or even stop during the days of thefeast (espedally,
activities related to real estate crafts, groceries) given that people working in these occupations
travel up to over a hunded kilometers to celebrate the feast properly with menbers of their
famiies’, there energe never i ending, seasona informal jobs.

5 Nicolas Michel, Une ® anomiede subsistances, Le Maroc pr® alonial, Institut Fran-ais déarch®logie orientale,
Texes aabes et ®udes flamiques. 35/1, 1997

6 Anne-Marie Brisebarre, Maisonneuve & Larose, La f°te du mouton. Un saaifice musulman dans I'espace urbain,
2002,P79

" Holidays lasting for ten days, twenty days or even a month.
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2. HETEROGENEOUSINFORMAL JOBSRELATED TO THE FEAST OF SACRIFICE
Thenumber and importance of informd jobsincrease considerably during the feast of saaificein
thecity of Casablanca Thisreligiousfeast brings aboutdired and indirect seasonal jobs. Ten days
before the feast, duling the day of thefeast and 3 days subsequent to thefeast. Such jobsare often
practced bynon-professonals.

Our field observation and our experience during the days of the feast have made it possble for us
to bring outthefoll owinginformal jobs:

- Shee transporter: on shouders, motorcycles, cats é

- Shegy daughtering: thisad is caried out by a professonal (the butcher) accompanied by oneof
his sonsor brothers. We also find non’ professonal old men who are used to slaughtering sheep
acmmpanied byoneor two young men..

- Roasting of the shegp 6head and legs. Prices vary between DH 20 to DH 30 depending on the
size and volume of the head and legs.

- Sheep Skin collector ¢ Btanae: they move alongthealleys of thecity, riding a donkey or on foot
draggingasmal cat and shouingloudy.

People then call them from their roofs and throw the sheep skin ¢ Btan a toéhem. Nowadays,
People get rid of the Btana, whereas in the past they used them to make interior shegxskin
deooration articles or rugs.

Cdllectors, then, put them in a visible area in the stred or séll them for DH 5 a piece ¢ So u f
(wodl), isremoved and ¢ jald é (leather) is used for craft purpcses.

Thejobsof making such prodicts, it shoud benoted, have almost disappeared. In the past, women
used to wash them immediately after slaughtering the sheep then put them in salt for about two
weeks before puttingthem in sunnyplacesto dry and, later on, use them as furniture. Such pradices
have disappeaed given the sharp deaease in prices of furnitureand carpets.

Currently, people try to get rid of whatever is considered as a surplus, since they are looking for
quick and easy-to-get things. Such changes in socia pradices underlie the thriving of informd
activities during the fAido.

- Knife sharpening: men and young boys from various neighborhoodsin the city, or even from
different neighboiing cities. During ourfield observation, we met a knife sharpener from the city
of Ben Gu®ir. These non-professonals make between DH1000 and DH 1400 er day.
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- Seller of accessories of the feast of sacrifice: charcoal, straw, ropes, onions, small barbeaues,
braziersé

- Beggars of thefeast:

Beggars knock at peopled doorsto ask for charity, which, on the day of the feast, comes in the
form of meat. The collected med is, then, sold by these beggars.

People have remurse to praditi oners of these jobseven if they knowthey are not professonals and
that they can make mistakes during service provision.

3. CHARACTERISTICS OF URBAN PRECARITY OF INFORMAL JOBS OF THE
FEAST OF SACRIFICE

The interviews we have been able to conduct with people practicing these informd jobs and
activities during the feast of saaifice show that they are satisfied and happy with their jobs. They
never complain about them nor consider them as something bad. They never mention the word
humiliation, although we naticed this trait during our olservation and interviews.

- Practitioners of these jobsseize the oppotunity of the feast to make some money. They work all
day to have their todsrealy and showtheir innovative ways of work, asif they were in competition
with ead other.

-This concernsmomentary actiities with quick gains.
- They are humiliated in their jobs, often by sarcastic comments on the part of others..
- Most activities are practices of the past.

- Impoverished and disadvantaged people look for any work oppotunity in order to make money,
although this is always at the expense of their celebration of the religiousfeast and the activities
related to it: visiting relatives...

- These activities generate gainsfor the unemployed and modest-level people, as they (activities)
make it passgble for them to meet their and their familiesd eedsin the subsequent months.

4. CONSLUSION

Authoritiesturnablind eye to these informal jobs. Isit asign of tacit approval of an activity, which,
although illegal, seems to betheonly solution, at least for the time being, to enable young people
livingin precaiousand urstable conditionsto med their needs?

In fact authorntiesdo notinterveneaslongasno harmiscaused. Startingafireis, thus, tolerated.
Resellers and middemen (Chanaka) fuel speaulation and cause prices to go upto the detriment of
notonly citizensd  g¢hasing power butalso theinterests of livestock farmers.
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Today, we are face to areligiousfeast, which, in the Moroccan popular culture, has turned into an
econamic oppatunity where illegal adivities and informa jobs have become common and fully
establi shed pradices.
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ABSTRACT
The emergence and rapid development of information and commnunication technologes
rewvolutionized the way of life known so far and created completely new unknown pasbilitie s.
Seveal tedious, manud, repeating and boring tasks became automated and are carried out so
snoaothly and efficiently that it leaves a vast amountof time to exploit previously lost creative and
innovative ideas constantly generated by any human mind. Nowadgs cutting edge technology
combines seveal gadgetsinto onesmall handydevice: phore, camera, computer etc. The compact
intelligent helper always present at our side - the smart phore, becomes an indispensable
prerequisite for an entrepreneur or managerial professonal in todayE sligital era of turbulent
dramatic changes and multicultural global business environment. A smart phoneprovides a sl
bunded mobile office managed bythe entrepreneur himself/herself thusallowing hinvher to react
to expected and unexpeded evetts imnediately after natification from everywhere andnot to be
limited by the office hous. This pager deals with research carried out among entrepreneurs and
managerial professonds aming to discover the importance of smart phores in real business
environment and the perceived impact of such devices on the performance and exeaution of daily
business operations. Sample included entrepreneurs andmanagerial professonds of small and
midde sized companies who participated in this research throughsurvey consisting of questions
concentrated on activities carried out in virtual environment accessed through cdl phores,
advantages anddrawbacks of these ICT means. Theresearch findingsshowed thatthe phoneusage
iIsnolonger limited to phane call s; onthe contrary, written comnunicationthroughelectronic mail
comnunication and other messaging applications are becoming more frequent. Howeve,
traditional phane call conversationis preferr ed for business comnunication. Theresearch findings
showed also gaps between the paosshilities andthe actual uses of cel phores to exeate the
business operations.
Kewwords: Business Operations, Globdi zation, Mobil e Gadgets, Informationand Comnunication
Tedndogy, Virtual Environment, Virtual Collabaration

1.INTRODUCTION

Humans communicate ever since they exist (Gon- ads, Ferreira, Gon- aes, Putnik, and Cruz-
Cunhe, 2014, pp. 3-5). People have natural tendency to collect, share and mutually exchange
information among themselves. Throughout the history, humans have been developing various
methodsand channels for communications (D8videkovs, Gregu @nd Bureg 2016,in presg. With
theemergence of thedigital techndogy, the informationand communicationtechnology (ICT) was
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developed and irreversibly revolutionized our lives. No ather previoustechndogy that has existed
so far has had such an immense global impad as ICT (Al-Rodhen, 2011,p. 18). It changed every
asped of our lives: theway people work, communicate, lean, spend time, and interad (Jorgenson
and Wu, 2016, pp. 38-385).

ICT allow red-time communication and collaboration across practically any distance (D8videkovg
and Hvoredk T2016,pp. 283-284).ICT interconrects individuals fromthe most remote locations
and farthest corners of theworld and assembles them in acommon virtual space that is aacessible
to everyone creatng an augmented reality. By establishing this virtual working space ICT
bolstered the productivity more efficiently than any other former techndogy (Hidalgo-Per® 2z
OKKean Alonso and Rodfguez Lop®z, 2015, pp. 48-451). The development of ICT enabled
overcoming large geographical distances, raised the anountof storable knowledge into very large
datavolumesand madeit accessblefrom everywhere at any time, it notably cut down theexecution
times of conducted tasks, extended the space and augmented the environment for collaboration and
excessvely increased the rate of information interchange around the globe (D8videkov8 and
Gregug 2016, pp. 102-107).ICT enabled the knowledge and expertise acquired during millennia
to beinstantly globally accessble to broad pullic, to eadch oneindividual onthe planet through the
means of ICT in the virtual environment (D8videkovs and Gregug, 2016,in presg. Current ICT
has madeit possble to quickly find and distribute information (Ogbomo and Ogbomo, 2008, pp.
1-2). If it is compared with the past, when it took us a longtime (days, weeks, months, years) to
share information, today it takes, in redlity, only fractionsof seands, to share some information
with a broad puldic (D8videkov8 and Hrdl kol§, 2016, pp. 151-155). Today when the world is
being shaped through abruptinstant and discontinuouschangesit is esential to get information at
an instant pace for atimely readion. The red time requires such atechnology that enables sharing
and recaivinginformation quckly (Ivanochko, Urikova and Gregug 2014, pp. 53-518).

Ancther significant impact facior of current business environment is globalization that evokes
Immense presaires on the competiti veness of business organizations struggling to succeel in the
environment full of competing rivals. ICT and in particular the mohile techndogies provide
powerful tods extensively fostering the inter- and intra-enterprise collaboration and econamizing
the cost effectiveness at the same time (Ivanochko, Urikova and Gregug 2014, pp310-315).

The dominant techndogy divers, mobile cellular and telecommunication technology (Kumar,
Stauvermann and Samitas, 2015,pp.102-104)together form a techndogythat representsthe high
tech little wonder of ourtime: the smart phore.

The smatphoneintegrates several tednologies into one small device that can accompany us
everywhere thanksto its tiny dimensionsand small weight. Smartphores are considered handheld
computers rather than traditional phanes (Ahn, Wijaya and Esmero, 2014, pp. 9-11). These very
powerful devices can be used in many innovative ways (Guenaga, Mentxaka, Eguiluz, Romero and
Zubia, 2012, pp. 1-3). These representatives of puldicly accessble most advanced techndogy
incorporate a variety of individual devices into one smdl equipment: phore, computer, camera,
music player etc. (D8videkovs, 2016, p. 314-316). Smartphores now cary an email client, Web
browser, GPS furctionality, desktop synchronzation tods, as well as oiganizer functionssuch as
diary, contacts, naepad and avoice recorder (Charlesworth, 2009, pp. 3-33).

Smartphores penetrate many faces of our everyday life through the broad utilization they offer
(Wang, Xiang and Fesenmaier, 2014, pp.14).

Nowadays a smartphonethat became commonly owned by a broad pullic gained much better
Inpu-output cgpabilities than the average individual home appliance through the synergy of all
integrated services (Nichols and Myers, 2006, pp. 60-63). The pace of smart phones expansion
anmong broad pubic in just five yeas since ther introduction achieved immense explosive
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dimension that took for ecanple to fixed-line phores 31yeas (Monhyung, 2010,p. 79). One of
the significant factorsthat had a large impad on the omnipotence of the smart phanes besides the
integration of al the individual gadgets into one device is the bunde of applications that comes
with it. Mobile applicaionsare built in set of software prograns that run on a smart phoneand
provide added value for the end user by performing certain tasks (Isam, Issam and Mazumder,

2010, pp. 72-74). Smat phores and mobile apps are user friendy, inexpensive and easy to use
incorporating services from various fields including support of business operations like word
procesrs, emal clients, organizers etc. Therefore, smat phores enable boasting of business
oppotunities through their endess supportand posshilities.

The aim of this paper is to identify the actual uses of a smat phonein business environment. In
other words, which communication types and channels represent the most frequently used featres
of a smat phoneanong business professonals and which featureis being perceived as an added
valuewith the highest importance.

This paper is organized as follows: Methoddogy seleded and used for conducted research is
depicted in section 2. Sanple examined during the research anaysis is briefly charaderized in

section 3. Section 4 provides reseach findings are presented foll owed by brief insights. Reseach
results arising from conducted research are reviewed in the conclusion.

2.METHODOLOGY
This section briefly depicts the chosen methoddogy used for the exeaution of the performed
reseach. Furthermore, this part discuses the seleded collection technique including the
explanation ofits preference
The case study of the use of meansof ICT for daily business operationswas caried outin form of
a complex survey consisting of several interrogative sections. Inquries included in the
guestionmaire aimed to concentrate on various aspects of cdl phoneuses anong participants.
Questionswere of varioustypes: open and closed guestions, assgnment of importance categories,
etc
Thefirst part of the survey deal with characteristics of responcents related to their further groupng
and categorizing for more detailed comparisons. This may show different tendencies in
distinguished groupsof participants. Amongsuch attributes belong:

' Age

1 Gender,

91 Educational badkground,

1 Income level,

1 Employment status, etc
More detailed analysis of individual separate groupsof respondents may identify the most aff ected
group of proéssonals by a specific influencing factor.
A preselecton ofthe sanple was donebased onthe seacond part of the questionraire relaed to:

91 Phonedevice possesson,

1 Cell phonetypesin use.
Next section ofthe survey concentrated on thetypes of uses of the ICT mean bytherespondents:

1 For which actuities the end users consisting of entrepreneurs and managerid enployees

are using their mobile gadgets for.

Thisinterrogative part intended to highlight the mobile phonefeaturethat is of highest importance
for examined group of sersrepresented by investigated sanple.
Next objective of this section was also:
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1 Toidentify thevariety of actities for which the phane is used for bythe responcents.
Findings of such a research investigation may help for further future conceptua model propasals
of efficient utilization of a mobile phonedevices by exeaution of daily business operationsand
activities.
Furthermore, such a research may stress the gaps between the passhili ties offered by the modern
information and communication technology means and the actua practical utilization among
business professonals.
The findings may highlight the need and necessty of additional services and features of future
mobile phane gadgets that would provide the implementation of missng activity proce ssng
posshilities to thedesignated group ofentrepreneursand manageria professonals.
Last survey section dealt with foll owing aspect

1 Subjective perception of the importance of a cell phonedevice for the survey participant

acompanied by higher reasoning.

This part amed to clarify perceptionsof mobile phane devices through subjective assessnent of
its feaures constituting the most important services with greatest added value for the end users.
This intendsto highlight the most favored and valuated feature and service of this tiny gadget
showing direction of further innovation fields of this cutting-edge techndogy that may be mostly
appredated bythe consumers.

3.SAMPLE

For the convenience of thereader, this section deak with more detailed description of avariety of

attributes characterizing the reseach sanyple participated in the survey.

The reseach aimed to examine individuals in business world who are mostly relying on mohbile
informaion and communicaion technology by their professon: namely entrepreneurs who are
frequently travelling to med with their customers and contract partners and often work at client
side; and managers whose position includes communication and availability by definition.
Entrepreneurs alike managers work with people and coordinates activities of their subordnatesin
order to achieve the goals (D8videkovS, D8videkov8 and Gregug 2015, pp. 20-21). ICT enables
coordnation acoss boundxries to achieve new levels of efficiency and prodictivity and opensup
a new paosshilities for increasing value through better communication and information sharing (Li
andLin, 2006, pp. 164-1644).

To meet the designated group for interrogation, the reseach was condwcted on a business
conference dealing with innovation in business environment driven by techndogy development.
The survey was completed by individuals attending the business conference providing insights on
new technology trends and oppotunities in dally business activities and operations. The
participating individuals consisted of entrepreneurs and management professonals enployed in
variouscompanies.

Tablel: Propartional Sample Coverageof Gender Categories (Souce Suvey)

Male Female
87% 13%

The dispropotions between the male and female groups can be explained by the unequal
occurrence of the gendersin given professions, in particular, the management pasitionsare mostly
occupied bymen as well as the entrepreneurial path is more often chasen by men than by women.
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Table 2 depicts the age catgyories of available sample and table 3 shows the diversity of
responcents acording their enmployment status. As it can beseen, the sanmple fulfill s the designed
group: 12%entrepreneursand 82%employed onmanagerial paosition.

Table2: Propartional Sample Coverageof Age Categories (Souce Suvey)

1-25
0%

26-35
25%

36-46
31%

Year category
Sample differentiation in percentage

47-59
38%

60 andmore
6%

Table 3: Propartional Sample Coverageof Employment Status Categories (Souce Suvey)

Employment status categories Sample diversity in percentage
Unemployed/Part time or seasonal employment/Student 0%
Full time employment 82%
Entrepreneur 12%
Retred 6%

Further preseledion of the sanple was done by the premise of smatphoneownership/possesson.
This condtion was fulfilled by 94% of all responcents. Therefore, the collected data is being
considered as representative for the purpose of conducted reseach.

4. RESEARCH FINDINGS AND DISCUSSION
For the convenience of the realer the reseach findings are divided into separated subchapters
followed by correspondng discusson.

4.1. Typesof most frequently used services provided by smartphone

Smart phores incorporate a variety of separate appliances. The synergy of all these gadgets
integrated into one powerful device enables innovative ways for its use (Guenaga, Mentxaka,
Eguiluz, Romero and Zubia, 2012, pp. 1-3). Smatphores dspose of phore, emal client, web
browser, camea, GPS functionality, computer and organi zer feaures (Charlesworth, 2009,pp. 32-
33; D8videkov§, 2016, p. 314-316). Yet, how are these feaures of these mohile tiny wonders
utili zed? Theanswer for this question provided by therespondentsis depicted in fig.1.

Other (internet) g
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2 44%

: ¥ 50%
Phoning . - —

J 1009
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Figure 1: Types of Most Frequently Used Services (Source: Survey)
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Thephoringis being used by all survey participants, what represents the main purpase of a mobile
phonedevice. Varioustypes of messaging (SMS, messaging clients over internet) are being used
by upto 56%and emal clientis utili zed by 50% of esponcents.

Thelow use of games (only 13%) shows that the entrepreneurs and managers perceive their smart
phonemorethan apowerful business tool than aplayful utensil.

Theuse of smart phonefor the service of acamea (50% of respondents) may indicate also the use
of the feature instead of office appliance like scanner or fast natebook, where shoaing aphao is
much faster than writing it down.

4.2.Most frequent communication channel

Variety of communicationchannelsintegrated in asmart phoneincludesoral (phoring) and written
(messaging) communication as well as the visual conversation in form of a video chat Written
conversation is the only one of mentioned types that allows asynchronouscommunication. The
most asociated embodying of it in virtual environment depicts the email. A synchronousversion
of written communication represents the instant messaging, that fadli tates written communication
between usersin red time.

0% 20% &% 60% 80% 100%

Phoning (Mol WOk, VOl |  100%
D

messaging (VIS over internet)
email 1 3%

I 38%

Figure 2: Most frequent communication channel for work issues (Source: Survey)

If compared to the communication in private life that is mostly exeauted orally and visually, the
preferred communicationin business environmentiswritten conversation. Theresults of thesurvey
depicted in fig. 2 and 3 surprisingly show that the entrepreneurs are using ol conversation
(phoring) more frequent in business actiities than in private life: Phoning was used by 100%in
work issies and orly 88%in private issues.

0% 10% 208 0% A% S0% 60% 7006 80%% 0%

phoring (mobile network, VOIF) | S s
messaging (SIS over internet) ——————

I 1%

—_— 19%

email

Figure 3: Most frequent communication channel for private issues (Source: Survey)

4.3.Response time
TodayGs world is charaderized by dramattc turbuent changes shaping the business environment
(Achrd, 1991, pp. 77-93). The omnipotent availability of smart phoneservices for contacting a
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person allows a fast resporse to an impulse provided by the techndogy. The technology mirrors
the current need of instant resporse to the dramadic and turbulent changes through its features and
paosshilities (Ivanochko, Urikova and Gregug, 2014, pp. 53-518).

As depicted in fig. 4, from 19%to 62% ofall survey participants respondto information received
through emaik or messaging immediately after receving. This fast and instant reacton enables
faster processng in a business operation and enables the shortening of the task exeaution
(D8videkovg and Gregug, 2016,pp. 102-107) bd steringthe prodtctivity and efficiency onthisway
(Hidalgo-Per®&, OEK ean Alonso and Rodfguez Lop®, 2015, pp. 48-451).

® immediately

62%

' m depending on the

importance of the

19% content

V | with time delay

19%

Figure 4: Time to Response to a Message/Mail by Respondents (Source: Survey)

4.4.Reasonsfor the preference of a smart phone perceived by respondents

Throwgh all the possble and innovative applications of a smat phone device, the powerful
invention found its place in every aspect of our lives. Boasted by the immense utili zation,
smartphores penetrate many faces of our everyday actiities (Wang, Xiang and Fesenmaie, 2014,
pp.1-4).

The research team aimed to address the awareness of the end users of the utili zation of smart
phores. In other words, why do they choaose this appliance and not the traditional phore? The
answer to this inquiry may highlight the most valuated attribute of it the customers appreciate at
most.

Low price with high utilization . 10%
Easy use . 10%
Broad utilization | R £ 0%
Flexibility | — 20%
Efficiency .ﬁl 20%
U:.’(u 10% 2 U‘)) 30%  40% 5(.:'}{) 60% 'I'(:f}(: 80%

Figure 5: Reasons for Use of Smart Phone (Source: Survey)

The most appredated added value of a smat phane in comparison to atraditional phoneis the
broad utili zation of it through the applicationsit provides at hand. This could be also expressd
through the formulation: fiincor porates everything |1 needo provided by oneof theresponcents. As
interesting can be seen the fact that no of the respondents submitted the dimensions, size and
weight of the handheld computer. The answers to this inquiry can be taken as unconscious
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perception of the smart phoneimportance for the end users that is diredly addressed by the
subsequent subsection.

4.5. The significance of a smart phone perceived by respondents
Theubiquitoustechnd ogy that combines so many appliancesin one powerful device (Nichasand
Myers, 2006,pp.60-63) becane indispensable for many users, especially young generation became
nealy inseparable from their phanes (Porath, 2011,pp.86-99). Smatphore, theall-rouncer, fosters
any activity through the offer of several feaures and services enabled by integrated applications
and conrectionto theinternet The smart device mediate theaacess to everything we need:

1 It representsthesource of information provided viaconrectionto theinternet natifications,

seachingtheweb, emalls, etc

1 It enablesora conversationthrough phane call connection and written communication via
messaging or emaik.
It facilities visual communication through video cal.
It allows entertainment in form of playing games, watching videosor paying music.
It developsand enrich the skill s and knavledge through information ore-learning.
It makes it possble to shootand share photos: to keep recordsof experiences, to take fast
notes, to make a copy of adocumenté
Thedevice represents a very useful utensil that is so small, handy and light that it can be always at
hand. All its features can beintegrated in exeaution of business operation. Respordents appa nted
their smartphoneas an essential work tool for businessworld (fig. 6).

= =4 —a 9

Entertainment (games, music) ] 27%

Source of information | IEEEEEEEE————————__— 20%

Necessity, Comfort, Practical tool e——ee——————————— 7%

Communication too! | IEEEEE— 3 0%

Work too! | — 3 0%
0% 5% 10% 15% 20% 25% 30%

Figure 6: The Perception of Smart Phone by Respondents (Source: Survey)

5.CONCLUSION

This paper deals with some aspects of the mobil e information and communication techndogy that

are enriching our lives in every facd. The emegence of smat phores, thetiny powerful devices
that incorporate a burdle of individual handy appliances into one handy gadget, creates new
oppotunities of innovative utilization of smart phores in business environment. Through the
omnipotent availability and unlimited reachability and conrection, the smat phone fosters the
shortening of processng cycles and operationsin business actuities. It allows to instantly read to
important issues even ousidetheregular office or working hours.

The reseach described in this paper conducted in form of a complex survey among husiness
professonals included identification of most frequently used feaures of smart phones aiming to
deteminethe most appredated added value on end user side. The assessment of the smart phone
importance was donedirectly by interrogating therespondents and evaluating their aware resporses
as well asindirectly by assessng their answers to inquiries deding with communication channel

uses and resporse times as the communication represents the most important facet of business
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operation. The condicted reseach represents an explorative examination of theactua use of smart
phonepatential in actua business pradice.

Thegrea possbilities of smart phoneutilization represent object of continuousresearch endeavors
of many researchers aroundthe world. The theoretical use of smat phores synergic feaures that
provide augmented working environment are being researcched in countless publi cations. However,
the actual uses of these devices by the entrepreneurs and managers in practicd busness life are
still limited. Gaps between the theoretical and practicd utilization provide a large room for
improvement, innovationsand supportof science towards the business world. Despite these gaps,
the smartphane denotes an essential work tool for business professonals already today (fig. 6).
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ABSTRACT
Sart-ups ae a part of SMES, but there are specific dueto their global potential, innovative idea,
scalable and repeatable business model. There is an increasing rate of SMEs and Sart-upsin
recent years. It is clear that Sovakia hasa high innovation potential and significant development
beginsin the area of Sart-ups. Accelerators andincubaors are deeply conrected with Sart-ups.
Mentioned institutions offer finarcial and norfinancial suppat to Sart-up projects. Moreover
accderators ae a source of venture capital andtheir fund chaosen projects. Strategic and project
management in accelerator hasspecific traits andrules. Founders and owrers of acceleators are
often experienced entrepreneurs, business angels, moreover venture capital funds or even
governments. Business accderators invest venture capital in Sart-up members of their
accderation pogram. Mentioned institutions use several investment criteria which often differ.
TheUSandUK accderatorsuse seveal metrics andschemes, butthere are new trendsin investing
to Sart-upsin newer ingtitutionsandin several courtries.
In thefollowing publication we anayze processesin accelerators andtheir investment criteria. We
will focus on acceleration programs investment decision-making, and a business model scheme.
The research will be based on case study of real Sovak accelerator operating in condtions of
Sovak ecsystem anddata collected within well-known global accderators. The result of the
pubication will bethelist of relevant criteria useful for Sart-up accelerators in Sovakia or all
ove theworld which wantto valuetheir investment properly.
Keywords accderator, Sart-up, investor, venture capital, investment criteria

1.INTRODUCTION

Thereseach in Start-upsof the Slovak Repubic is still an innovative topic aboutwhich thereis
just a small amountof scientific publi cations. This article provides valuable information aboutthe
isaue of accéerators and incubators. Start-up acceleators occur worldwide and use a variety of
performance metrics and investment criteria. Some accelerators operate as private companies, non-
state-owned enterprises and non-profit companies. Accderation progranms are not standardized and
vary between dfferent acceleratorsin different parts of theworld.

2. LITERATURE REVIEW

In recent yeas, the business environment has undergoneseveral changes including financing new
businessideas. It hastoday several new modern forms. In theUS, the supportof Start-upsthrough
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incubators belongs to thetraditional type of asgstance to new businesses. Incubators are generaly
ingtitutions providing nan-financial support to projects in their incubation pragrams. The greaest
amountof financial suppat in recent yeas has been provided in the form of venture capital, which
we will discuss in the next part of the paper. Venture capital is alrealy in some cases of financing
prgectsin theinitial stage of theidea or just the sketch of business model. Acceleatorsare mixed
forms of the incubator and venture capital, becaise they provide financial supportto menbers of
the acceleration praggram

2.1. Accekrators

Business Accelegator is an intense (typically three-month) sales program that includes mentoring,

training adivities, networking and focusing on fast-growing companies that at the end of the
program will present your idea to investors. Usually, the entrepreneur moved into shared office
space with other new founders and for some time under the control of consultants and experts that
aca@erated the growth of their future business (RENTKOV G K. i ROGTCROVC, M., 2016,p.

1945) In exchange for professonal consultancy and link to the investors who wil | provide them
with venture cepital accderator gets a share in future company.

Term accderator can determine the organization to which business Start-upsenter and leave it as
agroup of people who passed through awell-defined and time-boundexercise program It usually
takes from three to six months. At the end of their program Start-up acceleator will provide a
financia support for the implementation of business plans by the Siovak Business Agency
definition and take into accountthe ealier practce of theUS acaerator. Provision of capital may
occur a thebeginning of the accderation program, which may have differentlengths. (SBA, 2014)

2.2.Venture Capital
Venture capital is defined as a source of financing for new businesses. Venture cgpital fundspool

investors cash and loan it to Start-up firms and small businesses with perceived, long-term growth
patential. (Rentkovs et al., 2015).Venture capita is the most important way of funding Start-ups
that do not have access to their own capital. Described capital entail s high risk and potentially high
returnsfor theinvestor. There are several types of venture capital andthey differ in Start-u p &age
and amount of investment. Individual investors usually invest mainly onetype of capita. (SBA,
2014)

Venture caoital is aimed primarily at companies which are unable to raise fundsfor initiating and
developing a common external source (eg. Bank loans). Venture capital consists of two types-
private equity cgpital and venture capital. Some authorsconsider private equity cepital and venture
cgpital as synonymous. The pulication ofthetwo terms distinguished.

Pre- seed capital is used for financing of ideas and reseacch prgects with the goal of building a
succesgul company aroundit in later stages. Pre- seed start-up are working on the business model
and description of value creaion for future customers. (KOTTULOV G J MITKOV G 6., 20186,
p. 340)
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Seead capital represents sources used for market reseach and all adivities before companyE s
establi shment. Investor finances the testing of investeeks entrepreneurship with seed capital. Seed
financings may bedirected toward prodict development, market reseacch, buil ding a management
team and developing abusiness plan (RENTK OV (K. i RO GCROV CM., 2016, p. 1945). A
genuine seal-stage company has usually not yet established commercial operations - a cash
infusion to fund continued reseach and product development is esential. These early companies
are typically quite difficult business oppotunities to finance.

Start- up capita is applied to overlap initia costs including purchase of new madinery and
equipment, purchasing of tedhnologies, development of techndogies, initial costs for marketing
etc Start- up capital is used for financing of start-up for the first two yeas of operation. ( MILLER,
P.- BOUND, K., 2011, p. 10)

2.3.Investment criteria

Investment decisionsare based onitsimportance rank amongthe company. Themain oljective of

theinvestment decision is the differenciation of prgects that will beredised in the company and
therefore will have to invest resources and vice versa exclusion projects, unsuitable for investment.
Success of individual projectsisfor business prasperity. Thisisapriority strategic decision-making
nature in line with corporte dtrategy, <trategic goals and contributing to their
implementation.(VALACH, J. et al. 2010,p. 14)Investment projects increase the total value of an
organization that is the subjed of seledion criteria and evaluation of mentioned prgects. The
investment can beexplained as an activity to increase the amountof tangible and intangible assets
of the company.

Among the specifics of investment decisionscompared to the general econamic adivity we shoud
include: (KOMORNK et al., 2015, p. 35)

Long-term decision making on average within 5to 10yeas

Increase of therisk of initial expedationsof returnthe company

Capitd-intensive operationsassociated with high initial investment exceeding possbili ties
of individual or economic entity

Difficult coordnation of participants of the investment process

Theuse of new techndogies, prodicts, processes or knav-how

Possble seriousconsequences for infrastructure and el ogy

ToTo I Do I o

Start-upsbelongto forms of smal and medium enterprises. Making an investment decision about

Start-upscan bebased on the theory of investment decision-making in enterprises. There are three

basic criteriafor financial investment decision as following: (BREALEY et al., 20@3, p. 11)

1. The financia profitability of investments, respedively, completely all net income that the
investor wil | recaive from thetime of thecapital injection urtil the final investment income.

2. Therisk rate of investmentsis measured by thelevel of risk associated with the possbilit y that
the expected revenue adhieved. For the calculation of investment risk is used variance and
standard deviation from the mean income of the investment.

3. Theliquidity of your investment, which is directly related to the rate of cash received in the
sale of the object of investment, typically seaurities.
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In practice the criteria with amaximum value can often beprevented. Achieve maximumyield is
not posshble with minimal risk and high liquidity level. On the other hand, with low risk and with
maximum liquidity can be achieved only small revenue. For example, prdfitability ratios reflea
thereturn oninvestment and are one of the most common ways of measuringit.

Qahor distinguish foll owing basic metods of evaluation of investment projects: (LAHOR, L.,
BARTEKOV G M. 2016, p. 1350).

1. Matuity of the prgject or Discounted Maturity

2. Net Present Value

3. Internal Rate of Return orModified Internal Rate of Return

4. Profitability Index

The paybadk period of the project is a static method of assessng capital investment and the
simpliest form of measuring the economic efficiency. The paybad period is the time it takes for
cash proceeds settled cash outflows related to the prgect. For a given period, the investment will
repay itself from theincome it generates and entrepreneur has a zero prdfit. If we compare multiple
proects, we will give a priority to those which have a shorter paybadk period. Thetime facor is
neglected in calculating the paybadk period. On the other hand the discournted paybadk includes
time as an important factor and reduces the value of the future cash flows of capital costs expressed
discount rate raised to specific yeas of the prgect life, where cash flows are creatal. When
calaulatingthenet present value of aprojed must find thepresent value of each cash flow generated
in ead time period, so cash receipts and expenditure. The dedared value of the discourted cash
flow includes an invested cgpital. (VALACH, J. et al. 2010, p. 14)

Profit Net Present Value of the projed isthethe sum of prgect discounted cash flows. If theresult
Is positive, then the projed shoud beaacepted and implemented. In case of a negative net present
value of the prged it shoud be regjected. When we compare more mutually exclusive prgects, we
take onethat has a higher positive net present value. (GLAHOR, L., BARTEKOVC, M. 2016,p.
1352)

Internal rate of Return of the project is therefore the expected return. If the internal rate of return
greate than the cost of cepital invested is often represented by a weighted average cost of capital,
the prged addsvalueto owners and can beredized. (ZIKMUND, M., 2010,p. 11). Profitability
Index or Rentability isequal to the present value of the prgect income and the present value of the
proect costs. The projed is acceptable if the profitability index greate than 1.0. The larger the
index value profitability, the higher the value of the project.

Productivity, investments, return on cgpital enployed and return on invested cagpital in the long
term is determined by using profitability indicators. It is a term that refers to total investment
eanings. Thisisabasic indicator measuring investment. The profitability of the company needsto
knowthefinancial analysisin analyzing ratios. Profitability is often used in decision- makingabout
actiities excluded from the company or vice versa, if the business plan on future actiities. And
profitability is often a part of the incentive componrent of remuneration management. (ZIKMUND,
M., 2010,p.11). Return oninvestment is apopuar indicator that rather than within the corpaate
ratings used for assessng individual investment projects. The company calaulates it for potential

investors and actual shareholders who want to find out what is the return on investment. It is
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calaulated by dividing the profit or loss for the current period and investment amount.
(KOMORNX et al., 2015, p. 35)

Thedecisonto invest in a new project often meais more business oppotunities for the company
and its management. Ead project or Start-up, which expands business oppotunities for the
enterprise means certain optionswith a positive value, also called managerial option. If the prgect
has a positive value managerial option, its valuefor the owners and management is higher. The net
present value caculated from the discounted revenueand expenditure of the project is higher too.
(@.AHOR, L., BARTEKOVC, M. 2016,p. 1350).

2.METHODOLOGY AND DATA

In the practical part of the publi cation we wil | focus on the analysis of business acceleators and

investment criteria they use dunng dedsion-making about new Start-up proects. We use the
method of comparison when comparing acaeration prograns, investment decision criteria and
the business models of three seleded accderators. Objects of reseach are: world-famous business
accerator Y Combinator, TechStars and Slovak accelerator Flemio. The reseach will be based
on case studie of accelerator FHemio, operating in the Slovak Start-up ecosystem The author
condwcted accderator in its scientific reseach and also has, in view of her job position, a direct
Impact on strategic decisions acalerator and thus access to the necessry informaion. Also we
will use data collected from other accderators surveyed through a questionraire survey and
secondary analysis of statistical data provided by the University of Berkeley. The output will be a
list of relevant investment criteria appli cable for accderators in Slovak and global condtionsthat
wish to acaurately assess their investment.

3.RESULTS

Y Combinator is referred as the oldest business accéerator focused on Start-up projects. It was

founded in 2005.1t is located in Sillicon Valey, California. It becane a model for acaeratorsin
the America, Europeand worldwide. Y Combinator invests twice a yea a smaller sum of money
to alarge number of Start-ups. In thelast cycle he hasinvested over 120thousandsof dadlarsinto

107 projects. Acceleaation program endswith a Start-up presentation to investorsat Dermo Day. In

2011,investorsY uri Milner and RonCornway offered investment of 150000ddlars for ead Start-
up, which has undergonethe program of Y Combinator. A mentioned remarkabl e validation of the
business model helped founder Paul Graham to create an Y Combinator brand. The company has
changed into theworld's best known acceerator. (Y Combinator, 2016)

An origina featureis undoultedly the way of investing in batches, respectively series. In oneyea
Acceleator invests in two series, each with a separate cycle. Acceleator suppots a large number
of Start-upsin onecycle. Themethod of funding helpsto develop synergies between Start-upsthat
are in variousstages of thelife cycle and they can assst ead other.

Since the founding Y Combinator in 2005the institution hes suppoted more than 1,173 projects.
Accelegator eans about2 million per yea only from succesdul exits.

Themain oljective of acceleation prayram is to succesdully pass theinitial stage of Start-up life
cycle andto help Start-up to buil d something that is sufficiently exceptional, so that the project will
receve funding for the achievement of other milestones. In addition to the main goal of the
acaerator it focusesontheprocess of negotiationwith investorsandtheaaquirers. Much enphasis
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is placed on guidance in communicaton or initial presentation to investors including the
negotiation about shares and taking decisionson aoquisitions.

Y Combinator accderator program offers menbers the financial resources. They neel to cover
their expenses during the running of the program The investment is historicaly at an average of
20,000ddllars. Theinitial stage of the projed life cycle has several phases accordingto thetype of
project Ycombinator provides venture capita for the very first milestone. Start -ups are later
introduced to investorswho can finance other phases.

Accelegator TechStars now operates in four cities in the United States. It inspires and suppots a
network of aswociates in different countries. Currently it prodices the entire ecosystem to help
entrepreneursbuild their businesses. David Colen and Dale Felt created the accelerator TechStars
in Boulder, Cdorado, with hopeto transform and strengthen Start-up easystem in theregionin
2007. Today acceleator TechStars suppots along 762 Start-up projects, of which 90% were
succesdul. (TECHSTARS, 2016)

The targets of Tedhstar can be summarised as the investment assessnent and the esystem
improvement. TechStarsis currently known for its numerousexits, and astheonly acceleaator ever
prove the multiple exits. Tedtars Start-upsreceved investment in 75% ofcases. Then they could
continuein life cycle after the succesful completion of accderation TechStars and a presentation
to investors.

TedhStarswas originally founded to improve Start-up ecosystem in the US, butfounders are trying
to improve an ecsystem worldwide via the huge network built from accelerators, investors and
mentors, caled Startup network.

TedhStars providesinvestment into Start-upsin its program Acceleator has funded more than 800
prgects. The conrection with future capital is acrutia benefit for the members of the aacelerator
program Investorscan provide capital for next stages of Start-up life cycle.

Flemio is currently the youngest acceleator in Slovakia. It was established in 2014, but the first
beginnings of the idea have already occured in 2013. The FHemio concept has evolved from the
decisions of business angels and Start-up enthusiasts to help talented people and transform their
iIdeas into real business Hemio currently has ten internal employees and five Start-ups. It'sa small
acaerator working according to the scheme of American acceerator. Acceleaation program lasts
oneyea and the aim is to create a Start-up from surviving firms prepared to obtain finance from
venture cgpital investorswith areturn onyour investment within two yeas.

Flemio is very uncommon, because only this acaerator focuses on ideas and Start-upsat the very
beginning of the initial stage. It is original not only in the Slovak Repulic, but also within
neighboling courtries. It isinnovative in the personal mentoring access and in the supportof Start-
ups. Hemio suppots projects through creding a prototype and negotiating with investors.
(ROSTAROVA, 2015, p. 239)

Flemio is focused ontheinformationtechnologies sectr, such as previousacceleators. Thefocus
islogically chosen by theexperience of thefounders. Acceleator was closer dedicated andinvested
in various projects. Today, the accelerator is trying to more specialize in software prodicts in
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comparison with hardware Start-ups. A minimum viable prodict is easier to define and to create.
Theaccderator isaprivate company andits objective isto generate profit. The goal isnotapriority
because the main oljective isto buld functional and independent companies.

Slovak Start-upseaosystem is specific and very immaiture in comparison to the US but also to the
courtries of Western Europe. Hemio whole team wants to work on improving the ecosystem in
Slovak region, as well as on engaging in scientific activities in thefield of Start-ups. Flemio tries
to implement prgects that will enrich the ecosystem

The owners of the accelerator provide cofinancing to Start-ups. The accederator provides
investment mainly through human resources that work on the project. Investment amount is
variable and ranges between 20,000and 100,000euros. Theaccéerator isinvolved in coveringthe
travel and entertainment expenses, but does not pay wages to founder of Start-ups. Hemio is a
small accderator that provides incubation of a maximum of five proects per yea. The initial
acaeration program lasted oneyea, butfor now passes acceleator for a new business model and
the acceleration pragram lasts six months.

3.1.Investment criteria of research sample

In the theoreticd part of the article we have identified several ways of evaluating potential
investments. For these criteria TechStars and Y Combinator use internal rate of return and the
paybadk period.

Management option is used by the management of all surveyed acceerators and reflected always
in the focus of the accelerator program TedhStars and Y Combinator emphasize the synergies
between the seleded prgects to eat other. Both acceleators under its brand form a network of
companies that are able to work together to test their products to make your subcontractorsand so
on. The net present value of Start-up projectsis very difficult to identify in advance Acceleators
arenotusingit as an investment criterion, as well asin their succesdul prgectsit is very different.
Similarly profitability index is nota predictable indicabor of Start-ups.

Internal rate of return, acording to the statistics of accelerators averaged 13.3 percent. The
guestionraire survey reveal that this exanmple in thecase of Y Combinator's internal rate of return
of investment in recent years from 23to 25 percent.

Table 1: Financial results of accdlerators (authorsEwork acmringto own research and
www.seeddatabase.com)

Financial relult Value

Average investment $20,000
Average sharein prgects 6%

Average number of prgects yea 20

Investment/ yea $400,000
Revenueof investment/ yea $1,400,000
Paybadk time 3,5yeas

Internal Rate of Return 13,35%
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Paybadk periodis estimated at five yeas, when Start-upspass through all stages of their life cycle.
Both studied accdlerators - Y Combinator and Tedhstars- however, indicate an average paybadk
time of 3.5 yeas. Table 1 is prepared on the basis of reseach performance accelerators at the
University of California, Berkeley. It captures the average results of test elements 186 acaerators
in dfferent courtries.

4. CONSLUSION

In this article we examined the ingtitutions called Start-up or business accelerators. We have

defined a business acaerator as an institution that provides the same benefits to Start -up proect
in financia and non-financial forms, such as investment, working space mentoring, education,
etc, in exchange for equity stakes in Start-ups. We analyzed the acaeration prograns of three
acaerators and Y Combinator, TechStars and Flemio. They are different institutions, but it is
paossble to find many links between their progranms. For acceleator Hemio can be based in
comparison to world leaders Y Combinator and TechStars advised to focus more on building its
brand. It will bringits portfoli o of prgects many important contact and thepasshil ity of obtaining
additional investment. It is harder to tap into investment companies and build your brand
internationall y for Slovak acceleator, but Flemio has a right direction. We focused oninvestment
criteria of Start-up acceerators. The theoretical part of the article summarized that for projects
acwounttheir prdfitabil ity, risk and liquidity. We have defined risk capital, which is asociated just
with Start-up prgects and investments of accelerators. Just venture capital is characterized by a
higher risk and a higher expected return compared with other forms of capita. It is quite
challenging to find out al the investment criteria of accelerators, but we were able to identify the
most frequently used. Target valueinternal rate of returnis 13,35 percent according to thediff erent
sanples of examined accelerators. Annual investment in the proed would return 3.5 times. The
optimum share of Start-upsis 6 percent, with an aliquot amount of investment is 20 thousand
ddlars. It is necessary to note that the results are the average and individual results vary
considerably within accederators. Table investment criteria and the case studies of TechStars and
Y Combinator provide clea guidance for Hemio and future worldwide successul accderators.
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ABSTRACT
Airline operational problems associated with flight scheduling, aircraft scheduling and crew
scheduling are usualy solved in two phases. crew pairing andcrew rostering and management of
irregular operations. Each problem hasits owncomplexities. This studyexaminesthecrew pairing
problem, oneof themost comprehensible problems encourtered in airlineplannng. The studyaims
to generate a set of crew pairings wth minimal cost, covering all flight legs andfulfilling legal
criteria. Drawing fromthe previousstudies which seek to solve the crew paring problem through
genetic algorithm, the present study proposes a hybrid genetic algorithm approach. To test the
algorithm, optimal crew pairingshave been generated by making use of the flight daa obtained
froman arlinecompanyoperatingin Turkey:.
Keywords: Airlinecrew paring, &t covering, Genetic algorithm, Heuristics

1.INTRODUCTION

The airlineinduwstry widely utili zes operationsreseach tedniques since the 1950s(Barnhart and
Talluri 1997). Operations reseach models have had an enormous influence on operations and
planning within the airlines industry. The fundamental airline problens can be classfied as
operational and planning prollems. The airline crew scheduling prollem is one of the most
important planning probdems by all airline companies because the tota crew cost, including
salaries, benefits and expensesisthe second largest cost, after thefuel cost, for airlines. (Bazargan,

2004).Unlike thefuel cost, alarge portion of flight-crew expenses can be controlled (Anbil, 1992;
Pavlopodou et al., 1996; Desaulniers et al., 1997; Klabjan et al. 2001;Barnhart and Cohn2004;
Kohl and Karisch 2004;Deng and Lin 2011). Also airline crew scheduling prodem is an NP hard
which meansit cannot be exactly solved in a reasonable computation time (Klabjan et al., 2001;
Ekenbad, 2002;Barnhart et al., 2003;Soual and Teghem, 2009; Deng and Lin 2011;Zeren and
Ozkol 2012;Azadeh et al., 2013;Aydemir-Karadag et al., 2013;Deved and Demirel 2015).

The airline crew scheduling (ACS) is generally divided into crew pairing prodem and crew
rostering (or crew assgnment) problem. In this paper, we focusonthefirst stage of the crew pairing
prodem. The am of the airline crew pairing prollem (CPP is to generate a set of minimal cost
crew pairings covering all flight legs. We present a two stage model for the airline CPP. These
stages are crew pairing generationand optimization. Themodel has been formulated as set covering
prodem. In this study, we have applied an evoluationary algorithm, including genetic algorithm
(GA) and a hybrid genetic agorithm (HGA) with integrated locd search for solving the crew
pairing prodem.
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2.RELATED WORKS

There have been several genetic algorithms based on meta-heuristics studies in the literature for

the crew scheduling prodlem. In these studies generally SP (set partitioning) or SC (set covering)

are considered for solvingthe crew pairing optimization probdem. Beasley and Chu(1996) propased

agenetic algorithm-based heuristic for non-unicost set covering prodems. Levine (1996 )presented

a hybrid genetic algorithm which consist of a steady-state genetic algorithm and alocd seach

heuristics. Ozdemir and Mohan (2001) studied a genetic algorithm applied to a flight graph
presentatiton that represents several proldem-specific constraints. Kerat et al. (2002)denmonstrated

howto solve theglobal airline crew scheduling prodem by a genetic algorithm metod. Kornilakis
and Stamatopouos (2002) used a two phase procedure for crew pairing probbems. Chang (2002)
utili zed a genetic algortihm for aircrew-scheduling model. Souai and Teghem (2009) presented a
methoddogy is based on a hybrid genetic algorithm. Azadeh et al. (2013) propacsed a particle
swarm optimization (PSQ algorithm synchronized with a loca search heuristic for solving the
crew scheduling prodem. Moreover, two other hybrid algorithms based on GA and ant colony
optimization (ACO) algorithms have been developed to solve this probem. Zeren and Ozkol

(2012) examined a new solution of the crew pairing prollem using genetic algorithms. An

overview of previouswork on elevant genetic algorithm studiesis provided in Table 1.

Table 1: An overview of some previousstudies using genetic algorithmin airline crew scheduling
prodem.

Data

Crew Crew Problem Application Flight Data  Acce Airl ine/ Formulat
Author (Year) Pairing Rostering Type ss Country ion
Random Priva
Beasley and Chu (1996) X generated - te - SC
Levine (199%6) X - - Real - P;l(;/a - SP
Ozdemir and Mohan (2001) X - Daily Real P;‘g’a
Kerati et . (2002) - X P;‘g’a
Kornilakis and ) Priva Olympic
Stamabpoul os (2002) X Monthly Redl 2100 te Airways SC
Chang (2002) X X Weely Redl about 700 IV Taiwan
Souai and Teghem (2009) X X Daily Redl up 10631 P;‘g’a sP
Zeren and Ozkol (2012) X - Monthly Real 714 Piva  Turkish sc
te Airlines
] Random 25,50, 10Gand  Priva
Azadeh et al. (2013) X - Daily generated 150 te

3.AIRLINE CREW PAIRING PROBLEM

Crew pairing probbems seek to find the crew pairing with minimum cost which would meet the
neals of each flight leg on the schedule. Hight schedule is used as an input at this stage. Then,
duties and pairings are generated acording to theruleslaid down by airline companies, Direciorate
General of Civil Aviation (DGCA) and the Federal Aviation Administration (FAA). Fg. 1shows
the duties and crew pairings generated in line with the flight legs used in the flight schedule. The
foll owing definitionsare used in adressng the crew pairing prodem (Bazargan, 2010:

Duty: A working day of acrew may consist of afew flightlegs. The period of aduty isdetemined
by FAA regulationsas well as by individual airline company rules or crew unions. For exanple,
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oneof these rules: airline pil ot sor cabin crews cannottotal fly more than 8 hoursand total duty
time 14 hourdn a 24-hour period.

Sit connedion: A conrection during duty is called a sit conrection times. Generally, airlines
consider minimum and maximum sit connection times, generally between 30 minutes and 3 hours
(sometimes 4 hous).

Rest: A conrection between two duty periodis caled to asrest, layover or overnight conredion.

Fig. 1 shows a pairing that beginsand endsat thelST Airpont, alocd airlines crew basein Turkey.
This figure represents an illustration of a pairing that consists of two duties and two-day crew
pairing, showing duty periods, sit time within duty periods, brief, debrief, overnight rests, and sign-
Inandsign-outtimes. Accordingto thisfigure, acrew pairingis asequence of duty period separated
by overnight rest. Generally rest expenses between duty periods: the crew is staying overni ght,
away from their home base, and thus, theairlinehasto pay for their per diems, taxi fee, hotel, food,
and so on. The first duty period contains three flight legs whil e the second duty period contains
three flight legs and. Both pairing and duty period must observe with FAA, the crew unions, airline
company rules and government. Thedecison rdesis provides alegal pairing.

Crew pairing
7/ —
Total FlightTime Total FlightTime
“7‘) ——————————————————————————
J9)
o
Brief| Isnetimel ISitetimeI |Debrief fg, B”mi ISitetimeI ISitetimeI |Debrief
I I I I I I 5 | I I I I
>
(o]
ST \pA  ADA IST ST AMS AMS ST IST  AYT AYT  IST
(Homebase)
06:00 07:00 08:15 09:15 11:05 14:25 12:20 16:50 18:00 19:20 20:15 22:35
Duty Periodl Duty Period2 — >
:< Time Away from Base :I

Figure 1: Example crew pairing with ISTairport ascrew base.

Deadhead: Dealhed is a flight in which cabin crew fly from the airport where their last flight
duty endsnot as crew menbers but as passengers to the airport where they will perform their new
flight duty.

4. PROPOSED METHODOLOGIES

The main purpcse of the crew pairing probbem is to minimize thetotal cost of assgning crews to
flight legs. The propaed methoddogy consists of two stages: (1) Crew pairing generation (2)
Optimization. In the first stage, all legal crew pairings are generated using the set of flights. A
depth-first seach algorithm is enployed for pairing generation. This agorithm seaches in the
space of all possble subsets of al flight legs (Kornilakis and Stamatopouos, 2002).1n the second
stage, minimum cost crew pairing that covered all the flights at the flight schedule is selected
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anmongthelegal crew pairings. The evoluationary algorithms are used in order to solve the CPP.
The schematic diagram of the propaed methoddogy for crew pairing prodemisshownin Fg. 2.

Set of
Flight

|
—————— > Input
o vy eyt
I /7 Depth-first seach ™
(1) Loca, time and : [\\ algorithm )

temporary

constraints
(2) Number of flight

legs Generate all lega _
- duty periods

|
| Stage 1:Crew pairing
,,,,,,,,,, ,l,,,,ﬁﬁﬁ\ T generation

|

|

N agorithm |

! !

SFugenumberof, [ Generate all Tegal ™ _ |
\__possibilities " pairings

[ Initialise popdation } —————— 1

individuals

4>[ Sel ection: Binary tournament selection J

Yes No

[ Eval uati on: Cal culate the fitness of J

v v
[ Crossover: One point ]—»[M utation: Bit flip randomJ
crossover

7 TReparandthen'loca
\.__optimi zation heuristics

S

——%age 2:Optimi zaioﬂ

Steady-State replacment

[Eval uation: Cal culate the fitness of chil dren)

Replacament strategies: Steady-state
replacement

Termination
criterion ?

[ Solution } ________ |

Figure 2: The stages of the proposed methodology.
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Popuation initiai zation is thefirst phase of genetic algorithm. In this phase, arandom popuation
is createl that contains N chromosome. Fitness value of a chromosome equals to the objective
function of the prodem (Demirel and Deveci, 2016). Fitness function adopted in this study is
explained below.

¢; = cost of pairing j

v
Fitness function (Min) = Z Ci X; (1)
j=1
Subject to;
¢ >0
x(j) € {0,1} VjEP
~ (1 if pairing j is selected,
XD = {0 otherwise,

Following the selecton of parent (ancestor) chromosomes that will generate new offspring, they
are sent to genetic operators called parent seledion, crosover and mutation operators. These
operatorsplay an important rolein terms of thediversification of chromosomes. Binary tournrament
seledionis adopted in this study as it delivers a bette performance when compared to ather types
of seledion operators. One point crossover is utili zed in this study. The mutation goerator ensures
that the algorithm is not stuck at a local optimum, chromosomes in the generation donot repeat
themselves and diversity in the popuation is maintained. We are adopted in bit-flip mutation for
this prodem. An operator system in which a randomgene is altered (bit-flip) is showed in this
study.

Child chromosomes generated after crossover and mutation processes are not guarantead to be
feasible. The metod suggested by Beasley and Chu (1996)is applied to repair potential non-
feasible chromosomes. Non-feasible chromosomes mean the state of non-coverage of al flights. A
chromosome must be covered in ead leg of flight.

Cost of crew pairing

(@)

A locd optimization step is incorporated in order to render the solution algorithm more eff ective.
This algorithmis alocal optimization process which ensures that fitness of a chromosome is not
impaired once it is made feasible even when it is amitted from the solution set of redundant crew
pairings (Beasley and Chu, 1996). Last step of genetic algorithms is popuation replacement. In
this appraad, two children are generated in ead iteration. Then, this child chromosome replaces
theworst individual inthe popuation.

Number of non covered flights included in crew pairing

5. EXPERIMENTAL RESULTS

In order to examine the performance of the propcsed one genetic algorithm and a hybrid genetic
algorithm, we have used the crew pairing probbem which contains four different instances. Parent
seledionis performed using binary tournrament selection with atour size of 2. The popuation size
isset 30. Thecrossover probability is set 0.8. The each generation ofan EA, orly two children are
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generated. It replaces theworst individual of the parent population. The results that were obtained
from every two algorithm s given at below Table 2. This table shows the average and lest fitness
values obtained by ead method over 30 runsof four instances, with the best of the two metods
average fitness given in bold and best fitness given in underline.

Table 2: Performance comparison of genetic algorithm and hybrid genetic agorithm based on
average fitness and lest fitness obtained from 30 trails for each instance.

Flight o Standart Genetic Algorithm Hybrid Genetic Algorithm
Ins, Pairings
Legs Average Best Average Best
1 149 4307 449825 42783 437784 41895
2 208 6711 620242 59948 602105 56360
3 371 9194 1174758 112370 1145672 104985
4 506 11116 1673664 160312 1642433 159145

When this graphic is examined, it is understood that best algorithm is hybrid genetic algorithm
amongthese two algorithms.

6. CONCLUSION

In this study, some studies at the literature were examined with the aim of solving the prodem of
crew pairing and a hybrid algorithm was developed for a robust and effective study of the
recommended algorithm. We present an appraach for the objective minimum cost in airline crew
pairing probem. This prodem was solved in two stages. At the first stage of the prodem, legal
crew pairings were formed in acardance with legal restrictionsof DGCA (Directorate General of
Civil Aviationin Turkey) and specid restrictionsdetermined by theairline company. At thesecond
stage, lowest cost crew pairingthat covered all the flights at thefli ght schedule was selected among
thelegal crew pairings. This selecton was donewith diff erent evaluationary agorithm. This study
compares the performance of two evaluationary algorithms, including Genetic Algorithm (GA) and
Hybid Genetic Algorithm (HGA) for solving the crew pairing probbem. It was proved that it was
thebest hybrid genetic algorithm.
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ABSTRACT
Game theory presents a set of interactions which are used in order to bring optimal strategies. It
hasbeen reamgnized and developed in many natural, social and humanistic sciences during the
20th century, with a special contribution fromJohnvon NeumannandJohnNash. This paper deals
with game theory apgication in the relationship between educational system and labour market,
which are not sufficiently coordinated in Croatia, thoughthe problem is recognsed by relevant
Croatian ingtitutions. Croatian Government, Ministry of Science, Education and Spd, and
Ministry of Labour and Social System autline several gods in their most important documents.
One of them is the need for harmonisation between educational system and labour market as an
important condtion of an effedive educational system, more productive labour market, and for
launching of a number of positive trendsin econamy. This papger aims at presenting available
strategies andfinding optimal ones by using game theory. Theanalysisis based on assumed values
which meansthat solutionsare not spedfic. It demonstrates the perspecive and meaning ofgame
theory as a method of making optimal strategic decisions for both daminant partners of the
Croatian Government.
Keywords: game theory, educational system, labourmarket, strategy

1.INTRODUCTION

Gane theory presents a set of interactionswhich create analytic base for making decisions, often

in risky and indeterminate condtions. When decisions include more participants and have big
influence on specific community, all strategies in game theory have to be presented and analysed
in detail in order to find optimd solution that will bring the biggest benefit or the smallest damage
to players and community. Formd establishment of game theory is the pulication of the book
"Game theory and econamic behavior", written by Johnvon Neumann and Oskar Morgenstern in

1944.The problem presented in this paper refers to harmonisation of the educational system and
labourmarket needs, while the subject of research is game theory and its appli cationin the process
of harmonisation of theeducationa system and labourmarket in the Repuldic of Croatia The goal
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of this paper isto find the optimal strategy to enable higher employment rate espedally for young
people, and greate competitiveness and efficiency of the entire Croatian econamy. The hypothesis
asaumes that bringing the optimal strategies in process of harmonisation of the educational system
and labour market, and making proger allocation of fundscan improve development of Croatian
eomnamy because of oriented knowledge, motivation, and preparedness of enployees, especidly
theyoung ones, to work.

2. BASIC FEATURES OF GAME THEORY

Gane theory is a scientific discipline which describes different conflict situations and finds
appropiate models for their solution. The number of participantsis at least two, and the beginning
of the game is amoment when oneor more players choase oneof the available strategies. Strategy
Is a set of instructionswith guidelines what to do in every paossible situation during the game It
dependson the expeded result of the interaction. The move presents the best alternative between
possble alternatives of ead player.
(http://userwww.sfsu.edulanglois/ShortGameTheoryCouse.pdf). Set of alarger number of moves
makestheinitial stage of thegame After thefirst moveinthegame theresult isaspecific situation,
which detamineswhois goingto make the next choice, and what are the alternatives. Thestructure
of the game is detemined by four elenents. the identity of the players, the rules, the result, and
payoff. Thewhole gameis based ontwo assumptions: rationality and general knowledge (Sharma,

2015, eferenced byJadrecki ,iCerovi ,iCrnkovil Stumpf, 2015, p. 3).

2.1 The most important concepts and types of game theory

The components of game theory are players, strategies, moves and the presumption of the
rationdity of eat player. There are several concepts and types of games, very important in game
theory:

Nash'sequilibrium i thebasic premiseisthat any change or seledion of anew strategy influences
the choice of another player or players. Players in Nash's equili brium make the hkest possble
decision,takinginto acmunt the decisionsmade by other players.

Prisoner's dilemma i the model of the game played by two players with two available strategies.
The winning strategy is noncooperation. The game is described as a dilemma of two prisoners
acaised for the same crime (Ke |k,e2013,p. 80).

Dominant and dominated strategy 1 if some stratggy is the best for one player, despite of the
potential moves by other players, then it is the dominant strategy. Dominated strategy is a strategy
that is obvioudly bad for the player, despite of the potential moves by other players.

Pareto's optimal result i a game solution where theresult of oneplayer is bette only if theresult
of ancther player isworse.

Game of coordination or assurance i model of the game similar to prisoner's dilemma butthe
winning strategy is cooperation.

Except the listed ones, there are more concepts and models of game theory, like tragedy of
commons, the battle of sexes, games based onthe number of participants, interests, on the amount
of available information, payoffs etc.

2.2 Ashort review of the development of game theory

The first traces of game theory date back to the 3rd century BC, when Chinese phil osopher Sun
Tzu puldished the book called "The art of war". In the 1%th century econamists Cournotand
Bertrand developed duopdy games as forerunrers of noncooperative strategic games (Dragkovi i
2005,p. 170).However, theformd establi shment of game theory is the pulication of book"Game
theory and econamic behavior" written by John von Neumann and Oskar Morgenstern in 1944.
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Theauthorsanalysed matix game with two players and the sum zero, which meansthat the profit
of oneplayer must be equal to the loss of the other player. The Second World War influenced the
development of game theory becaise military strategies were trying to be modeled by it. Shortly
after the Second World War, John Nash appeaed and popuarized game theory with his
discoveries. Comsideringthefad that during the period from 1994to 2012even ten econamists and
scientists wontheNobel prize for ecnamy for their reseach in game theory, we can concludethat
game theory has become oneof the most successul branches of economy.

Other important researchers in game theory are Lloyd Shapley, Martin Shulbk, R. J. Aumann,
Thomas Schelling, Rolert Axelrod and Ariel Rubinstein.

3. APPLICATION OF GAME THEORY IN THE EXAMPLE OF EDUCATIONAL
SYSTEM AND LABOUR MARKET IN CROATIA

In this chapter we analyse the relationship between educational system and labourmarket, as well

as the influence of Government on their harmonisation. In Croatia, the relationship between these
two departments is not harmonised. First the gane is played by two players, but after the first
analyses, the Government will enter thegame as thethird player. All informationwill be compl ete.
Thesumwill notbezero, andthe game will be presented as matix. Themode of game theory that
isgoing to beused isthe game of coordination.

3.1 The analyses of educational system and labour market in Croatia

The probdem presented in the game is reallocation of resources for the goal redization. There are

two players: the Ministry of Labour and Social System (MLSS as a representative of the labour
market, and the Ministry of Science, Education and Sport (MSES) as a representative of the
educaiona system Assumptions are as follows: for both Ministries the Croatian Government
made specific, equal budgets for the redisation of the goal, in accordance with responrsibili ties of
bath Ministries. The goal of MLSS is the regulation of the labour market and meeting its needs,
whilethegoal of MSES isforming educatonal progranms and providing enrollment quatas for high
schods and faaulties. Because of limited resources, neither of the two ministries has sufficient
amount for meding their needs. Both ministries have two ogions i mutua cooperation or
noncooperation.

The first Nash's equili brium and the optimd strategy is mutual cooperation. In that case eath
Ministry will allocate, in agreemat, apart if its budget for harmonisation of theeducational system
and labourmarket, which will result in a high-quality and eff edive educational system with highly
qualified work force, who will be able to find job immediately after finishing the wanted level of
educdion. Except directly by harmonisation of high school and study prograns, as well as
enrall ment quaas, common goals are realzed by grants, suppots for businesses, and by improving
the system of professonal practice

Table following onthe next page
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Table 1: Matrix of available strategies for MLSS and MSES

M SES (B) Coopeation Noncoopeation
(part of budgget) (A manipulates with
resources for the goal
MLSS (A) reali zation)
Coopeation Harmonisation of the A wins
(part of budget) godsof both Ministries B loses
Noncoopeation A loses Unequal reallocaion of
(B manipulates with B wins resources; partially or no
resources for the goal redlization
goal realization)

Source: Authors interpretation

All these changes make faster improvements on the labour market Also, because of mutua
cooperation between MLSS and MSES, and sufficient funding, there is no need for fundsthat are
planned for some other measures in ead ministry.

The second pashble Nash's equili brium can, butalso doesn't have to be, mutual noncooperation.
Both ministries can decide not to cooperate because of different reasons: reallocation of fundsfor
some other purpases, strongself-interests, pditi cal interests of individuals, insufficient awareness
about benefits of cooperation, incompatibility of common programns, lack of communication etc.

Theresults might be: MSES would invest fundsto reform the educationa system, and also would
partly harmonise the educational system with labour market needs by its own reseach, analyses
and asesgnents. On the other hand, MLSS would invest funds to supportenployers, first of all
small and medium enterprises, who make up more than 80% ofall enployersin Croatia, so they
could enmploy people and implement active enployment measures. Both departures would partly
encourage econamic activity, which could have positive effect on the entire economy, especidly
on GDP growth.

On the other hand, the worst result of noncooperation would be complete dereliction of the goal
realization. That means that bath ministries would think that they don't need to harmonise
educdional system and labour market. Corsequently, the emnamic activity wouldnt be
encouraged, and the unemployment rate wouldn't be lower. The strategy which is the best for one
player and the worst for ancther player in the onein which one ministry would like to cooperate
and the other ministry wouldn't like to cooperate The ministry which wouldn't like to cooperate
actaly wants that the other ministry has greate resporsibility for goal redization and sets aside
bigger part of it's budget for the goa realization. For both ministries in this situation the most
important thing is to have the biggest possible amount of information for finding the focal point
(the desired point of adion). Focd points for both ministries would be formed at the end of
mandate, before new elections. For the 'winner' ministry thefocd point is noncooperation, because
in that way it makes the biggest benefit for itself, and allocates budget for the whole ministry by
itself. Still, for the loser' ministry the focd point is noncooperation too, because it redlocated
bigger part of its budget for the goal realization, but the goal isn't readed because of the lack of
interest in cooperation of the other ministry. If the Government wouldn't punish the ‘winner'
ministry for its behaviour, the Toser' ministry could conclude that noncooperation would payoff
more, and will reallocate the budget for some other purpases.

Theworst result of this strategy would be if oneministry wouldn't like to cooperate butthe other
ministry wouldn't take resporsibil ity for the goal redli zation, which meansthat both ministries now
wouldn't want to cooperate Although this situation is similar to already mentioned situation in
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which both ministries donit want to cooperate the difference is that now one mi nistry wants to
cooperate, but doesn't want to saaifice bigger part of budget for the goal redisation because of
noncooperation of anather ministry. This situation will probably cause a serious conflict in the
Government, which may result in econamic decline, ecnamic and social crisisin thecourtry, loss
of the voters' trust, and potentially in the decline of Government and in ealy elections. In this
serious situation, focal point for bath ministries is cooperation, becaise patentia probdems will
show that the redization of the goal is possble only by cooperation. Besides goal redisation,
cooperation wil | cause stabile government and greate credibility with voters.

3.2Involvement of the Government in the analysis

The Government presents the leader in the game while MLSS and MSES are its satellites. In this

game the cooperation is more cost effedive, and thereasonisthat each payer will be punished or
awarded by theleader. In game theory that meansthat after thefirst game tit for tat strategy wil |

follow, and the consequences of that strategy will depend ofthe players behaviour.

Table 2: Matrix of the punishing or winning paints for satellites

M SES (B) Noncoopeation Coopeation (prize)
MLSS(A) (punishment)
Noncoopeation A=-10 A=-10
(punishment) B=-10 B=20
Coopeation (prize) A=20 A=10
B =-10 B=10

Source Authors interpretation

Nash's equilibrium is in paint (10,10),which presents cooperation. That is also the dominate
strategy. Both satellites will get the winning points by cooperation, and both will achieve the
desired level of adion that will bring them both the greatest benefit, so-called win-win situation.
This level of adivity must be followed by synergistic adivity and, as clealy mutual benefits are,
the common perspective will be better for both satdlites and the goal redizationwill be easier.
Theoptimd strategy is strong and successful cooperation of al playersin thegame becaisethat is
the only way for the complete realizaion of the goal with high return on investment and
Government suppot. That will provide an incentive to the overall ecmnamy and increase the
prosperity of all citizensof the Repuldic of Croatia

4. CONCLUSION

Gane theory studies interactions between rational players who creat strategies that bring the
biggest benefit in specific condtionsto all players in the game Firstly, game theory is explained
in general, then its main comporents are explained, and finally, the application of game theory
models in a cooperative gane is presented through an exanple of the analysis of the educaional
system and labour market in the Republic of Croatia Cooperative type of game presuppases
cooperation between every player included in thegame In thefirst anaysis the players are MSES
as arepresentative of the educaiona system and MLSS as arepresentative of the labour market.
In the second analysis Croatian Government enters the game as athird player and a leader in the
game with two satdlites. In both analysistheoptimal strategy ismutual coordnation of all players.

This analysis is caried out to show the importance of game theory and a wide range of its
posshilities. The goal of this paper is not direded at making any decisionsrelated to educational
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system and labour market, but rather to emphasize the possbility of making decisionsby using
ganme theory. All information in the analysis are based on assumptions about rationality in game
theory and are not enmpirically proven.
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ABSTRACT

In Croatia tourism can beconsidered asmajor generator of econamic activitiesand aswell asan
employment base for many unemployed proffesionds. The promotion of tourism in Croatia has
been described in many proffesonal and scientific papers, discussed in many conferences and
pubic television. This paper describes online promotion of small hotels of Adriatic region in
Croatia. In order to attract and increase number of visitors, smnal hotels need to improve its
online pasition on the tourist market while online advertising has been gaining import ance
because of constant growing number of Internet users andtechnical progress of online techndogy.
Theaimof this papreisto analyise anddescribethepasibilities of online promotion of srrall hatels
attheAdriatic regionin Croatia.

Keywords: small hotels, tourism online promotion, Groatia

1.INTRODUCTION

NUTS Il region classfication has been set up acording to criteriaby EUROSTAT for thearea of

the entire EU and ac-cesson courtries, it is necessary for efficient tradking of use of funding from
EU Structural funds. Even tough it is only a statistical divi-son, that is with out elements of
management charader or a division of non-administrative type, the recent division of the Republic
of Croatia on to two statistical regioni Cortinental and Adriatic Croatia, has stirred up the wider
pulic on the area of Slavonia and Baranya, that is on the part of current Central and Eastern
(Pannoria) Croatia. The main reason for this divisionisthe paossbility of withdrawal of fundswith
a smdler co financing rate, bigger choice of development priorities and the most generousgrants
of Objective 1.Corvergence for the entire area of the Repulic of Croatia until the yea 2027,as
claimed by sources from therelevant ministry of re-gional development and EU funds (Bognjak &
Tolug ,i2012,p. 79).In Adriatic regionthere are seven courties: Courty of Istra, Primorjei Gorski
kotar Courty, Likai Senj Courty, Zadar Courty, Gbenik i Knin Courty, Spliti DalmaiaCourty,
and Dubrovnik 7 Neretva Courty. This paper will be focused on giving advice how to improve
online promotionin small hotels of this seven courties.

2. THE IMPORTANCE OF ICT IN THE CROATIAN HOSPITALITY
ICT playsamaijor role in tourism, travel, hospitality, and the hotel induwstry (Chevers, 2015,p. 24.).

Some studies have highlighted the importance of ICT in the tourism and hospitality industry
(Andd | 2007:Geri ,IGil Saura, 2012;Sigala, 2008; Pitoska, 2013).Adoption of ICT tehnologyis
a critical success facor in enhancing hdel performance if we look in terms of internal measures
like productivity and revenue, and also as customer satisfaction if we take a look on external
measures (Sirirak, Isam, & Khang, 2011). ICT is also viewed as astrategic resource/asset (Aziz,
Bakhtiar, Syaquif, Kamauddn, & Ahmad, 2012)and acore competence in the hospitality/hotel
indwstry, because it has the potential of providing business value and enhancing competitiveness
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(Bethapud, 2013; Richard, 2013; Sirirak et al., 2011). Some researches consider ICT as a key
factor in competitiveness because it reduces transaction and operationd costs (Bojnec & Kribel,
2004;Buhalis& O6 C o n 20@b;Buhalis& Kaldis, 2008).ImplementingICT inthehotel industry
also decreased costs, greder productivity, increased revenues, improved service quality, and
improved guest satisfaction (Aziz et a., 2012). ICTs are becoming a key deteminant of
organizational competitiveness and prodctivity, allowing the tourism induwstry to increase its
market share and boat its cgpacity to launch new innovations(Aramendia-Muneta & OlloL: pz,
2016, p. 88).

World Toursm Institution (2008: 1) defines that fithe purpcse of e-marketing is to exploit the
Internet and other forms of electronic communication to communicae with target markets in the
most cost-eff ective ways, and to enable joint working with partner organisationswith which there
is a common interesto. The foll owing chart shows the importance of online promotion in tourism.
It can be seen that the percentage of tourists from almost 27% in 2010to 30% in the survey of
2014,which are usinginternet as a source of information when traveling on hdiday.

Chat 1. Thesource of information wten tourists decideto comein Croatia

Percentage (%)

NOTNEED ANNFORMATION
TOURET FAIROR EHIBITION
RADIO, TV, HLM ORVIDEO

ARTICLESN NEWSPAPERSANDMAGAZNES

REOMMENDATIONSOF TRAVELAGENCYORCIUB
BROCHURES ADVERTISMENTS POSTERS
RE@MMENDATION OF RELATVESORFRENDS

INTERNET

FORMERRESDENCE

0 5 10 15 20 25 30 35 40

= TOMAS 2010. = TOMAS 2014.

Souce Attitudes and Expenditures of Touristsin Croatiai TOMAS 2010.,& 2014.,Institute for
Touirsm Zagreb, 2010., 2014.

The following table shows the importance of constant improvement of the content of web pages,

as a percentage of 41.5% from2010and 51.3% from2014,shows exadly that the official website
of thetourist boardsextremely importantin their use of informationonthesel ection of destinations.
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Thisisanather indication that the Internet isan essential medium in communicating and attracting
tounststo Cracetia.

Table 1. The source of tourist information by type of website

Source of Percentage (%) Percentage (%)
infor mation TOMAS, 2010. TOMAS, 2014.
Web site of tourist board (national, 42.0 36.7
regional, local)
Web site of 41.5 51.3
acmmodation
AOnlinefi tourist agency 35.4 33.6
(OTA)
Social media (Facéook, TripAdvisor, 30.1 38.6
Instagram, Twiter € )

Souce Attitudes and Expenditures of Touristsin Croatiai TOMAS 2010.,& 2014.,Institute for
Touirsm Zagreb, 2010., 2014.

We can see that the Web pages of private accomodation and socia media (Facébook, TripAdvisor,
Instagram, Twiter etc.) are relevant source of online promotion of accomodation in Croatia.
Therefore, managers of small hotels must use both ways to improve online promotion.

3.PROMOTION OF SMALL HOTELSIN CROATIA

3.1.Short overview of hospitality industry in Croatia

Thedevelopment of the hotel industry in Croatia began in thesixties of thetwentieth century, when
the systemaic construction of haels started. Regards to the organizationa structure and the
average size of hotel facilities, the present Croatian hotel indwstry is characteized by certain
specifics (Razovi ,12014, p. 643). According to accommodation facilities statistics in Croatia,
hotels make only about 13 % of the total number of tourist bedsin Croatia. Therefore, we can see
that Croatiais notadominant destination focused onthe hotel guests. The most numerousshare of
tourists who come in Craoatia stay in apartments, private accommodation 49 %and canps22 %.

Table following onthe next page
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Table 2. Acoomnodaionfacilitiesin Croatia bytype (on 31st August 2015.)

Accommaodation type Number of accomodation Percentage(%)
facilities in 2015.

Hotels and aparthotels 135322 131
Tourist resort 30.836 3.0
Apartments 15.371 15
Camps 227568 221
Private rooms 512583 498
Spas 2510 0.2
Resorts 2.749 0.3
Hosels 11692 1.1
Other acoomodations 88.550 8.6
Uncategorized facilities 2131 0.2
TOTAL 1.029312 100

Souce Ministry of tourism (http://wwwmint.hr/UserDocslmages/ TUB2013HR.pdf ;access
15.11.2016.)

The hotel indwstry all over the world has been facing constant changes. from innovationsin the
offer structure and marketing to modifi cations in the human resources management and the
appli cations of new tedhndogies and design. These trends have resulted in increasing forms of
cooperation in the haospitality induwstry, particularly among small entrepreneurs. The role of
strategic alliances in increasing competitiveness in todayds globalised tourism system is best
analysed on the very case of small tourism service supgiers. Smal and famly-run hotels (SFH)
are a particularly important and vital part of the tourism offer in a gread number of European
courtriesand play amuch moresignifi cant rolethan in Croatia. The numerousfl awsand prodems
SFH encourter in doing business can be eliminated by the very processes of strategic alliances
(Vlahov, 2014,p. 24). Thehatel industry in Croatian tourism is not yet thedominant force because
the accommodation offer is fragmented (large number of private accomodation), dsorganized and
oriented on holiday seasonal business The hotel offer in Croatia is mostly mid-level quality and
the structure of the hotel product has not been developed. A large part of hatel businessin Craatia
Is performed through hotels that have 100to 200rooms (3 star hotels), that were built in the sixties
and seventies of the twentieth century for mass undff erentiated market (Razovi ,i2014, p. 644).

3.2. The development of small hotel businessin Croatia

Asadominant contributor in many econamies the hatel industry is employing thousandsof people
and generating huge revenueannuelly and is currently the fastest growing econamic secbor in the
world (Bethapud, 2013; Paryani, Masoud, & Cudrey, 2010). Croatian law defines hatel as the
unit that is obliged to provide acaommodation and breefast, and can provide caering and other
services (Pravilnik NN/63/13 1 .13.i 6.). According to (Ga | i et d., 2005, p. 14) hotels can be
classfied acwording to different criteria, such as by the size of the cgpacity and number of
enmployees, althowgh there are no fixed definitions for Gmal hoteld in the tourism literature
(Arunahaipipat, 2011,p. 90).Buhalis& Main (1998)have set thedefinition of Small and medium-
sized hospitality organizations(SMHOS) are less than 50 rooms and enploy fewer than ten people.
Smal and famly hatelsin Croatia are able to answer the needs of the modern tourist in the most
appropiate way by developing a new tourism product based on authentic experience, top quality
and warm welcome of the local residents and entrepreneursin the autochthonoussurroundng and
itsrich cultural heritage. In thelongrun stimulating mutual cooperation and other types of strategic
alliances anong these businesses contributes to their increased competitiveness and of Croatiad s
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tourism system as awhale (Vlahov, 2014,p. 25). Tourist demand recantly has begun discovering
the specific qualities of accommodation and stay in family hael. In relation to large hotel
cgpacities, family haels have evident advantages, among which are more immediate relationship
with guests, family atmosphere, hospitality and willi ngness to please the host and satisfy the neads
of their guests-tourists (Razovi ,[2014, p. 654). The next table presents the SWOT analysis of

family hotelsin Craatia.

Table 3. SMOT andysis of family hatelsin Croatia

Strength:

- Defined ingitutional framework

- Tenderers associated through their own
as®ciation

- On-line bodking system of members of
the asociation

- Larger number of spedalized objeds

- Theincreasng offer qudity

- The attractiveness of microlocaion

- Attractiveness of dedination's maao
ervironment

- Vauefor money

- Individual access towards guest

- Hogpitdity ard ‘warmth’

Weaknesses

- High indebtedness

- The lack of working capital

- Devdopmert of small family hotel
indugry

- insufficiently accomparied by credit
inditutions

- Low profitability

- Legislation overnorming

- Spedficity of adivity not recognized by
- ingtitutions

- Insufficient recognizability of brard
- Large seasondity of busness

- The lack of trained personnel

- Uneven offer qudity

Oportunities

- Long-term favorabl e trends of demard

- A more pronouncel segmentation of
demard

- Tourism devdopmert in rura area

- Devdopmert of cyde tourism

- Devdopmert of 'soft adverture' tourism
- Growing intered in "culture of lifeard
work" produds

- Offer thematisation

- Growing demanrd for dternative 'lifestyle
acmmmodation

- Growing demanrd for" green
‘accommodeation

- The availabili ty of EU funds/ programs
- Modern forms of promotion

- 'Niche Marketing'

- Dired Marketing

- Establishment of clea spatialy planning
determinants of new construction

- Private-private and public-private
coopera

Threats:

- Unsdedive system of incentives towards
small family hotel indugry

- Non-trangparen business environmenrt

- Theleve of fiscd ard parafiscd taxes

- Corruption at thelocd level

- Loss of interest in family bugness

- The image of cheg summer 'sun and sea
tourist deginaion

- Underdevel oped sydem of dedinaion
maregement

- Management of Croatian tourism
devdopment in accordarce to interests of
large capitd

Souce Ingtitut za turizam Zagreb, Naciondni program razvoja malog ohiteljskog hotelijerstva,
2013, p. 7.refaenced by Razovi ,12014,p. 655.
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Modern tourists are well informed and know what they want. Nowadays, they prefer flexible,
special, diff erent accommodation facilities in which they fed like they are at home In these smadl
hotels tourists want to fed relaxed and establish a friendly and dired relationship with its host.
Hotels must med the neads of tourists is usually defined as a small family hotels, so in this paper
asasmdl hotel category it will be used the data from the website of National Association of Smalll
and Family Hotelsin Craatia (NASFH).

Table 4. Number of small and family hotelsin Adriatic region by category

Region/Hotel category *% *kk Kkkk Fkkkk Total
Istraregion 1 13 8 0 22
Kvarner region 0 5 12 2 19
Zadar region 0 9 4 0 13
Gbenik region 0 4 6 0 10
Split region 0 14 24 0 38
Dubrovnik region 0 6 4 0 10
Total 1 51 58 2 112

Souce Croatian National Association of Small and Family Hotels, (http://www.anh.hr/, access
15.11.2016.).

Trendsin modern tourism demand and needs of tourists certainly require some changes in the
structure of accommodation, particularly in the hotel industry. One of the possble changesis the
increasing rde and importance of the family hotel induwstry in the overall offer of accommodation
in Craatia (Razovi ,i2014,P. 644).

3.3.0nline promotion in Croatian hospitality

Theimpact of ICT (Information Communication Techndogy) hotel and hospitality industries has
been widely reaognized as oneof the major changesin thelast decade: new ways of communicating
with guests, using ICT to improve services delivery to guest etc. (Nwakanmaet al., 2014, p. 170).
Onli ne promotion enables tourism businesses to narrow down thetarget audience they want to offer
their products and/or services to and whose age, sex, locaion, as well as some less commonly
sought personal data such as holbies or actwities, they want to determine. Targeted marketing
produces bette results because it focuses on markets that businesses are interested in, and becaise
of more effedive allocation of advertising budget Targeted advertising is a breakthrough in
advertising because it allows tourism businesses to focus on specific audiences, i.e. social network
users, and offer them products that would stir their interest and induce them to visit a destination.
Tourism operators can base their activities on preferences, interests, hoblies, and demographics of
social network users (Bilo get al, 2015, 45). Given the common characteristics, Internet
significantly affects the activity of the primary selection value (Spremi ,12004,p. 258). Nitu &
Bakucz (2014, p. 125) considered relationship between small hotels in the area and online
marketing, where the research showed that use of the Internet had clear advantages and improved
overall performance. Pranil et al. (2014, p.56) reseach shows that over 90% of Croatiad hotels
have their own website suggests that their owners/managers recognize the importance of online
presence. However, they claim that hateliersin Croatia are nottaking full advantage of the Internet
asamaketingtod.
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Pilepil et al. (2015)claim that there are different ways for potential tourists to find the hotel where
they want to spend their vacaton. Figure 1 wil | showthe channelsthat consumers use to find hotels
on the Internet, and that (Strauss et al, 2006, p. 2) information techndogy is applied to the
traditional marketing practice. Owing to rapid development of techndogy and distribution of
content and information through e-marketing techniques and todls, all participants in tourism are
able to achieve strongmarket penetration (Bilo @t al, 2015, p. 40).

Figure 1. Key chanrels consumer use to find hdels onthe Internet

Brand Sites Travel Sites Scearch Engines Email Social Medin
Brand Loyalty Deals, Travel Agency Destination, Activity, Deals & Getaway Friends and Referrals
Events
| |5 = priceling com’ Google [ £]
-t — -~
SAarrmolnt ‘:iffi“ YAHOO! @ v(mm
Huon . -
ACCOrR OIEx;n«ﬁu u

e | Booking <o |

STARWOOD

Sheraton

Souce Pilepil etal., A @linehotel's sales strategies with emphasis onweb bodkingfi; Journal of
Tedhndogy Research (2327-5359)6 (2015), Januay; 1-12.

A general conclusion can be madethat e-marketingis complemented with traditional activities and
Is closely related to the development of new technologies, seeking to implement traditional
activities of the marketing mix via network. The development of new information distribution
chanrels is part of the current Web 2.0 Internet technology such as e-mail, RSS blog, forums,
social networks and currently oneof the fastest growing trendsi use of mobil e applications. Tim
O'Rellly defines the term Web 2.0 as the business revolution in the computer induwstry caused by
themove to the Internet as platform, and an attenpt to understand the rules for success onthat new
platform (OHReilly, 2006, eferenced byBilo gt a, 2015, p. 9-40).

4. SUGGESTIONSFOR ONLINE PROMITION OF SMALL HOTELS INTHE ADRIATIC
REGION IN CROATIA

According to estimates by the Berlin ITB, now tourism and travel industry in the world consume
only smal amourts on marketing through social networks and the Internet in general, and this
ranges from below 10 to the highest 25% of the total fundsfor promotion. There is agrowing
interest and theimpact of tourism bloggers, aswell astourist applicationsfor mobile devices (from
which in the last two yeas was made the biggest move), anong which is one of the popular
TripAdvisor. The big trend, and a powerful new tool for the tourism sector, is a combination of
GPS with interactive city guides for smart phores. Pasengers are increasingly a destination for

holiday and business travel are selected by seaching the web and social networks, and this
combined with the discourts offered on portals, which brings more favorable terms / cost travel
(http://www.bug. hr/mrezaltekst/ict-turizmu/95940aspx Access: 9.11.2016.). The increasing
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presence of the Internet in daily lives has resulted in the Internet an essential media in marketing
communication. To gain competitive advantage in the demanding tourist market, it is important
nowadays for a haotel company to have its own website, promote its prodicts through social
networks and mobile applications, use e-mail as a channel of communicaion with its business
partners and customers, and apply all available information-communication technology (ICT). It
nealsto provideall informationfor potential clientsin oneplace at any time of day, from anywhere
in the world. That can be possble by using innovative ways of communication and by adapting
business operationsto demanding requirements of the modern tourist market. This impases the
innovation of pradices and the implementation of new technologies in business processes.
Therefore, there is a need for awareness aboutthe necessty of applying ICT in the hotel business
(Lonl @l & Radeti ,i2015, p. 15).

Chart 3. Potential model of implementing succesdul online promotionin small hotels

= Hotel brandWebsite

Be asourceof
information

= Trawel Website

Website of national
tourism organizationg

Tourist agency
Website

ll Quality of service
and product
| ETCH
segemntation
ol [Mplementing ICT]

Combination of
online
promotion
channels

Sweceessiul
online
promotion

= E-mail

0
Q
5
=
&
c
o
IS
S
(@)
S
S

o =
1)) o
§ Is)
2 15
— 5]
I )
(g &H

g Soda media Always be online

to react and

make innovative
content

= Mobile applications

Tourist blogs

Source Author research

For better onlinepromotion smal hotel must chocse strategy in order to have goodquality of tourist
service and prodwct. Next step is implement ICT in its business process After that market
segmentation (definetarget group)hotel must select the combination of online promotion chanrels:
Hotel brand website (NASFH), Travel website, Website of national tourism organizations, Tourist
agency website, Small hotel website, SEO, E-mail, Social media, Mobile applicaions and Tounst
blogs. Theimportant thing to have on mind is to be a source of information for tourists (for every
guestion they have) and not to forget to be always online to react, to see comments, paositive and
negative readions. Also, it is important to create and put innovative content in order to attract
tournst attention.
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Smal hotes and large hotels have different audiences. Their potential guests follow different
behaviour pattans when it comes to seaching for and booking acammodation. While the smal
hotel audience relies more strongly on offers and recommendations via platforms such as
TripTdvisor, laterooms.com, lastminute.com, Groupon, Facéook, and Hogs, the large hotel
audience tendsto beloyal to hotel brands, they are encouraged to visit thebran d Website where
they are rewarded with points and savings. Small hotels shoud understand and enbrace this
difference, thereis plenty of roomfor successul digital marketing canpaignsno métter the size of
the property, as long as it0 placed and marketed correctly. Small hotels d o nhéve the same
marketing budget large hatels do. Sometimes there is no marketing budget at all. 1tés important that
small hotels take advantage of every opportunity they can get to promote the property, starting
from digital marketing. There is plenty that can be done when it comes to organic SEO and dgital
marketing, itd more time consuming than paying acompany to take care of everything butit can
be dore. If there is nobudget, look for smal hotels that have achieved what you would like to
achieveandd o n dafraidioesk for advice. Other hateliers can become your friend and mentors,
you can help eadt other too because two properties are never the same ead can be marketed
differently. Maybe what you do best is their wegkness and what they do best is yours. (Source:
https.//www.reviewpro.com/blog/small-hotel -marketing/ , Access. 8.11.2016.)

5. CONSLUSION

Marketing shows its importance in every kind of tourist and hatel industry, since it presents itself

asatool that contributes to better management of hotel operationsaso help in defining appropiate
strategies for their development, with the main objective, the increase in financial results. Thus,
the thought of marketing and promotion strategy shoud be developed in a planned, staffed and
structured to providethe enabling haospitality company to move the market in better condti on that
can ensure greate market share, making it passble to take the prodict or service to customers and
patential customers. Marketing and promotion shoud define a set of actions for internal and
external communication that can be put into pradice by allowing hotel companies diversified
forward messages with the aim of showing and raising awareness of the company, its products and
services with ultimate goal of causing consumers consumer desire (Pereira & Almeida, 2014,p.

93).

If smal hotels want effective promotion they are obligate to be innovative in modern
communicaion and use Internet, social networks, mobile communications and applications in
order to improve the online promotion. Therefore, even the tourism industry is not much more
different from many athers industries who see the inevitability of new techndogy through which
the small hotels in the Adriatic region in Croatia are seeking new and improved ways of doing
promotion in this modern world of global tounsm market
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ABSTRACT
This study will deal with the most distinctive moments in the history of environmentalism the
characteristics of this phenomenon, the stages of its development and also its dimensions,
conseguences in environmental situation, etc The history of Albanan environmentalism starts
during the 50-year period of comnunism focusing mostly on the attitude of state and the attitude
of comnunity towards environmental issues during this period. Moreover, the relation of
environmentalism as a process with the political system is seen in the conceptual context There
are a great number of environmental problems inherited by the communist regime such as:
palution from hard induwstrial activities, complete lack of urban wastes recyding, overuse of
natural resources in use of intensive farming, soil erosion, etc. A particular attention will also be
paidto theandysing of thefactorsandthecondtionsthatbringlowscal e of thecitizen'sawareness
on environment problems In this context, we will be dealing with the legal framework regarding
environmental isalies and the protedion of environment in the period of communism and post
comnmunism concerning mostly the functioning of the environmental agencies, environmental
groups, civil organizations and their activities, legal suppat that the Albanian government
guarantees to the environmental movements etc
As a reaction to severe environmental consequences of centrali zed econamic development before
the90's,butalso duringthetransitionperiodin Albana, political attentionto the environment and
its protection hasbeen substantial.
Keywords: environment, management

1.INTRODUCTION

Albaniais located in the South-eastern Europe, on the Southwest of the Balkan Peninsula, in an
areaof 28.748square kilometes. It isbordered by Montenegro to the Northwest, with the Repulic
of Kosovo to the Northeast, and Gree® and Macalonain the Southeast and East. The Repuldic of
Albania hads a favourable geographical paosition. It is situated on the coasts of the Adriatic and
lonian seas, part of the Mediterranean basin, positioning Albania as a bridge between the Apennine
Peninsula and the Balkan Peninsula. In addition, Albania is oneof the cross-points with the most
important international road transport nodes, where themost important infrastructure corridorslink
with Europe, the Mediterranean to the Balkans up to Asia. The Repubic of Albania has a general
boundiry line of about 1094km, of which 657 km are land borders, 48 km dividing line through
the rivers and 73 km through lakes. Albania has a typical Mediterranean climate, with some
continental influence in the north and east of it. Albania is situated in a hilly and mountainous
terrain. The average altitude of the relief reates up to 708 metes, or 2 times higher than the
European average. Albanian Alps represent the highest forms of relief, while the highest pe& is
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the mountain of Korab in Northeast Albania (2751Im). The popuation of the Republic of Albania
isapproximately 3.8 milli on people andthe popuation density reaches up to 110 inhabitants/ km2.
The most important urban centres are the cities of Shkodm, Lezha, Durres, Elbasan, Fer, Vlora
etc. Albania has considerable natural resources. It has plenty water resources such asrivers (about

152), lakes (about247), water resources and coastal lagoons(about 15,000hedares) etc. Albania
ranksfirst among European countries in terms of the amountof water per capita (over 13,000m3
per capita/ yea). The country's main rivers are Drini, Mati, Erzeni, Shkumbni, Devolli, Osumi

Vjosa. Thelakes are known mainly for specia values in tourism, recreation and they have a grea
importance in the prodtction of fishery products. Albania has got the biggest lake of the Balkan
peninsula, Lake of Shkodra(with an area of 368 km) and the deepest lake, Lake Ohrid (with the
area of 363km). The most important adivity in tourism and fishing are the coastal lagoonsand
wetland areas which are known for their particular eclogical and econamic values. The coastal
area covers 25 percent of the territory, and the area of marine proteded areas (MPAS) represents

35 per cent of the protected area (PA) in the courtry.

0 7
{ 7
1 /o
5
P
o = 4

X
i

\

I's

-

Legend
[:j Akena Boundary
[:} Hydeagraghy Net

Fdhing Actidty Communes 111,250,800

Figure 1: Natural Resources, Fishery and Aquaculture Activity (Xhafa S., 2013)
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Resources in natural gas and oil in the Northwest, minerals, such as: iron, nickel, chromium and
copper mining in the Northeast, supportthe processng induwstry. Albania holds about437 million
tons ofoil, 800 million tons eserves of coal, 57 million tons ofchromite reserves, 13 billi on m;
gas reserves, 69 milli on tonsof copper reserves, 300 milli on tonsof reserves of Ferro - nickel, 13
million tons of bauxite, 108 million ton ddomite, phosphorene 54 million tonsand 500 million
tonsof rock salt. (Department Policy and Mining Development, Ministry of Industry and Energy,
Repulic of Albania)

Numerousforests, with major ecological value, are largely distributed onthe Northeast and
Southeast of thecourtry. They occupy about 36% oftheterritory or 10300 kn2. (Agency of

Forest Administration, Ministry of Environment, Republi c of Albania)

Albania is rich in a variety of environments with natural, recreational values and wonderful
landscapes as proteded areas (about798) which make up about 10% of the surface areaor 299,798
ha of the territory. They represent national parks, natural monuments, areas managed, protected
watea and groundlandscapes etc

Cultural assets are also numerous. Albania ranks anong courtries with an ancient hist ory of
civili zation. It is the residence of oneof the most ancient peoples in the Balkans, Illyrians. Among

the most important assets with the perennial cultural history is Durres, Butrint, Berat, Gjirokastra
proteded by UNESCO.

Figure following onthenext page
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Figure 2: Natural Recourses and Biodiversity. (Xhafa S., 2013)

2.HISTORY OF ENVIRONMENTALISM INALBANIA

In this part we wil | focusonthemost distinctive momentsin the history of environmentalism, some
characteristics of this phenomenon, the stages of environmental development and its dimensions,
consequences in environmental situations, etc. The history of environmentalism starts during the
50-yea period of communism, the attitude that the state and the community had towards
environmental isaues, and also therelations of environmentalism asaprocess with pdliticd system,
all seen through the conceptual context.

In this context, we will focus on the legal frameavorks regarding environmentalism and its
protedion in the period of communism and post communism, over the functioning of the
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environmental agencies, environmental groups, civil organizations and the activities that they
include. We will also take into considerationthelega supportthat the Albanian state guarantees to
the environmental movements etc.

2.1.History of environmentalism in Albania
In thispart wewil | focusonthemost distinctive momentsin the history of environmentalism, some
characteristics of this phenomenon, the stages of environmental development and its dimensions,
consequences in environmental situations, etc The history of environmentalism starts during the
50-yea period of communism, the atlitude that the state and the community had towards
environmental isaues, and also therelations of environmentalism as a processwith pdliticd system,
all seen through the conceptual context.
In this context, we will focus on the legal framewvorks regarding environmentalism and its
protedion in the period of communism and post communism, over the functioning of the
environmental agencies, environmental groups, civil organizations and the activities that they
include. We will also take into considerationthelegal supportthat the Albanian state guarantees to
the environmental movements etc.
During the communist regime, the environmental isales, aswell as many other issues were treatel
as prodems that needed self-reliance solutions. Different from what happens these days, attitudes
towards natural resource management were seen as a subject for human activities to benefit from.
On the other hand, there was not considered any value in the context of the content and the role
that human activities have in the natura balance. Corsequently, it is clear that the peopled s
awareness about the value of environmenta initiatives for its protection were wegk and
insignificant. In these condtions we cannot speek of genuine environmental movement since
protests of any kind were prohibited and punishable by law.
The first environmenta movement in Albania dates back to 1991, suppoted by the non-profit
organi zationsfor environmental isaues, that originally laid theadivity in thecgpital town, and then
in ather citieslike Durres, Vlora, Shkodraand Korca
Environmentalism in this period took place as agenera protest against the communist regime in
general. It was asked for changes in the pdliticad and economic condtionsin the country where
environmental issies were not considered with priority, but they had a periphera place in
governance.
During the transition period, Albania inherited environmental problems of the communist regime,
which came as a result of alack of proper management of econamic adivities. In this context, it
was naticed more pallution, mainly caused by heavy industries; it was also naticed a poor pdlicy
functioning in socio-ecnamic development, limited interest and vulnerable resporsibility of
treaing environmental problems, etc. There are agrea number of environment prodenmsinherited
by the communist regime, li sted as foll ows:

1 pdlution from hard industrial activities, hence the creation of the first environmental hot

spoats in abandored industrial areas with high pdlution through toxic substances;
9 contamination from the military or mining industry. Although there is no precise officia
data there are notable specific areas of pdlution.

The econamics and pdliticd changes after 1991 as well as the free initiative in the econamy and
popuation movement resulted in misuse of theterritory as well as on the informal shares for the
residential and economic functions. This situation was followed by a series of environmental
prokdems such as. intensive deforestation and biodiversity |oss; overuse of natural resourcesin use
of intensive farming, soil erosion etc; fragmentation and degradation of natural ecsystens,
complete lack of the urban wastes recycling; pallution from urban waste and industrial emissons
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that contaminate the soil .

In resporse to these prodems, in 1993the government adopted the first National Action Plan for
the Environment, where it set several short-term priorities related to the environment such as:
monitoring ofindustrial and urban pall ution; stopping theillegal loggng of forests; rehabilitation
of environmental spaces of Albanian coast; defining preventive measures against soil erosion.

At the beginning of the transition period, they developed important stepsin terms of governance
of these prodens, initialy through the structuring and functioning of the Environmental Protection
Committee This committee can be considered the ancestor of the legal bodes functioning in the
central government level, the respedive representatives in loca government. Such structures have
a decison-making role today for isaues related to the protedion and renewal of the environment,
preventing polution and minimizing the environmental degradation in the Ministry of
Environment, Forestry and Wate Managemaent.

Over time, regional structures were established for the protection of the environment and pall ution
management, which built extensive relationshipsto coord nate and cooperate with other actorsand
international and interregional factors mostly, neighbouing and European courtries. The need to
solve environmental problems is inherited from the past, but there are aso thase cre ated from
informa use of the territory in this period, opened new ways to the initiatives to design
development programs and environmental protection strategies, as well as action dans to solve
environmental problemsin all contexts.

Duringthefirst decade of transition,the environmental movement took place in theformof critical
attitudes regarding actiities that impair the quality of the environment, of individuals who
descended from the pdliticd class university, representationsof foreign environmental institutions,
pubi c companies, joumalism etc. conveying concepts and a new mentality abouttheenvironment.
This process was also suppoted by thework of environmental organizationsand groupsfrom civil
society, which appeared for thefirst time shortly after the pditical and econamic changes of 1991.
At this time appeaed thefirst groupsof students to react on nature protection and the quality of
urban and ruia environment, as aform to ensure sustainable lifestyle for future generations.
Albanian environmenta groupsappeaed for thefirst time after the overthrowing of thetotali tarian
regime when the condtionswere favourable for civil society organizations.

Such initiatives also found legal suppot, in the beginning and also later through secondary
comprehensive and inclusive legislation for the environment, in which it was clealy defined the
role and resporsibilities of main actorsin thefield of environment. Themain acorswere the public
agencies, civil society with pulic interest and NGOs the business and various investors, etc
During thefirst yeas of transition there were establi shed the first environrmental NGOs mainly in
Tirana, such as The Association forthe Preservation and Protedion of the Natural Environment of
Albania (PPNEA) with major interest in conservation and sustainable development, wildlife
management, landscape conservationandin local sustainable developmentin general.

In 1993, this assciation organized a campaign to protect the Botanicd Garden from illegal
constructions, raising awareness of the public community aboutenvironmental issues.

All this panoramain integrating therole of variousactrsin the solution of environmental problems
in Albania, define the front lines of the institutional cooperation through the formulation of the
common policies and strategies for overcoming common challenges as well. Such a succesgul
enterprise led to a clearer definition of the resporsibilities of each actor, equalizaion tods and
pracices to be foll owed in environmental assesgnents, etc

Accordingto theAlbanian Corstitution of 1998, it was constituted theright "to beinformed onthe
environmental situation and its protection” and "to participate in decision making processeso .
The main iswes currently receiving the most attention of all actors are: climate change and
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biodiversity loss

Changes in interadions letween natural and human systens have affeded urbanizaion, and this
was reflected in reports which respedively evaluate how 6 ature penetrates societyéand ésociety
penetrates nature.

At the end of the first decale of transition, the environmenta movement extended to the whole
courtry through nice NGOs activity, mainly in cities like Shkodr, Korca, Pogradec, Elbasan, Fer,
Lezhaand Kruje. In this period are counted about52 NGOs in Albania.

In this period most of the goals of the protests and environmental movemants, failed to meet
expedations, given that Albania was a developing courtry. This led to the idea of suppoting
Initiatives of free construction and ecmnomic use of the territory, praising little environmental
criteriain this context. However, organized pulic protestsin 1999against the stock, provided the
constructionissued by the National Courtil of Territory, in the Park of the city, readed theaimed
goals regarding environmental issues.

However, in this period, compared with the period that follows, the pulic support for the
environmental movemaent wasweék, although environmental prodemswere numerousanddirecty
affecting public hedth and quality of life, such as soil and wate padlution, illegal construction,
destruction of public aress.

Ministry of Environment was created in September of 2001, which detemined the ingtitutional
resporsibili ties related to environment, in arder to build strategies to enforce padlicies and legal
obli gationstowards environment, aso in raising the environrmenta scale of awareness in Albania.
In the second decale of trangition, environmental movements took place and were led by
Ekolevizja movement, EDEN Centre, REC etc. which were involved in pubi c protests against the
Italian prgect ENEL for the construction of an industrial park in Porto Romano, in Durres. This
protest readed its goals. The protest was against the impacts in environment th at the buil ding of
this park would have had. It was also reflected the ideas of use of the specific techndogies for
catding carbon emisson from the plant. Throughout industrial developments in park, it was
expeded to be released 6to 7 milliontonsannually.

2.2. Legidation framewor k

In the past 20 yeas of the post-communist period, the environmental legidation was one of the
most dynamic elements of change. During the trangtion, the Legidation relaed to the
environmental isaues, was improved in terms of the specificationsdirectly on specific isaues, as
well as in terms of completeness being integrated with other laws that have an impad on the
environment and are afactr in the quality.

Thislegisationis based on:

1 The Corstitution of the Republic of Albania. In other words, its structureis based on the
inclusion of regulations, laws and general laws, the Courtil of Ministers dedsions,
diredives and guidance to ministries, etc. thuscomplying to the European standards.

1 Standards and principles of the EU, drafted under the asgstance of foreign experts and
specidists with the aim to be one step closer to the European Union. Thework done for the
Environmental Standards is part of the Dansk Obligations in the framework of the
Stabili zation and Assciation Agreemait. However, the legal framework is generally
harmonized with the European Union legidation.

1 European and international conventionswhich Albania has ratified, to respond effectively
to the needs of the contemporary pditics of environmental protedion, sustainable
development andintegration of Albaniainto the European Union.
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Tablel: Sare of thelawsdrafted and appoved duingthefirst decade of the transition period

(Www.gbz.gov.al)
Law no. | Content Approva
7662 Concening the plart protection service 1993
7665 Concening the devdopmert of tourism priority areas 1993
7722 On conservation of the stock of medicind ether-oleagnous and naturally | 1993
tanniferous plants,
7664 Environmental protedion 1993
7875 On protedion of wild faura and hunting 1994
7917 On Pagures and Meadows 1995
8302 On Fored Revenues 1998
3318 On Leasing the Agricultural land, Foregs, Meadows and Paduresthat are | 1998
Property of State
7908 On Fishery And Aquacuiture 1995
8093 on Water Sources 1996

The courtry's efforts to proted natural resources and to support the process of prevention of
environmental prodems. During the recent yeas there have been made only 4 drafts, 19
Governmental Decisions, 7 regional Plans for the management of remnants and there have been
concluded 10Plansfor the management of the protected Aress.

Legal priorities have suppoted andintegrated theprocess of evaluationtime overall environmental
impacts onthe ground, peventing and reducing negative impact on the environment.

Table2: Sare of thelawsdrafted ard appoved duing the second decadeof thetransition period

(www.qbz.gov.al)
Law no. Contert Approva
8094 Public disposd of wage 2000
8905 Protedion of the marine environment from pal ution and damage 2002
8897 Protedion of air from pall ution 2002
8934 Environmental protedion legidation 2002
8990 Environmental Impad Assessment 2003
9010 Environmental management of solid wade 2003
9115 Environmenta treamen of wade water 2003
9108 For chamical substances and preparations 2003
9103 Protedion of trans- boundary zonesin lake aress 2003
9385 Forests and foredry service 2005
9537 The maragement of hazardous waste 2006
9700 Protedion of the environmert from trans- boundary impacts 2007
9774 For assessment and managemert of environmertal noise 2007
9946 For Natural Gas Sector 2008
10006 For protedion of wild faura 2008
10253 For Hunting 2010
10463 For integated waste management 2011
10433 For environmenta inspedion in the Republic of Albana 2011
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Environmental legislation in Albania continues to be an intensive process asgociated with the
improvementsin:

1
T
1

T

T

guality of life and pubic health;

rational use of natural resources;

prevention of environmental poll ution from urban wastes, industrial, hospital, construction,
agricultural and livestock prodicts, hazardoussubstances (substances and chemicals, etc.);

and rehabilitation ofenvironmental damage;

protedion of marine and coastal environment from palution and damage from human
activities that threaten wate quality, biodiversity, human health, and hinder the nomad
development of econamic and human activities on the environment;

conservation of biological balances in freshwata ecsystens and trans-boundary wates,
by encouraging the development of economic adivities in compliance with the principle of
sustainable development etc.

In this period,thelegal basiswasimproved also through regulatory noms, decisionsof the courcil
of ministers of which the most important were:

T

= =4 —a 9

The Regulation on the prevention of negative impacts on health and the environment of the
construction activity, where physical and legal persons are required to have permits,
authorization orenvironmental consent when in construction activities.

Regulationsfor emissonsand noise in mobile systems (the roads) regarding permissble
values of environmental poll ution substances and the methodsto control them.

Decisionof the Courtil of Ministers ontherulesand procedures for the importing of wastes
for treament, use and recycling

Decision of the Courtil of Ministers for approval the codes of the Albanian classfication
of waste.

Decision ofthe Council of Ministersto creat the national natural resource agency
Decision ofthe Council of Ministers for theadoption ofthered list of floraand fauna
Decision of the Council of Ministers for adoption of this common strategy on Environment
Decision of the Courtil of Ministers on the rules and procedures for the design and
implementation ofthenational program of environmental monitoring etc.

Repubic of Albania also is a party of:

T
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Corvention on Environmental Impact Assessnent in the Trans-border Context (Espoo,
Finland) ratified on 04.10.1991

Cornvention on praection and use of water streans and international lakes (Helsinki 1992)
ratified on 05.01.1994

Convention on Gimate Changes (UNFCCC) ratified in 1994

Corvention onBiological Diversity (Rio de Janeiro 1992)ratified on1011.1996
Corvention of Wetlands of international importance, in particular as habitats of water
pallution (The Ramsar Convention) ratified on 29.03.1996

Corvention of trans-border impad of industrial accidents ratified by Law 8216, dated
13.05.1997

Corvention oncontrol of trans-border transportation ofhazardouswaste and their disposal
(TheBasel Corvention) ratified by Law No. 8216, ated 13.05.1997

Convention on preservation of wildlife and natural European habitats ratified by Law No.
8294, éted 02.03.1998
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1 Cornvention on fight against desertification in thase courtries that suffer severely from
dryness and desertification, in particular in Africa ratified by Law No0.8556, dated
22.12.1999.

1 Corvention onAccess to information, Public participation in environmenta decision
making and Access to justice in environmental matters (The Aarhus Convention) ratified
by Law No. 8672, dted 26.10.2000.

1 Cornvention on protection of marine environment and coastal area of Mediterranean Sea
(TheBarcelona Corvention) ratified by Law No. 8690, éted 26.10.2000

1 Corvention of preservation of wild animalsd migrant species ratified by Law No. 8692,
dated 1611.2000.

1 Protocol of Kyoto for carbon sequestration

Theaforementioned legidationislargely harmonized with relevant EU diredivesin thisfield. This
has opened the way for Albania to integrate in Global and Regional Environmental Initiatives, in
international Plans and Strategies, Becoming signatory party in Internationa Environmental
Conventions, Protocols and Agreemats. Also Albania quickly becane involved in the process of
Implementation in Important Environmental projects suppoted bypowerful Foreign Donors.
During the period 2007-2013the EU has funded over 120 million EU lega framework for the
fulfil ment of the subject environment in Albania. With laws passed during these years it could be
said that thelegal framework for the environmenta protectionin Albaniais completed.

Oneof thebiggest achievementsin Albanian legislationisthelaw "On Environmental Protedion”,
for theright to information.

Ancther important law for theenvironmentisthat of Baseline Environmental Impad which reflects
Directive 2011/92/ EU (Environmenta impad assessnent) law which obliges all those who are to
undertake the interventionist activities on Albanian territory to do feasihility studies for the
excessve influence that may have in the futurethis activity on the environment.

3. ENVIRONMENTAL ISSLES, GOVERNMENT AND SOCIETY

The consequences of the seriousenvironmental transition period as a result of informality in the
territory led to increased pdlitica attention to the environment and its protection, through the
credion and implementation of structures for environmenta protection according to a series of
agreemaits and international programs to proted the environment. Discussng environmental
isales, solving the prodemsthat affed the environment and ensuring the sustainabl e development,
requires the commitment of a series of institutional actors, ranging from central and loca
authorities, non-governmental organizations to ordinary citizens and legal entities specidized in
this area of the community to the community.

1 National Environment Agency, creatal by the Albanian government in 1998is under the
resporsibility of the Prime Minister. Its objectives are: undertaking of the environmental
initiatives and their implementation, setting state pall ution standard and palicy coord nation
with ather authorities resporsible for environmenta pratection.

1 Locd government bodes are the main acbrs in the environmental management and
protedion,which guaranteeits quality through the appli cability of the Law No. 8934 ,dated
5.09.2002,"0On environmental pratection. One of the main tasks of these bodies is the
development of local plansfor the protedion of the environment. Today locd government
has more lega powers direded in ingtitutional and managerial level regarding
environmental problems (management of waste, inspectbrates mayoral control of the
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territory, forest management) are the powers delegated (landfill s, treatment plants sewage,
etc) . Other state pdicies also play an important role in the environmental structures such
as the Ministry of Agriculture and Food, the Ministry of Transport, The Ministry of
Econamy and Privatization, The Ministry of Public Works, The Ministry of Healh, the
National Wate Council, The Ingtitute of Public Health, Thelnstitute of Hydrometeorology,
the Courtil of Territory and Land Institute.

Inspeciorate of Environment and Urban Environment Inspeciorate which depend on the
Ministry of Environment, exercises the monitoring of functionsin specific subjects and to
their activities, with theright of deciding on the punitive measures in accordance with the
rights and ddies stipulated in the environmental legislation

Regional Environmental Agencies are specidized bodes for the protedion of the
environment, depending onthe Ministry of Environment, Forestry and Watea Managemaent.
They function at regional level, serving as a medium between centra institutions and
regional offices. They have a co- operative role in drafting locd environmental plans,
ensuring the implementation of Law on protedion of the environment, the environmental
authornzations for locd adivities, but dso in the preparation of regional environmental
reports.

Locd government as an actor with the role of enforcement. Locd government and loca
bodes are (ingtitutions directly relatel to the environment protedion) Loca government
institutionscaring for the disciplining of puldic servicesin the collection of waste disposal
within the perimeter of the administrative territory shall guarantee the hygiene and healh
requirements of community life and take resporsibilit y of any risk to pall ution of air, water,
soil and subsoil. Municipalities have full administrative, service, investment and its
regulatory functions specified in environmenta legidation and national and regional
palicies ontheenvironment. Municipal police asalocd government structurewith general
duties and functions, detects and prevents the environmental pall ution. Theimplementation
of the new administrative-territoria division gives more competencies in the context of the
territory that will be managed by new units.

Non-profit organizations. There are about 100 environmental organizationsin Albania, 10
of which active. Most of the environmental NGOs are concentrated in Tirana, for exanple
Ekolevizja, Institute for Environmental Policy, Eden Centre, EPER CENTER, etc.
Albanian Geological Survey which is responsible for monitoring of the radon, monitoring
of thesurface, undergroundand marined wate quality, risk assessment and soil pallution.
Ingtitute of Public Healh which is resporsible for monitoring the emisson rates,
toxicologica investigation of biological mateial, food quality control, radio ecological
investigation, nase and vibration monitoring

Agency for Environmental Protectionwhichisresporsible for the wate quality particularly
at river mouthsand popuiated aress.

Universities, asacorsof propasing specific solutionsfor specific environmental problems.
Among those most involved are Polytedhnic University, Agricultural University, University
of Tirana etc.

One of the largest environmental movements of the last decade was the one oppasing the request
from the UN for the dismantling ofthe Syrian chemicd armsin Albania. One of the most known
environmental movemaents of the last decade was that against the UN claim to dsmantle chemicd
wegpons of Syria in Albania. The UN Seaurity Courtil Resolution 2118, according to its
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responsihili ties and to a predetermined time term, obli ged Syriato demolish its chemicd armament
and factories of armament prodtction. In October 2013, Albania, Belgium, Norway and France
were considered as countries that could accept Syrian arms. The posshility of their dismantlingin
Albania caused alarge puldic reaction where many acbors, aswell as the community, valued it as a
grea impact on the environmental palution which would consequently damage public health. In
November 7 groupsof Albanian environmentali sts including The Alliance Against Waste Import
organized a manifestation in front of Prime Minister Office oppaing the coming of the Syrian
chemcd arms. Such situation culminated onNovember 12. 2013with massve demonstrationsin
front of the Prime Minister's Office and in front of The American Embassy. This initiative was a so
spread in social mediathrough an onli ne petition against bringing Syrian chemical armsin Albania.
Facing such protest, the Albanian government decides to oppase the US propasal for dismantling
Syrian chemica armsin Albania.

4. CONSLUSION

Albania has denonstrated progress on management of environmental problems but still too many
effortsare necessary to betaken, espedally for theimplementation of theenvironmental legidation.
In Albania, it is necessary to increase the scale of awareness towards the environment through the
following actions:

1 a more efficient organizing of environmental information, a more practical and specific
catloging of the environmental prodens for specid areas of environmental protection
from different central and locd actors.

1 composing and planning of strategies which serve to fully introduce to the community the
environmental state and concrete measures towardsfacilitationsand improvements against
anomdies, especially in the ecosystenms under the specia protection.

1 encouragement and supportto the reseach groups in biological and environmental fields
towards the strengthening of the infrastructure for performing environmental evaluations,
also theincrease of the cooperation among them, even internationally.
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ABSTRACT

Electronic word-of-mouth (eWOM) has become one of the primary and pefared information
sources for consumers in the process of evaluating dternatives and purchasing orine. However,
not all consumers have the same behaviors in éWOM. By using a sample of 524 consumers, this
study compares the eWOM behavior of Generation X and Y together with gender differences.
Results show that, although malesd and femalesd behaviors are strikingly similar, there are
significant differences in eWOM behaviors between Generation X and Y consumers. Few
differences were foundbetween Gen X andY in eWOM experience, credibil ity of eWOM, consumer
susceptibility to interpersonal influence (CSIl), eWOM effed and positive valence eWOM
behavior. Howeve, no differences were observed in negative valence eWOM behaviors of Gen X
andY. In closing, theoretical and managerial implicationsfor marketing theory andmanagersare
discussed whle importantlimitationsare recognzed.

Keywords: eMOM, eWOM behavior, Gender, Gen X, Gen Y

1. INTRODUCTION

Most of thetimeit isnotpaossbleto satisfy theentire consumer market with oneproduct or service
becaise there are many diff erent groupsof patential buyers with similar needsor characteistics or
that display similar behaviour. These groups are known as market segments and ead segment
seeks a uniqueset of benefits from the prodiwct or service purchased (Stone& Desmond,2007,p.
173174).Thatd why companies identify smaller ssgmentsin large and heterogeneous markets to
offer better prodicts and services that match their uniqueneedsefficiently and eff ectively (Kotler
& Armstrong, 2008, p. 185).

The main segmentation variables for consumer markets can be grouped under four headings;
geographic, demographic, psychographic and behavioural. Also, age and gender, which are
included in demographic variables, are two of themain segmentation criteria (Kotler & Armstrong,
2008, p. 186Stone& Desmond, 2007, p175).

Marketeas are interested to defineand classfy theage structure of consumers globally and use three
main and successve generationsfor this aim. fiBaby Boomersd are the first of these generations
whose dates of birth are between 1946and 1964.Demographers termed this generation because of
thepopuation-boomperiod foll owing theend of World War 11 (in 1945)(Shimp, 2007, p. 99-106).
Thetwo generationsthat foll owed are accepted as X generation forthase who were born ketween
1965and 1979,and Y generation for those who were born between 1980 and 1999 (Cranypton,
Hodge, 2009,p. 1). Nowadays, when considering that menbers of thebaby boamer generation are
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retiring and that menbers of Generation Y have been entering the workforce, determining the
characteristic differences between thase two generations (X and Y) in particular is important for
marketers (Reisenwitz & lyer, 2009,p. 91). At thesame time, it is possble to see from numerous
acalemic reseach results that some perceptional and behavioural diff erences exist between fende
and male consumers. For exanmple, Bakewell and Mitchell (2006,p. 1299)foundthat men are likely
to have different decison-making styles to women while the Garbarino and Strahilevitz study
(2004, p. 773) reported women Ohsgher risk perceptionsin online shoppng as against men £
Cortributing to this reseach field, this study focuses on the impact of gender and generation
differences in how people use and impress with eWOM. We examine gender and generational
differences in terms of eWOM behaviours.

2. LITERATURE REVIEW

For marketes, the purpce is to predict and direct the behaviour of the individuals involved in
those groupsby means of detemining the diff erences between demographic groupslike age or
gender. In fact marketers want to dred the individuas in the target group to buy orinduge in
behaviours like sharing messages that promote other individuals to buy. Corsumer reports of
unqgualified opinionsabout brandsand prodicts offer a strong advantage in competition, so much
so that there exists a marketing approach called Word-of-Mouth (WOM) marketing that provides
and encourages those shares. In this marketing apprcadh, companies seek to identify influential
individuals who are ealy adopers, vocd and curiousand with a large network of acquaintances,
and try to bring their new products to the attention of these influentials. In this manner, these
influentials ad as unpaid salespeople who are much more persuasive than any advertissment or
salesperson (Kotler, 2003,p. 185). Thelnternet, which provides consumers with accessto all kinds
of information easily and allows them to share that information with large numbers, brings power
to classcal WOM and causes the emeagence of the new term electronic word-of-mouth (EWOM).
eWOM, which is more accessble and more powerful than the classcal WOM (Aky¢z, 2013, p.
159), posseses unprecalented speeal of diffusion and enables multi-directional exchanges of
information between communicabrsand recevers (Cheung& Thadani, 2012, p. 48).

There are variousbehaviours that are related to or define eWWOM in the literature. Some of those
behaviours, which underli e the scopeof this reseach, are; using experience of eWOM, perceived
eWOM credibility, consumer susceptibility to interpersonal influence (CSll), eWOM effed (Park
et al., 2011, p. 75-76; Maria et al., 2016, p. 1088; Aky¢z, 2013, p. 106-161), positive valence
eWOM and regative valence eWOM (Goyette et d., 2010, 11).

Many other marketing scholars conducted studies aspiring to contribute to the understanding of
this rew term and behaviour from diff erent viewpaints, and some of thase studies were related to
gender and age variables. Strutton et al. (2011, pp. 559) claimed there are structural differences
between the X and Y Generationsregarding the media that are used to spread e-WOM messages.
They suggested that Generation Y is more heavily engaged with social networking media while
Generation X ismorereliant on email. Besides, San-Martin et al. (2015, p. 1)puggested that there
are some significant diff erences between age groupswhil e Strutton et al. (2011,p. 582) highlighted
that generational differences are blurred in eeWOM behaviours. Thus, we hypothesised that

H1: Generation Yers show ahigher levd of eMOM behaviour thanGen Xers.

Also, there are many studiesin theliterature that founddistinct diff erences between gendersin the
mater of evaluating eWOM messages. According to Kim et al. (2011,p. 4011 404) men Ouse of
online reviews depended on their level of expertise while expertise isn Gatfactor for femdes. In
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spite of this finding, Fan and Miao (2012,p. 178) claimed that involvement is the only factor on
perceived eWOM credibility for male cussomers, while expertise, involvement, and rapport have
significant eff ects on femalesd perceived eWOM credibility. Again, acordingto Kimet a. (2011,
p. 399), women are more likely to read reviews for the purpases of convenience and quality and
for risk reduction. In acmrdance with this, Abubekar et al. (2016, p. 702nmphasised that the risk
perception of females in online shoppng is higher than mdes, and thinks that this may be one
reason why females are more affected by the brand image of eWOM than males. Furthermore,
there are controversial findingsin previousstudies concerning gender and generational differences
ineWOM communication. For instance, Macel et al. (2015,p. 288)reveded that females are more
likely to tell others abouttheir buying processs, while Catalunaet a. (2014,p.23)foundthat males
give more importance than females to recommendationsin case of analyzing and purchasing the
seach goods on the Internet. Regarding the relevant literature and ohectives of the present
reseach, we hypothesised that

H>: There is a significant difference between males and females in terms of eWOM
behaviours

Last, acoording to themain hypotheses and the six identified eWOM behaviours, we developed six
sub-hypatheses for eat main hypothesis.

3. METHOD

We use a cross-sectional survey to detaminethe eWOM behaviour of consumers from Gen X and
Y and whether there are significant differences in term of their gender. Items used in this study to
measure reseach variables have been compiled from different studies. Using experience of
eWOM, perceved eWOM credibility, consumer susceptibility to interpersonal influence (CSll),
and eWOM effed were measured with items adapted from Park et al. (2011, p. 75-76). However
oneitem for CSIl was deleted because its facor loading is less than 0.5. We measured pasitive
valence eWOM using six items and negative valence eWOM with two items which were adapted

from Goyette et al. (2010, p.11).All construct were measured using afive-paoint Likert scale
ranging from fil=strongly disagree to 5=strongly agre e an thelast section of the questionraire,
socio-demographic variables such as gender, age, income, weekly time spend on Internet and
online shopping and frequency of online shoppgng were meaured. Data for this study were
collected using face-to-face questionnaire. We collected data from online consumers who are in
Gen X and Gen Y who had experience with online purchase in last three month. A total of 600
guestionraires presented to the patential respondents by using convenience sanmpling techniquein
Izmir, the third biggest city in turkey. 578 of them were completed, resulting in a 96.3 percent

resporse rate; 510 usable resporses were wsed for analysis, dueto missng data or non-qualified
resporses. A confirmatbry facor analysis (CFA) was then performed to verify the validity and
reliability of constructs. After, we run Kolmogorov-Smirnov and Shapiro-Wilk tests to chedk
nomality of data In order to test hypotheses and sub-hypotheses we used Mann-Whitney U tests.
The propotionsof mae and femaes were very similar with 51.6 percent of females. Our sanple
consists of 51.6 percent of Gen Y and 48.4 percent of Gen X. Of the participants, most of them
(76.4%) had annual personal income levels of less than 0 1 0 , Be§pOncentsd Internet usage
ranged from1to 100 hoursn aweek with an average weekly Internet usage of 29.51 hous. They

shop 2.78times average in the last month on Internet shoppng and spend approxmately 4 7 @

onlineshop@dngin amonth.
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4. RESULTS
4.1 Reliability and Validity

Regarding reliabilit y of variables, Crontach 6Ukoefficients and compasite reliability (CR) values

were measured. Itens used to measure variables, item and variable means, standard deviations,

facor loadings, average variance extracted (AV E) and reliability values are shown in Table 1.
Tablel:AVE,CR,CA, itemmean standaddeviationandactorload ngval uesofthevariables

Vaiabe AVE CR | Item r':;;nn SD lgﬁﬂg
Using 0.598 0.880 0.877 | alwaysrea onlinereviews written by others 3.39 116 0.652
experience of | always write down onlinereview by myself 3.03 119 0.886
(e\LjVEC()a{\/\A/) | always share my knowledgeand information 314 117 0.828

| always real online consumer reviews when | 3,52 109 0.679
(M=3.22) was shopping
| always write down online consumer reviews 3.03 118 0.795

when | was finishing my shopping
Perceived 0.648 0.902 0.907 | believethe onlinereview which been read alot 297 1.17 0.756

ewoM | believe the onlinereview which isbelievedby ~ 2.82 1.14 0.786
credibility others
(PeWC) | believe onlinereview is important 314 110 0.841
(M=3.02) | believe onlinereview is credible information 3.04 1.06 0.873
| believe onlinereview is written with 3.08 1.07 0.764
responsibility
Csll 0.587 0.739 0.734 | like listening advices before shopping 351 111 0.704
(M =3.38) Othersbadvices are important for my shopping 325 1.08 0.824
eWOM effed 0.751 0.900 0.898 | will buy thingsbecaise onlinereview is positive  3.06 1.07 0.851
(eW_E) | rely on onlinereviews when | purchase 3.04 1.05 0.910
(M =3.08) Online review affeds my purchase decision 313 112 0837
crucially
Positive 0.572 0.889 0.895 | recommended this company 349 0.99 0.793
valence | speek of this companyds gand sides 3.50 0.96 0.807
?;’,Vv%')\/l/) | am proudto say to othersthat | am this 3.28 1.09 0.790
(M =3.41) companyGs customer

| strongly recommend people buy productsonline  3.07 1.12 0.725
from this company

| mostly say positive things toothers 359 097 0.706
| have spoken favourably of this company to 3.52 095 0.709
others
Negative 0.566 0.722 0.830 | mostly say negative things toothers 347 111 0791
valence | have spoken unflatteringly of this company to 274 118 0711
ewoM others
(NVew)
(M =3.10)

AVE: Averagevariance extraded; CR: Composite reliability; U Cronbachds alpha; SD: Standard deviation; M:
Mean

Asshown onTable 1, all item loadings were significant (p<0.001)and bath Crorbach 6atphaand
composite reliability values ranged from 0.72to 0.91, greate than the recommended value 0.70.
Thus, the reiability analyses indicated a good reliability of the measures used in the reseach.
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Validity of the measures was assessed using aconfirmatry facor analysis (CFA). CFA provided
evidence for good fit between the measurement model and the data (62=715.2; df=207; 62
/df=3.45; GFI= 0.89, AGH=0.86, IFI=0.93, NFI=0.91, CFI=0.93, RMSEA=0.067). Corvergent
validity was examined by using CR and AV E values. Asit can beseen from Table 1, all CR values
were higher than 0.72, AVE values were higher than 0.56,item loadings investigated significant,
and exceeded 0.5which meansthe convergent validity is establi shed. For discriminant validity, we
compared the square root of the AVE score of each construct with its cross-correlaion with other
constructs. As presented in Table 2, al AVE scores surpassd the squared correlations which
indicate the discriminant validity was achieved.

Table2: Discriminantvali dity

Variable 1 2 3 4 5 6
NVeWw (1) 0.752

UEeW (2) 0424 0.773

PewC (3) 0,531 0.682 0.805

Csll (4) 0.543 0464 0649 0.766

eWE (5) 0541 0523 0716 0741 0.867

PVew (6) 0.696 0416 0470 0493 0545 0.756

Notes: The diagonal elements in bold represent the square root of AVE

NVeW: negative valence eWOM; UEeW: using experience of eWOM; PeWC:
perceived eWOM credibility; CSIl: consumer susceptibility to interpersonal
influence; eWE: eWOM effed; PVeW: positive valence eWOM

4.2Hypothesis Testing

Beforetesting hypotheses, atest of basic assuumptionisusually performed to choose the approprate
statistica test. We run Shapiro-Wil k and Kolmogorov-Smirnovtests to check the normality of data
We found that al significance levels are lower than 0.05. It means all variables in reseach are
shown non-nomally distribution. Therefore, we use Mann-Whitney U test which is a kind of
nonparametric test to compare maesd and femalesd Gen Xers and Yers eWOM behaviors. The
statistica analysisis caried out by using SPSS version 23.0. The significant (p) values <0.05are
considered as statistical y significant.

The results of tested hypatheses are presented in Table 3. All hypathesized relationships ketween
gender and eWOM behaviors of Xers and Y ers were found statistically non-significant. Although,
malesd using experience of eWOM and intent to share negative eWOM messages were found
higher than females and femalest perceived eWOM credibility, CSIl, eWOM effed and intent to
share paositive eWOM messages were higher than males, these differences were not significant.
Therefore, H1 was ot suppoted. However we found some significant differences in eWOM
behaviors of people in terms of their generation. More specificaly, one of our sub-hypaothesis of
H>, H2awhich predictsthesignificant differences between Gen Xers and Gen Y ersusing experience
of eWOM, was suppoted. Gen Y ers have more using experience of eWOM than Gen Xers. With
resped to Hap, perceived eWOM credibility of Gen Yersis higher than Gen Xers. Sub-hypaothesis
Hac examined the difference between Xers and Yersin CSlI, which was also foundto behigher in
Yersthan Xers. Similarly Haq, Y erswasfoundto be moreimpressed by eWOM than Xers. Finally,
H2e and Hzr, which predict the differences between generationsin spreading both positive and
negative valenced eWOM were suppoted. Gen Yers intent on spreading and talking about their
experienced byusing eWOM morethan Xers.
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Table 3: eMOM behavior in terms of gender and generational differences

. Mean Rank Mean Rank
Variables
p U Male Femae p U GenX GenY
Using experience of eWOM (H1a-Ha2) 526 314305 25975 25151 |.003 275780 23565 27414

Perceived eWOM credibility (H1b-Hab) 439 311975 25031 26038 | .009 281390 23792 27201

Consumer susceptibility to interpersonal - a5 317755 25263 25819 | 00T 265960 23168 277.87
influence (Hic-Hzc)

eWOM effed (Hid-Hzd) 580 315695 25181 25896 | .00 262395 23023 27923
Positive valence eWOM (Hze-H2e) .359 309595 24934 26128 | .036 290055 24143 26871
Negative valence eWOM (H1t-Hax) .657 317545 25844 25274 | 234 305375 24763 26289

" Statistically significant differences in p<0.05 (Mann-Whitney Test)

Additionally, we analyzed the differences between maesd and femalesd eWOM behaviors
separately in two generationsin order to investigate gender differences thorowhly. We found
significant differences only in Gen Yers two eWOM behaviors. CSIl (U=7191.5;p=0.018)and
intent to spread pasitive valence eWOM (U=7313.0;p=0.032) vere foundto behigher in femdes
than males

5. DISCUSSION AND CONCLUSION

Studiesin theliterature, which explain theeWOM behavioursof consumers, reved that behaviours
of eWOM vary acording to the variousfeaures of consumers. There is no douot that examining
the eWOM behavioursof consumers in terms of demographic feaures like gender and generation
will bringadetailed point of view to thetopic. In this study, behavioursthat are accepted as eWOM
behaviourslike using experience of eWOM, perceived eWOM credibility, consumer susceptibility
to interpersonal influence (CSI1), eWOM effect, paositive valence eWOM and negative valence
eWOM are examined in terms of whether they diff erentiate accordingto the gender and generation
of consumers or nd.

There are three remarkable fields of interest in the results. First, when the frequency of the
exhibiting kehavioursis examined, it is determined that the behaviour of pasitive valence eWOM
spreading is exhibited more commonly than negative valence eWOM spreading. In addition, it is
detemined that consumersdresponse to eWOM and their trust in eWOM is at the midd e level, and
even if the CSlI level is higher, transforming the eWOM eff ect isless frequent. Second, our results
showed that male consumersdusing experience of eWOM is morethan that of females. Thisfinding
is consistent with Kim et al. (2011, p. 403), and reveak the fact that males generally make and
spread more eWOM reviews. Thus, one can deduce that businesses chocse males as the primary
target group in studies about eWOM. In any case, while negative valence eWOM spreading is
higher in males, paositive valence eWOM spreading is higher in females. This finding is partially
parallel to the opinion of Macdi et al. (2015, p. 288) that femde intentions of talking about the
shopp@ng process is morethan those of males. Thisisbecaise in an acquired experience of buying,
satisfying the expecttionswhen onehas bought before is a Situation that can becdled rouine. In
those kinds of routine situations, the lower sharing of males in comparison to femdes can be
interpreted as they are less willi ng to have those types of shares, and they only do it when they
have to. Results show that fermales not only have pasitive share intentions but also perceived
eWOM credibility, levels of CSII and eWOM effed are higher than those of males. Thefinding of
eWOM effed seensinconsistent with thefinding of Catalunaet al. (2014,p. 23) that males atach
more importance to recommendationsin the Internet environment. When these two findings are
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evaluated, it is reveded tha although males attach more importance to eWOM than fendles, they
might be behind females in terms of transforming the information they got in the eWOM process
to buying behaviour. Therefore, businesses chocsing females as the primary target group while
condwting eWOM adivities considering that they are more effedive in transforming the eWOM
effed into buying and thus may cause more succesful eWOM results. However, that the
diff erences between genders are not at alevel that can be scientifically accepted neaesstates being
cautiouswhile making such deductions.

Also, when the eWOM behaviours between X and Y generations are compared, significant
diff erences are deteded. ResultsreflectingeWOM experiences, perceived eWOM credibility, CSl|
pasitive valence eWOMs and influenced by eWOMs of consumersin the Y generation come out
at significantly higher levelsin comparisonto Generation X. Our results supporttheage diff erences
and provide strong evidence to crystallise the uncertainty stated by Strutton et al. (2011,p. 582).
However, we did not find significant differences in negative valence eWOM behaviour between
Generation Xers and Yers. These findings reved that eWOM is a much more effective tool in
reating consumers from the'Y generation, and show that a businessthat targetsthe Y generation
shoud take the eWOM topic more serioudy. In conclusion, when the gender differences between
X and Y generationsare examined, it is detemined that in the X generation there is no eWOM
behaviour diff erentiation according to gender whileinthe Y generation, CSII and positi ve valence
eWOM spreading kehavioursare higher in females. Thisfinding reveak that in theY generation,
when eWOM messages are more effedive, bah maes and females are more sensitive to eWOM.
There are several limitationsto the study that shoud be mentioned. The participants were chosen
only in onecity and couriry becaise of convenience. Therefore, thefindings shoud be validated
in multiplecities or countriesto define passble cultural differences. Anather limitationof thestudy
isconsidering all types of prodicts and social media websites, instead of specifically focusing on
oneproduct such as electronic devices or orly eWOM messages in onesocial media website such
as Faceébook or Instagram Also, a comparison between diff erent prodicts or social mediawebsites
could provide valuable and interesting insights both in theoreticd and managerial perspectives.
Although limited in scope, thefindings of the current study enhance our understanding of several
eWOM behavioursof consumersfrom Gen X and Gen Y. Thefindings also providemanagerswith
stratggic directions for rethinking their communicaion strategies in both media choice and
consumer targeting.
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ABSTRACT
In marketing, it is of great importance to reali ze and understand the motives and barriers for a
certain type of behaviour. Based on detamined motives and barriers, it is possble to design the
appropriate marketing strategy in order to achieve a specific short- or longtermgod. Thepurpose
of this paper isto determinethe main barriersfor buying organic food products or thefactors that
negatively influence the intention to buy these type of products. Based on an extensive previous
research, theintentionto puchase isthebest predictor of the actual behaviour.
The study is based on the outcomes of a questionndre completed by a sample of 411 household
primary shoppers from Eastern Croatia. Results from regresson andysis reweal significant
negative relationship between arganic food puchase intention andcost barriers, time barriers,
knowledgebarriers and negative attitudes on organic food. Based on the model developed, these
identified barriers explain 52.9% ofthe variance in intention to purchase organic food with the
negative attitudes being the strongest contributor to the variance explained.
Identified barriers that prevent the buyers to opt for an orgaric product at the time of purchase
indicate the great potential and the importance of action in terms of marketing at the level of
different social stakehdders. In other words, the main barriers identified can and need to be
minimized or eliminated by marketing actionsin order to stimulate buying aganc food godLcts.
Keywords: Barriers, Intention, Organic food products

1.INTRODUCTION

Intention to buy represents a plan to purchase a particular good or service in the future. (Business
dictionary, 2016).Based on an extensive previousreseach, the intentionto buyisthebest predictor
of theactual behaviour. Intention to buycan bereali zed, whil e on the other hand, potential buyers
may experience some obstades that will prevent them for making the actual purchase. The final
decision dependson whether the motives for purchase or barriers to purchase had more powerful
impact on the potential buyer.

In this paper, the intention to buy relates to the purchase of organic food. In order to understand
the motives and especidly the barriers, it is necessary to define what defines organic food.
According to Martil Kuran and Mihil (2014, p. 181) organic food is the onethat is prodiwced
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without the use of chemicd pesticides and fertilizers and which does not contain synthetic
homones. It is prodwed under legally defined metods, and its compasition should match the
general laws and regulations on the quality of food. Organic food is one of the fastest-growing
segments of agriculture and retail. In the United States alone, organic food sales rcse from $1
billi onin 1990to $25billionin 2011,which acmunted for more than 3.5% of total food salesin

2011.(Ogea, C., Gottlieb, J. and Vasavada U. 2012, p.15) The Croatian market of organic food
at the moment is underdeveloped and far behind the developed Western European markets (for
exanple, the Law on organic prodictionin Croatawas adopted in 2001,and the EU has regulated
thisareain 1992)(Renko, S. and Bognjak K. 2009. p. 388).

The purpcse of thisreseach isto deteminethe main barriers for buying organic food produwets or
thefactorsthat negatively influence theintention to buythese types of prodicts. Asimportant it is
to examine the underlying factors that might influence consumerso intention to puchase organic
food prodicts, it is also important to understand the factors that prevents this kehaviour so that
those factors could be minimized or completely eliminated. It is believed that such reseach could
help to formulate an optima marketing communication and palicy strategies in order to stimulate
desired behaviourtoward organic food.

2. THEORETICAL FRAMEWORK

Previousreseach shows that consumers mostly have positive attitudes about organic food. The
share of organic food consumersis relatively small andit can beconcluded that a positi ve attitude
on environmental food does not necessarily lead to the purchase. (Suprapto and Wijaya 2012, p.
115).It is useful to point out that, although the hedth aspect of organic food is the most common
motive for buying organic food anmongresponcdentsin that type of reseach, the correlation between
attitudes about organic products and health awareness is not significant (Tomil, Ma t, iMbsi [
Cerjak, 2015.pp. 12) but acording to Plumme (1974, p.36) in predicting consumer behavior,
experts argued that aperso n bfesstyle will determine his consumption kehavior.

One of the most used theories for predicting future behavior is the Theory of planned behavior.
Based onthe Theory of planned behavior the best predictor of behavior isintended behavior, which
isdetermined by three elemants: attitudes toward specific behavior, subjective noms and perceived
behavioral cortrol. (Ajzen, 1991). Results of reseach caried out by Martil Kuran and Mihil

(2014),where they used the theory of planned behavior, showed that consumer attitudes towards
organic food, subjective noms, awareness of healhh and knowledge about organic food
significantly affed the intention of buying organic food. Some socio-denmographic charaderistics
are also asociated with the consumption of organic food, for exanple, women with youngchil dren
are the most frequent consumers of organic food (Hughner, R. S., McDonagh, P., Prothero, A.,
Schultz, C. J., II, Stanton, J. 2007.).Also, acwrding to Faleta, |., Cerjak, M. and Kova | ,iDI
(2016.p. 64), who conducted the research in Croatia about determinants of attitude and intention
for buying emlogical milk, women show more expressed awareness of the conredion between
nutrition and hedth, more positive attitudes about ecological milk and show higher purchasing
Intention than men for buying organic/eclogical prodicts. The same research has confirmed that
consumers who trust ea-labels express more positi ve attitudes onenvironmenta milk, and it can
also be concluded that this can be applied for other ecological products too. Accordingto Peason,
D., Henryks, J., Sultan, P. and Anisimova, T. (2013, p. 61) the findings show that, from a
denmographic perspective, consumers who are young, highly educated, and students are most li kely
to beregular purchasers of organic foods. On the oppdsite, there is areductionin the frequency of
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organic food purchases amongst older consumers and those with lower levels of education. Besides
the aready mentioned elements which affect the intention to buy aganic food and other organic
prodwts, safety of food, nutritional value, taste, freshness appeaance and aher sensory
characteristics also affect consumer @eferences of organic food (Gil, J.M., Gracia A., Sanchez,
M. 2000.) The choice of organic, over conventional food is usually driven by many motives,
including the ones related to social and environmental resporsibility, econamic incentives and
barriers and facborsrelated to oned swn well-being and altruistic concerns for the well-being of
family menbers (Urban, J., Zverinova, . and @ sny |. 2012, p.728).

Sorokin, B. (1973) afines motives as everything that stimulates a person from within, to acertain
actiity (in thiscaseto abuying activity), what directs and maintainsthe activity, and, finally, what
suspendsthat adivity. Healt is oneof the strong motives for buying organic food. Intention to eat
healthy is thus detemined by intrinsic motives including 6 deling better énd Gtaying healhyd
(Michadidou N., Christodouides G. and Torova K. 2011, p. 20). According to their research,
motives to ea healthy can be classyed in terms of being intrinsic or extrinsic and capture three
categories of motives, including self-image (e.g. looking attractive), health (e.g. to enhance hedth,
prevent disease) and socia presaure (e.g. presaure of others to ea healthy). Time of fast-food is
slowly coming out of habit, and more and more people are thinking about buying food on green
markets and buying food for which is believed that has been grown in natural condtions. Majority
of organic food buyers believe that organic food is hedthier compared to conventionally grown
food (Bayaah Ahmad, S.N. and Juhdi N. 2010, p. 110). t akowska-Biemans, S. (2009, p. 770)
condwted the reseach in Poland about the motives and barriers related to organic foods. The
survey, besides the motive of healt, contained five other considerationsthat shoud be mentioned:
safety, taste, environmenta impact, contribution to animd welfare and appearance. In that paper,
theauthor concludes that health and safety concernsare primary motives. Thehierarchy of motives
in this reseach was confirmed by the analysis of the reseach donein 2007.The author analysed
different papers about the motives for buying organic food, and stated that it is safe t o conclude
that the health is oneof the main motives for buying organic food.

Barriers for buying arganic food products consist of al theintrinsic and extrinsic obstacles which
impede buying organic food. If barriers are known, then it is easier to affed their elimination.
Previousreseach discuss  dfferent barriers for the intention to buy organic food. Barriers are
divided into two categories. physical (externa) and psychodogical (internal) (Kaeney and
McElhore, 1999). Time costs, unavailability and high prices are exanples of physical barriers,
while eding habits and will power are exanples of psychoogical barriers ( Lappalainen, R.,
Kaeaney, J. and Gibney, M. 1998). The reseach condcted in Poland in 2007 by t akowska-
Biemans, S. (2009, p. 772) showed that consumers are dissatisfied with choice, availability,
convenience and prices of organic food, and that is what prevents them from buying it. Ladk of
trust isalso oneimportant barrier for organic market development andthat is confirmed in thesame
reseach. Accordingto Aertsens, J., Verbeke, W., Moncdelags, K. and Huylenbroedk, G. (2009,p.

1157)lack of availability of organic prodicts is oneof the barriers, too. Availability poses a big
probdem because athough consumers are motivated and purchase of organic food would truly be
realized, it is directly prevented by the lack of availability of those prodiwcts. The reseach
condwted by Rodfguez E., Lacae, V. and Lup?n, B. (2008,p. 9) in BuenosAires showed that,
except the lack of availahility, the lack of a reliable regulatory system and the lack of a common
national label constrainsconsumption of organic prodicts. Some authorsemphasize other barriers,
so Lappalainen, R., Kaeney, J. and Gibney, M. (1998,p. 478) point out nine physical barriers: lack
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of time, self-control, resistance to change ( @an't want to change my eating habitsd ,Toodred a
change from my current dietd ¥opd preparation (cooking skill s, dHealthy food is more perishabled |,
lengthy preparation, storage facilities, limited cooking facilities), cost, ungeasant foods
(unappeding food, strange or unwua foods), influence of other people (feeling conspicuous
amongst others, taste preferences of family and friends), lack of knowledge/expert consensus (not
knowing enough about healthy eating, experts kegy changing their minds), selecion influences
(&imited choicewhen | eat out. @egdthy optionsnotavailablein shopor canteen or home, healthy
food more awkward to carry home from shops, notenough foodto satisfy hunger).

2.1 Negative attitudes

Personal attitude is usually defined as permanent mental or neural willingness gained from the
experience, making the directive or dynamic influence on an individual's response to objects and
situations that he comes into contad with (Allport, 1935). Since each attribute is evaluated in
advance as paositive or negative (emotional comporent of the attitude), the behavior is therefore
automatically perceived as desirable or undesirable. Accordingto Kim, M. S., Hunter, J. E., (1993)
the relationship between attitude and intention is confirmed to be stronger than the relationship
between intentions and actua behavior which is expeded, considering that the relaionship of
intentions and behavior is under the powerful influence of external facbors.There is a strong
relationship between the attitude and buying intentions, but the socia presaure from perceived
noms play an even bigger role (Thi3gersen, J. 2006, p.2). Chen, M-F. (2007, p. 1013-1014)
establi shed claim that when the consumers are more concerned aboutconvenience, they will more
likely have a negative attitudetoward organic foods.

2.2Cost barrier s

It can be stated that the cost barrier is present every time money is being exchanged for a good or
aservice. In these casesit is necessary to reduce prices or to attract people who will be willi ng to
pay that amount of money for demanded product or service. Of course, influence of price upon
food choice varies greaty between courtries, but effed is always the same T lower prices means
increasing cemand. According to different studies (Hill and Lynchehaun, 2002; McEadern and
Will ock, 2004,Padel and Foster, 2005,Lea and Wordley, 2005,Botonaki et al., 2006, Aertsens, et
al., 2009) one of the strongest barriers for organic food consumption is the price premium. The
impact of price reductionson demand are expected to be important as price elasticity of organic
food is alot higher than for conventional food. (Wier, M. and Calverley, C., 2002).Price plays a
significant role in the choice of food for many people, particularly for those on reduced incomes,
such as unenployed or retired subjects, or for those who are resporsible for the househald food
shoppng (housewives). In terms of the promotion of healthy eating, it would be important that
nutrition educators enphasize that a healthy det shoud not have to involve extra expense
(Lappalainen, R., Kaaney, J. and Gibney, M. 1998, p. 474). Mostly, consumer price premium
levels depend on produwct origin (domestic, foreign), however, in the same sales channels, large
diff erences show upin the pricing of organic prodicts (t akowska-Biemans, S. 2009, p. 769).

2.3 Time barrier s

This type of barriers refers to lack of time more precisaly, to the influence on the purchase
intentions due to lack of free time. Lappalainen, R., Kaaney, J. and Gibney, M. (1998,p.471)
mentionsthat the lack of time is asociated with people with higher education level. Except that,
people with higher educationlevel have barrierslike self-control (includingthe statements dGiving
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upfoodsthat | likedand dNill power @ndfood preparation. Thelack of their timeisusually caused
by irregular working hoursand busy lifestyle.

2.4Knowledgebarrier s

When it comes to knowledge barriers, it is difficult to influence them and it takes time and a lot of
effort in order to provide consumers with the necessary information. Ladk of knowledge and
inability to perform simple cdculationsleadsto failurein decodingtheinformation (Fullmer et al.,

1991;Schapiraet al., 1990).1t is possble that low purchase rates of organic food can be attributed
to the relative inadequacy of information available and it has been reported that, for some
consumers, a lack of informaion about organic food acts as a barrier for purchasing more of it
(Harper, G.C., and Makatoun, A., 2002;Demeitt, L., 2002).But, extra knavledge about oganic
production processes may help to increase involvement (Aertsens, J., Verbeke, W., MoncelagsK.
and Van Huylenbroed, G. 2009, p. 1157). In the previously mentioned reseach condwcted by
t akowska-Biemans, S. (2009, p.772), Polish respondents stated the lack of informaton as oneof
the reasons for not buying organic foods. An interesting finding from the survey condicted by
Lappalainen, R., Kaaney, J. and Gibney, M. (1998, p.475) was that there was no relationship

between the educationd level of subjects and the selection of the barrier category ladk of
knowledge / expert consensusd Gil, J.M., Gracig A. and Sanchez, M. (2000 p.223.) mention that

themarket for organic foodissmall andthat an important task isto increase consumersoknowledge

of what an organic prodict isand howto differentiate it in the marketplace

3.RESEARCH METHODOLOGY

3.1 Participants and procedure

Theresearch is based on an in-person survey caried out (in 2014)on aconvenient sanple of 411
primary howsehad shoppers from five courties in the Slavonia and Baranya regionsin Croatia
Accordingto Tanner and Kast (2003,p. 85) primary househald shoppers are defined as @hepeople
who make purchasing decisons and regulate what the other menbers of the househod eab
therefore representing the most relevant source of information. In this research primary shoppers
were seleded byplacing afilter question (Are you the person that does the most grocery shopgng
for your howsehald?) in the very beginning of the questionraire.

The information obtained was analysed using the statisticd software padkage SPS version 18.0.
Statisticd tedhniques of univariate analysis (frequency distribution, central tendency measures) and
multivariate analysis (reliability analysis, linea regresson) were used. Table 1 shows sanple
description.

Table following onthe next page
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Table 1: Sample description

N %
Gerder M 85 20.7
F 309 75.2
Age 1825 38 9.2
26-35 83 20.2
36-45 73 17.8
46-55 140 34.1
56-65 49 119
>66 20 49
Educdion Primary school 41 10
High school 234 56.9
Faculty 42 10.2
Master Silegree 72 175
Doctorate 16 3.9
Place of resdence Vill age 120 29.2
Suburb 70 17
Town/city 212 516
Standard of living in household Bellow country®s average 83 20.2
At country®s average 286 69.6
Above country& average 38 9.2
Employmert status Student 27 6.6
Unemployment 102 24.8
Employmert 232 56.4
Retired 48 117
Members of household 1 22 54
2 71 173
3 99 24.1
4 121 294
5 66 16.1
>6 31 7.5
Children in household under 15 yeasold | O 291 70.8
1 65 15.8
2 39 9.5
>3 16 3.9
Monthly income of al membersin <5000 66 16.1
household 501-10000 131 31.9
1001-15000 105 255
1501-20000 59 144
2001-25000 27 6.6
>25000 21 51

Source Authorsdwork

The main data coll ection was preceded by a pil ot survey, the aim of which was to ensure that
propased methodsand pracedures effedively fulfilled the purpcse of the study.
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3.2Vari ables and measur ement

Measurement scaes were creaed by authorsor adapted from previousstudies in this field. Each
scale comprised a set of statemaits presented in Likert-type forma with a five-paint scale to
cgpture the extent to which respondents agree or disagree with the statements in the questionraire.
Mejovgek (2003, p. 42) states that five-point Likert type scale is especialy suitable for collecting
data on popuationsthat have educational systems with grades from 1 to 5, as individuals are used
to thinking and evaluating thingsin terms of that range. Thefinal scorefor each of the measurement
scalesistheaverage of the scores ontheitenmsincluded in the scde.

Authorsof this study developed afive-item scale to evaluate the individuald stention to purchase
organic food prodicts. Cost barrier scale consists of four items measuring responcdentsdperception
of cost in purchasing organic food prodcts and their own availability of fundsfor organic food
purchasing. Three-item scale for time barrier was adopted from Tanner and Kast (2003) measuring
responcentso time availability for organic food purchase. Negative attitudes scde was developed
combining scales from Tanner and Kast (2003)and Voonet al. (2011)and it consists of five items
measuring responcentsdattitudes about taste, attribute perceptionsand attradiveness of purchasing
organic food produwts. Knowledge about organic food was measured with three-item scale
combined from the previousresearch of Kumar (2012)and Umberson (2008).

All propaosed constructs have adequate reliability (Table 2). According to Nunrally (1978)it is
considered for Crorbach Gafphato beaaceptable above 0.7.

Table 2: Rdiahility analysis of the constructs

Measurement | Number  Mean | Variance | Standard | Cronbachd s Average

scale of items deviation | Alpha inter-item
correl ation

Intention 5 14.76 | 27.978 5.289 0.929 0.724
Cost barrier | 4 14.3096 10.411 3.22666 | 0.709 0.383
Timebarrier | 3 7.98 10.713 3.273 0.772 0.530
Negative 5 12.63 | 16.469 4.058 0.718 0.342
attitudes

Knowledge 3 9.05 7.393 2.719 0.709 0.452

Source Authorsbwork

4. RESEARCH RESULTS

The aim of the paper was to deteemine the main barriers for buying organic food products or the
facorsthat negatively influence the intention to buy this type of prodicts. Linea regresson tests
using standard regresson metod were subsequently condwcted to find out which deteminants
could prevent the intention to purchase organic food prodicts according to their level of
importance.
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Table 3: Model summary

Mode R r? Adjusted | Std. Error Change Statistics
r* of the Rsquare | Fchange | Df1 | Df2 | Sig. F
edimate change ‘ ‘ Chénge
1 0.727 0.529 | 0.524 | 3.64773 52  1120% 4 399 | 000

a. Predictors: (Constant), Cost_barrier, Time_barrier, Attitude barrier, Knowlegde barrier
b. Dependent Variable: Intention
Source Authorsdwork

Thepropotion ofexplained variance as measured by R-Squared for theregressonis 52.9%as
depicted in Table 3.

Table 4: ANOVA

ANOVA?
[Model Sum of Squares [df Mean Square |F dg.
Regresson [5966,154 4 1491,539 112,096/,000°
1 Residual 15309,071 399 13,306
Total 11275,226 403

a. Dependent Variable: Intention
b. Predictors: (Congtant), Cost_barrier, Time_barrier, Attitude barrier, Knowlegde barrier

ANOVA resultsin Table 4. showthat themodel readhes statistical significance (Sig = .000).

Table 5: Regygresson coefficients

M odel Unstandar dized Standardized t Significance
coefficients coefficients
B Std. Error  Beta
1 (Corstant) 31.737 1.050 30.213 .000
Time barrier -.151 .057 -.094 -2.650 .008
Negative attitudes -.786 .048 -.603 -16.441 .000
Knowledge barrier -.327 .079 -.168 -4.499 .000
Cost barrier -.201 .058 -123 -3.500 .001

Source Authorsdwork

Theresults of linea regresson analysis (Table 5) show that negative attitudes, time barrier, cost
barrier and knowledge barrier all have a significant negative influence ontheintention to purchase
organic food produts.

Based on the results, the overall multi ple regresson model with four barriers for organic food
purchasing has worked well in explaining the variation in barriers for organic food purchasing
(F=112.096:d.f. =4; p=.000).As it can be seen in Table 5, negative attitudes were foundto have
the largest significant negative influence on intention to purchase organic food (t=-16.441;
p=0.000;b=-0.603). Significant negative effect was also found in other independent variables:
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knowledge barrier (t=-4.49; p=0.000; b=-0.168),cost barrier (t=-3.500;p=0.001;b=-0.123)and
time barrier (t=-2.650;p=0.008; b=-0.094). The beta values given in Table 5 seemed to indicate
negative attitudes (b=-0.603)as more important barrier in the intention to purchase oiganic food
than aher independent variables.

5.CONCLUSION

Besides the wide range of facors that postively influence organic food purchasing decision
making, there are others that could be considered as barriers to the intention of organic food
purchase. Knowing how consumers perceive organic food prodicts and by understanding the
barriers for their purchase can help the marketers of organic food to establish a proper
communication message. This study has showed that the biggest barrier for theintention of organic
food purchase is represented by negative attitudes toward organic food. Negative attitudes, such as
fiorganic food tastes worse (organic food also containsartificial tastes and additiveso and fibuying
organic food does not seem attradive to meo largely prevent peopled mitentionto buy organic food.
In order to overcome this type of barriers, it is necessary to educae consumers, demonstrate the
products and make the organic food purchasing and det more appealing as a lifestyle choice.

In acoordance with previous eseach, knowledge about organic food is also one of the important
barriers for the intention to buy organic food. This shows that actions taken by the pubic
institutionsor companies prodicing oanic food, either to inform or to creae awareness has not
read the satisfactory level in encouraging sustainable consumption of organic food. It is necessary
that educaion of consumers becomes one of the main objectives for organic prodwes. An
important task is to increase the consumersd knowledge on what organic prodicts are, where to
purchase them and how to differentiate it in the marketplace. Some studies have found that by
increasing the level of knowledge, it is passble to improve the attitude towards oganic food
(McEadern and McClean, 2002 ,Gracia and deMagistris, 2007,Stobbkelaa et a., 2007)

Unli ke some previousreseach (Hill and Lynchehaun, 2002; M cEachern and Will ock, 2004, Padel
and Foster, 2005, Lea and Wordley, 2005, Botonaki et al., 2006) cost was not found to be the
biggest barrier for the intentionto purchase organic food, but was foundto be one of thesignificant
barriers.

Thereseach has also proved that thelack of time negatively influencestheintentionto buy organic
food. Previousreseach has shown that thelack of time is usually associated with consumers with
higher income and higher education andit is caused by irregular working hoursand busy lifestyle.
In order to overcome thetime barrier it is necessary to facilitate the purchase of organic food (for
exanple with delivery systens).

Findings from this study have a number of implicationsfor palicy makers as well as managers.
Managers of hedthy brandsand pulic policy makers shoud shift their canpaignsto influencing
attitudes about organic food in pasiti ve direction which is also an undeniably desirable social goal.
It isalso very important for them to be aware of thelevel of knowledge aboutorganic food so they
could develop an eff ective communication to increase the awareness and knowledge aboutorganic
food and aso to highlight the benefits of this behaviour in order to stimulate individuals to adopt
healthy eatng habits.

Futurereseach shoud bedireded towards detemining other barriers for buying organic food and
toward revealing the possble mediaton variables that influence the intention-behaviour
connedionand possble explanation of theintention-behaviour gap that isundeniably present based
onvast previousreseach.
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ABSTRACT
Introduction: Emotional Inteligence is understood by the academics asa skill that all owsa better
adapation of the person to the eveyday life adversarial situations. Senior universities promote
health, social participation and seaurity, throughactive aging programs Aims To assessthelevd
of emotionalintelligence of thee derly who attend senior universities andto confirmthattheir area
of living, their education level and their physical activity can influence their own emotional
intelligence and its dimensions. Methods. Cross-sectiond, descriptive and correlational
guartitative study. In this study there was the voluntary participation of 157 elderly who ae
attending senior universities, aged between 65 and 90/ears old andlivingin the district of Viseu.
For the measurement of the variables it wasused an Emotional Intelligence Scale (MIE) and a
form for the situational characterization. Results: 51% of the surveyal popuation has high
emotional intelligence and 26.7% low emotional intelligence. For the dimensions of emotional
intelligence (Empathy, Self-Motivation, Slf-Awareness Self-monitoring and Saiabhility),
education level interferes with sociahility, as well as the residential area and the practice of
physical activity interferes in self-monitoring. Corclusion: the elderly who atend senior
universities have a high levd of emotional intelligence The development of cogntive, relational
andemoational skill s enharces the autonomy, seaurity andthe ability to managesituationsinherent
to theaging process leading these people to anincreased qudity of life and health.
Keywords: Elderly, Emotional Inteligence, Senior Universities

1.INTRODUCTION

The term Emotional Intelligence is based on two basic and interrelated concepts which are
intelli gence and emotions, revealing thenselves as objects of research (Siqueira, Barbosa & Alves,
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1999).Intelligence is the ability of individuals to solve prodems and differs from the concept of
affedivity, because it has to duewith the enotion praess Emotionsare judgments influenced by
feelings and preferences (Bruner referenced by Leite, 2014).

Accordingto Da ms0 (2010),the emotions and feelings associated with the physiological aspecis
allow the individual to cary out future proects and to trace actions according to their own
objectives. Da meld also refers to the importance of the emotionsprocess in the decisi on-making
ability in daily situations. Emotions are expressed automatically and unconscioudy (Fragoso,

2012).Thus, the concept of enmotional intelli gence integrates the cogniti ve and enmotional systens
(Campos& Martins, 2012)and manifestsitself as an intrinsic ability to respondin a more adaptive
way to the negative envtions and feelings provoked by the daily setbadks (Queir s, Carral,
Fern8ndez-Berrocal, 2004).

Emotional aspects and the development of some abilities allow people to use emotionsin a positive
way, what will help them particularly the elderly, to read and solve certain emotional prodems

(Taylor, 2011).

Emotional intelli gence consists of basic and interdependent skills, such as self-awareness self-
motivation, self-control, empathy, and sociability. The first three skills (self-awareness self-
motivation, and self-control) are related to the peopled seadions: how they control their feelings
and are used to strengthen their internal structures. The last two (empathy and sociability) are
conreded with external boundsandto theoned sompetence in thesocial context. They are related
to the fedlings of others and to socia interactions. Self-motivation is the emotional ability
resporsible for self-confidence optimism, and hope (Goleman, 1995; Siqueira, 1999). The
development of IE allows the elderly to be able to deal with enotional changes effectively and is
reliant onthe peopled ability to use envtional strategies (Taylor, 2011).

In this perspedive, the activities inherent to physical / intellectual exercise, social role/ utility and
even the social recognition imply an aging pracess with physical, mental and social health (Cabral
et al., 2013).Thus, theelderly must become participative and active elementsin their aging process
and the senior universities have contributed to these qualities.

Senior universities emeage as non-forma training structures (Chamaiian, 2009) that have an
impact on elderly to adapt thenselves to new lifestyles after retirement (Pinto, 2003. Seniorsfed
theneead to develop adivities as away to compensate and adapt to their retirement. These structures
are understoodas a social resporse that creates and triggers social, cultural, educational and social
actiities for the elderly (Monteiro & Neto, 2008. They are structures that promote greaer
participation of the elderly in the society and that also contribute to the reduction of the social
isolation and exclusion Jawb, & Pocinho, 2013;Veras & Caldas, 2004).

In these universties, the elderly can choose, acording to their interests, the adivities and themes
where they want to acquire more knowledge or develop skill s. This way of learning developstheir
physical, intellectual and enmotional capacities, becaise they are performing actiities that are
pleasant and which value them as human-beings and their life projects (Pocinho, Pais, Santos,
Nunes & Santos, 2013). These adivities promote self-esteem autonamy, independence and sustain
the socid participation that fadlitates the adaptation to the vicisstudes inherent to the aging
process favoring an active aging process (Mouraet al., 2012). According to this, Fragoso and
Chaves (2012)refer that ¢the capadty to manage enotions remains stable along seniority gand
can beimproved throughoutlife (p.102).

The senior universities try to respondto the interests and needs of the elderly, promoting their
health, social participation and seaurity.

The aim of this study is to evaluate the level of enotional intelligence of the elderly who attend
senior universities and to verify if the residentia areg education level and pracice of physical
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activity interferein their emotional intelli gence and its dimensions(empathy, self-motivation, self-
sociability).

2.MATERIALS AND METHODS

Thisis aquantitative cross-sectional study of correlational descriptive nature.

There were 157 elderly participants, aged between 65 and 90 yeas old, of whom 68.8% were
femde and 31.2%male The majority (65.6%) oftheelderly live in urban areas. Corcerning their
educdion, the majority has a degree (65.0%) and 9.6% does not have a primary education. More
than half (68.2%) oftheelderly practice physical activity.

Inclusion criteriawere: 1) individuals aged (65 yeas, 2) senior university attendance; 3) residents
in thedistrict of Viseu; 4) consent to voluntary participationin the study.

For data collection, we used the Emotional Intelligence Measure (EIM) scale and a situational
characterization fom.

Thesituational charaderization form consists on aset of questionsthat aimsto oltain information
abouteducation level, residential area and practice of physical adivity amongtheelderly.
TheEmotional Intelligence Measure (MIE) scaleis an instrument conceived and validated in Brazil
by Sigueira, Barbosa and Alvesin 1999,which aimed to analyze theinformation processng about
emotionsand feelings experienced or observed during social interactions, and it is constituted by
59items (Siqueira, Barbosa & Alves, 199).

The EIM was adapted and validated for the Portuguese popuation by Andrade, Martins, Duarte
and Madureirain 2014,which after an exploratory and confirmatry factor analysis ended up with
33 items and five factor dimensions. Empathy (2, 8, 10, 12, 14, 18, 20, 23, 27, 28, 30, 33), Self-
motivation (1, 4,5, 6, 7,9, 11,16, 17, 29), Self-awareness (15,19,24,25)Self-cortrol (3, 13, 21,
26) and Sociability (22, 31, 32)Andrade, Martins, Duarte & Madureira, 2014).

It isaLikert type scale with four resporse alternatives (1 = never upto 4 =always) and evaluates
thefive dimensions. Thefive factor dimensionsare quated acording to the values of theresporses
indicated by the elderly, and the overall scoreis obtained by the sum of all items. The higher the
valuesin eat dmension and the overall scorethe better the level of enotional intelligence of the
elderly.goes here, In thecurrent reseach and after confirmatory facior analysis, items 1, 3, 7,8 and
16 were eliminated from the scale. The adjusted final model consisted of 28 items and 5 factbor
dimensions.

To classfy the emotiona intelligence there were constituted three groups. Low enotional
intelligence (O75%); Moderate enotional intelligence (76-80%); High enotional intelligence
(CB1%).

In the process of collecting datg the elderly were asked to consent to voluntary participation and
the confidentiality of personal data was ensured.

All the data analysis was doneusing the SPSS (Statistical Package for Social Sciences) programs
verson 22.0 (2014) fowwindows and AMOS (Analysis of Moment Structures) version 22.0.

3.RESULTS

Theresults present the characterization ofthe emotional intelli gence of the elderly (levels) as well
astheir relation with the situational variables.

Char acterization of Emotional Intelligence

Regarding the level of emotional intelligence, 51.0%have high emotional intelligence and 26.7%
low enotional intelligence

The emotional intelligence of the elderly is analyzed through the five dimensions(Empathy, Self-
motivation, Self-awareness Self-control and Sociability) and the overall value.
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Regarding the dimensions, the elderly who reved more:

Empathy 1 were mde, aged between 75 or over, living in an urban area, with a degree level and
pracice of physical adivity.

Self-motivation - males, aged between 65-74, living in an urban area, with a degree level and
pracice of physical adivity.

Self-awareness - female aged between 75o0r over, livingin an urban area with a degree level and
practce of physical adivity.

Self-control - male aged 75 or over, living in rural areas, without primary education and with no
practice of physical adivity.

Sociability - male aged between 65-74,livingin an urban areag with primary education and practice
of physical activity.

Theelderly with the highest overall emotional intelligence were women, aged between 75 or ol der,
livingin rura areas, with higher educationand pradicing physical activity.

Situational vari ables vs. Emotional Intelli gence

Thesenior university attendance hasreveaed a statistical y significant differencein al dimensions
andin overall emotional intelli gence.

The interaction between the attendance of the senior university and the situational variables
presented the foll owing results:

Educational level shows a significant effect only on the Sociability dimension (p = 0.041). Older
adults who have a graduation degree present agreate overall emotiona intelligence.
Theresidentia area has also significant effed but only for the Self-control dimension (p = 0.041).
Elderly people livingin rural areas have a bette self-control. In agloba way, the elderly that live
in an urban area are the ones who reved agreate enotional intelligence.

The practice of physical adivity is significant only in the Self-control dimension (p =0.038).The
elderly who do notpractice physicd activity have a bette self-control.

4. CONCLUSION

The main point of this study was to evaluate the emotional intelligence of the elderly people
attending senior universities and to detamine if the situational variables (education, residential
area and practice of physical activity) were related to theemotional intelli gence levels.

Senior universities, as aspace for educational and socia interactions, enable the integration and
participation of older people in social dynamics, contributing to the knowledge and experiences
aqquired throughout life. The attendance of these spaces empowers the emotiona intelligence of
the elderly, suppoting a better management of the enotionsand, a the same time, contributing to
reduce the pathdogies associated with this stadium (Cabello, Navarro, Latorre, Fern8ndez
Berrocal, 2014). The development of cognitive, relational and enotiona skill s enhances the
autonamy, seaurity and abilit y to manage situationsinherent to the aging process

In our study, we foundout that educationa level shows a significant effed only for the Sociability
dimension. Elderly who have graduation degrees are the ones who presented higher values of
global enotiona intelligence and those who did not have high education levels had |lower
emotional intelli gence results. In astudy by Birol et al. (2009),the connection between educational
level and EI dimensionswas not statistically significant. Llewellyn & Spence (2009) studied the
psychological well-being and cognitive functioning in elderly and concluded that high levels of
psychological well-being were associated with a better cognitive functioning. According to
Yasauda & Abreu (2006), this cognitive functioning allows a better adaptation process to solve
daily prodems andin theopinion of Irigaray, Trentini, Gomes & Schneider (2011)it is considered
an important prediction ofan adive aging pracess and longevity.
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When relating theresidential areaand the El, there was shown a significant effed only for the Self-
control dimension. Elderly living in rural areas have abette self-control, butontheother hand, the
elderly living in an urkan context reved a greate enotiona intelligence

A study by Savikko, Rouasalo, Tilvis, Strandberg and Pitkala (2005)has shown that older people
livingin rural areas are more often set in situationsof social isolation, pesdmism and fea leading
to situationsof annoyance and later on depresson.

Thepradice of physical activity was statistically significant in terms of the Self-control dimension.
The elderly who do not practice physical activity have a betta self-control. The results of other
studies do not corrobaate ours and Spirduso (2005) reports that physical adivity in elderly
improves safety and physical condtion. Similarly, a study by Cabral et al. (2013)concluded that
the elderly who practice physical, cultural and social activities have a better health and well -being.
In summay, for the dimensions of enwvtional intelligence (Empathy, Self-motivation, Self-
consciousness Self-control and Sociability), educational level interferes with Sociability; the
residential area and the pradice of physical adivity interfere in Self-control.

The development of enotiona intelligence improves self-estean and self-awareness favoring the
decision-making of the elderly in everyday situations.
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ABSTRACT

Empirical evidences indicate that a positive and significant relationship between financial
devebpment and econamic gromh. Also, human capital is one of the major comporents of
eomnamic growth and development. So,there are some empirical evidences aboutrelationship
between finarcial development and human devebpment. According to these studies, devebped
finarcial system affects human devebpment by raising oninvestment in education andother socio
eoonamic instruments. So, this paper aims that to andyze the relationship between finarcial
devebpment and human devebpment and specify the direction of relation. In this study, the
relationship between finarcial development and human devel opment hasbeen andyzed in OECD
courtriesfrom2001to 2015by using panel causality test. When damestic credit to private sector
(% of GDP) has used as finarcial development, human devebped index has used as human
devebpment indicator. Based on our primitive findings and the other empirical evidences we
expect that developed finarcial system affects human devel opment positively and significant.
Keyords: Finarcial Development, Human Devebpment, Panel Cauwsality Test, Econamic
Growth, OECD

1. INTRODUCTION

Although the relationship between economic growth and financia development is not a new

invention, econamic growth and human development are also dd phenomena. Bagehot (1873),
Schumpete (1911) and Gurley and Shaw (1955) started studying the relationship between
financia development and econamic growth yeas ago; however, econamic historians including
Davis (1965),Cameaon (1967),and Sylla (1969)gave this relationship an actual enpirical content.
These scientists kenefited from the historicd experiences of the United Kingdom and the United
States to, first of al, define the role of the financial system that opens the way for market
leadership. From then on, macro- and developmenta econamists continued to examine this
relationship with studiesreducingthefrictionin the credit market and prodwcing significant eff ects
on the macroeconamic outcomes of the financia secior (Rousseau, 200381).

In his study, Levine (1997)studied the relationship between financial development and economic
growth of 77 courtries between the yeas 19®-1989 and found a positive link between the
variables as the result of horizontal section analysis. Levine and Zervos (1998),in their study on

47 courtries covering the yeas 1976-1993, found a strong and positive relationship between

financial development and econamic growth. It is concluded that financia factors are an
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inseparable part of the process of growth. Leuintel and Khan (1999)used VAR analysis for 10
courtry sanples and obtained abidiredional causality relationship between financia development
and economic growth for all courtries. The findings of Luintel and Khan (1999)in their studyand
the result for China in Shan and Jianhorgd study (2006) are parald. As the result of Shan and
Janhorgostudy (2006),a bidiredional causality relationship between financial devel opment and
econamic growth that suppots the view in theliteratureis ascertained. Kang and Sawada (2010)
developed the internal growth model by bringingfinancial growth, human capita investments and
external opennesstogether. They have readed the conclusionthat financial development and free
tradeincrease economic growth by increasing themarginal utility of human capital investments.
There are a'so some studiesin theliterature claimingthat there is norelationship between financial
development and economic growth. Al-Tamimi et al. (2001) analyzed the relationship between
financia development and econamic growth for specific Arabic courtries, and founda stronglink
between financia development and the real GDP in the long term, whereas he concluded with a
weak Granger causality in the short term. Besides, no clea evidence regarding that financial
development affects economic growth or financial development is aff ected by economic growth
has been found. Deidda and Fattouh (2002) found a non-linear relationship between financia
development and economic growth.

However, in theliterature the relationship between financial and human development has not been
studied enough. On the other hand, although the diredion of causation between human and
financia developmentisunclear, itisknown that by some enypirical evidence, human development
can supportfinancial development by decreasing informational gaps and increasing demand of
some financial tools. Also, developed financial system affects human development by rising on
investment in education and other socio ewmnamic instruments. Human capital is multi -
dimensiona concept including such as education, health, nutriti on, paliticad and economic freedom
and environment. However educaion is consdered the main instrument for human capital
development. Well educated people reach to information and eliminatesto risk of financial system
In addition to this, there are not financial and other liquidity constrains in developed financia
system and in this diredioninvestment in socio econamic elements can increase to supporthuman
capital development.

Outrivelle (1999), found high paositive correlaions ketween financial development and human
cgpital for 57 developing courtries. Evansat a (2002),the study for 82 courtries, foundthat the
interaction between credit and human capital makes a signiycant contribution to growth. De
Gregorio and Gudiotti (1995), Pagano (1993), De Gregorio (1996)and Papagni (2006) found
positive relationship between financia accumulation and human capital. Monacelli (2011),in his
study on 44 courtries between the yeas 1990-2005, used financial market dept and financid
reform index variables as the indicabrs of financial development and human development index
variable as theindicabr of human development. According to the results, there is a positive and
meaningful relation between the variables. Giri (2014),in his study for India between the yeas
19802012using ARDL model, studied therelation between human development index and money
supdy, and concluded with the existence of cointegration relation between variables and one-way
causality relation. Hakeem and Oluitan (2012),in their study on South Africa between the yeas
19652005, used M2 variable as financial indicator and human cgpital variable as human
developmentindicator, and they founda positi ve relation between the variables. On the other hand,
Akmat Zaman and Shukui (2013) found gasitive relation ketween financial sedor and humnan
development for SAARC courtriesin their study in which they used FMOLS and DOLS analyses,
whereas they concluded with anegative relation between human development and growth.
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The negative relation is traced to the lad of educaion of human capital and the use of financia
loans predominantly by the pulic secor. Figure 1 ill ustrate that domestic credit to private secior
(% of GDP) and human capital index for seleded OECD courtries.
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Figure 1: Financial Development and Human Devebpment for Selected Countries (World
Bank:2016)

When Figure 1 is analyzed, it is seen that financia development in Turkey has increased
significantly since 2001. The same applies to Chili, Denmak and the USA. Considering the
mortgage econamic crisisin theWorld during this period, the decline in human development index
is nomal. Financial development, on the other hand, has a tendency of increase in Chli and the
USA inasimilar way to that in Turkey, whereasthere seensto bedeaeasein Denmak after 2007.
Corsidering all these reasons, in this article, the relationship between financial development and
human development will be analyzed. The models will be estimated using yealy data from 2001
to 2015 for OECD courtries. While Domestic credit to private sector (% of GDP) is used as
indicator of financial development, human development index is used as human development
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indicator. By using thevariables above, relationship between the series wil | beanalyzed with panel
cointegration and causality tests.

2. DATA AND METHODOLOGY
Asregardsto thedata enployed in this study, theannual datais colleded for theperiod 2001-2015
for the OECD courtries.
The variables used in this study covers Domestic Credit To Private Secor (% of GDP) as an
indicator of financia development and Human Development Index has wsed as human
development indicator . The data of domestic credit to private sector (FD) is sourced from World
Bank and human development index is sourced from United Nations Development Programme
All variables are in netural logarithms.

TheModel iswritten as follows:

INnFD,; = b, +b,InHD

1)

Where:

FD: Domestic Credit to Private Sector (% of GDP)

HD: Human Development Index
Theexistence of relationship between variables and thediredion of relationship wil | bestudy with
Panel Cointegration Tests (Kao, Pedron, FMOLS and DOLYS) and Panel Causality Test.

3. EMPIRICA L RESULTS

In thefirst stage of the study, to test of stationary of variables IPS and LL C which are generally
used in literaturewill beimplemented. The secondstage of the study Panel Cointegration Test and
Panel Causality Test will beanalyzed.

3.1Unit Root Test

IPS unit root test, was developed by Im, Pesaran and Shin (2003).Basically IPS unit roottest is
obtained by taking the average ADF unit root test calculated for all units in the panel. Testing
hypothesis are as foll ows:

H,:b, =0 forall i, 2)
H,:b0,i=12..,N,b =0,i=N,+LN,+2,...N (4)

Theformulation of alternative hypathesisrefersto changein b, for all unitin panel. Accordingly,
ead group unit root test is not zero, i.e., Li_m(Nl/ N) =d,0a ¢ 1. Therefore, IPS t-test statistic

expressd as average of ADF test for eadh unit (Baltagi, 2005242).

Levin, Lin and Chu(LLC) (2002)assume that therearei = 1......, N groups and each unit contains
t=1.....,T observation. In this case, ead time series may contain constant and time trend.
Accordingly, it assumes that all series in the panel have first degree of partial auto -correlation,
however all parametea's in error process vary among units. In LLC unit root test, null hypothesis
express that time seriesincludes a unit root for ead unit and alternative hypathesis state that these
series are stationary (Baltagi, 20(b:240).
Maintain hypothesis of LLC Panel unit root test is
1+ By, —oY s +

V) 3

y
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=1,23. 3)
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Thetest results are shown in Table 1 as all variables. According to test results, all variables are
stationary at first level. So, thevariables wil | be used asfirst diff erences in analyses.

Table 1: Unit Roottest Results

LLC IPS
Variables Constant Congtant and Trend  Constant Constant and Trend
INEFD -8.717* 0.0955 -5.020* 1.5648
INHD -0.904** 0.456 -1.030 0.10526
DFD -3.297* 10.2152* -3.687* 4.84685*
DHD -8.804* 6.770* -4.409* 5.484*

qois theTirst difference operator. The maximumlag lengthswere set to 2and Schwarz Bayesian Criterion was used to determine the optimal Tag
length.* indicates statistical significance at 1% leve of significance;** indicates statistical significance at 5%t leve of significance and ***
indicates statistical significance at 10% levé of significance

4. PANEL COINTEGRATION TEST

After the unit root test of the series is dore, cointegration test that is used to determine the long-
term relation between the variables is applied. If there is an integrated relation between the
variables as the result of the cointegration test, it meansthat the variables will co -operate in the
long-term and any imbalance that may occur in the short-term will improve in the long-term
(G¢venek and Alptekin, 2010180). Panel Cointegration Test, Kao Cantegration Test, FMOLS
and DOLS tests wsed to analyze the long-term relation between variables are the most commonly
used testsin theliterature.

Kao (1999)suggested that Dickey Fuller (DF) and Augmented Dickey Fuller (ADF) unit roottests
for error term (e) asatest for thenull hypothesiswhich isthat no cointegration (Baltagi, 2005252).
The Pedroni (1999)cointegrationtest provides test statistics consistent with varioussituationswith
fixed effects, variables determining the diredion of internal tendency, and heteogeneous
dynamics. In addition, it both includes appropriate tests consistent with autoregressve roaots under
the alternative hypothesis and allows the hetaogeneity of autoregressve roats under the
alternative hypothesis (Pedron, 199:654).

Thestep after testing the existence of the cointegration rel ation between the variablesis calaulating
the long-term parametes. For the purpose of estimating panel cointegration parametes, Pane
FMOLS (Panel Fully Modified Ordinary Least Squares) and Panel DOLS (Panel Dynamic
Ordinary Least Squares) estimatorsare developed (Erdem et a., 201541).

Panel FMOLS estimator incorporates the passble correlation between the error term, invariable
and the differences of the explanatory variables, and alows heterogeneity between individual
sectionsto agrea extent. Thenonparametric adaptationin thismethodisfixing theautocorrelation
and the probdem of internality. Panel DOLS estimator, on the other hand, explains the possble
interndlity between the variables (Ozsoy, 2015:98). Kao and Pedroni Cointegration Test results
aregivenin Table 2.

Table following onthe next page

187



18n International Sientific Conference on Economic and Scrial Development ¢
oBuilding Resilient Sacietye ¢ Zagreb, Qroatia, 9-10 December 2016

Table 2: Cantegration Results

Statistic Prob.
Koa 4,438819 0.0000
Pedroni
Within-Dimension
Panel v-Statistic 1.938796 0.0263
Panel rho-Statistic -2.925831 0.0017
Panel PP-Statistic -4.523985 0.0000
Panel ADF-Stétistic -1.573837 0.0578
Between-Dimension
Group rho-Statistic -0.588511 0.2781
Group PR Stdtistic -6.272572 0.0000
Group ADF-Statistic -1.810330 0.0351
DOLS 5.804860 0.0000
FMOLS 3.902078 0.0001

Critical Values; 10%, -1.28; %%, -1.1645;%1, -2.233

As can be understood fromthe results in Table 2, there is a cointegration relation ketween the
variables. Accordingto Panel v, Panel rho, Panel PP, Panel ADF, Grouprho, Group PP and Group
ADF test statistics, the existence of the cointegrationis clea.

After the analysis of the long-term relation between the variables, FMOLS and DOLS estimators
that are developed by Pedroni (2000)and used to estimate long-term coefficients of the variables

arefound.Theresults are given in Table 3.

Table 3: FMOLS andDOLS Results of Courtries

(Cortinues onthenex page)

Panel DOLS Panel FMOLS
Countries INHD INHD
Australia 2.924(30.003** 1.603(2.831)**
Ausdtria 0.2132.102)*** -0.502-1.504)
Belgium 2.091(9.653)* 1.6706.125)*
Chile 4.499(5.342)* 4.370(-3.530*
Czech Republic -1.2690.730) -9.109(1.668)
Denmark 2.824(3.266)** 3.688(3.040**
Finland 0.091(0.097) 0.593(2.186)***
France 0.0550.064) 3.492(4.047)**
Germany 1.433(8.233* 5.374(2.625**
Greece -0.376(-0.230) -0.001(-0.001)
Hungary 0.205(0.444) 0.900(0.802)
Iceland 12.048(11.280* 4.904(1.977)***
Ireland 4.880(9.256)** 5.918(2.199**
| srael 2.887(7.07)* 2.026(3.219*
Italy -0.570(-0.273) -0.433(-0.628)
Japan 1.7355.112)* 0.718(3.190*
Korea, Rep. 0.314(0.411) -1.319(-1.106)
L uxembourg 2.880(4.902*** 0.443(0.616)
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M exico 3.427(6.518* 6.209 (2.492)***
Netherlands 0.330(1.419) 0.380(1.896)***
Poland 1.087(0.573) 17.016 (2.431)***
Portugal 1.652(1.361) 9.479(2.663***
Slovenia 36.844(1.4%) 55,066 (1.727)
Spain 1.168(10.700)* 1.822(2.901)*
Switzerland 0.948(7.702)* 0.609(7.750*
Turkey 2.020(2.740)%* 1.636(6.992)*
UK -3.100(-1.400) -1.745(-1.141)
USA 2.928(3.363* 2.636(3.559*

* indi cates statistical significance at 1%levé of significance** indicates statistical significance at %t levd of significance and *** indicates
statistical significance at 10% levd of significance

Based on the data obtained from the analysis, meaningful and positive results are found for 19
courtries. These countries are Australia, Belgium, Chili, Denmak, Finland, France, Germany,
Greece Iceland, Ireland, Israel Italy, Mexico, Netherlands, Poland, Portugal, Spain, Switzerland,
Turkey and the USA. According to the results of FMOLS and DOLS, an average of 1% increase
in human development index increases financial development by 2%to 4%.Accordingly, while a

1% increase in human development index in Turkey increases financial development by 2.020%,
a 1% increase in the human development index in Ireland increases financial development by

4.880%.

5. PANEL CAUSALITY TEST RESULTS

The causality means that the knowledge of past values of onevariable (X) helpsto improve the
forecats of another variable (Y). The long-term equation is estimaed to estimate the residua
values at the first stage of Engel and Granger (1987)that has two stages. When the cointegrated
variables are taken into consideration, Pesaran et a. (1999)estimates panel vecibr error correction
model to apply the Granger Causality tests since the cointegration relation means there is a
causality interaction between the variables. If variables are cointegrated, there is a need of Vecbr
Error Corredion Model (VECM) estimation applying VAR model with adelayed error corredion
term (Agir, et al. 2011453). Test resultsare given in Table 4.

Table 4: Results of Panel Causality Test
Dependent variable: LFD

Excluded Chi-sq df Prob.
LHD 11.82285 2 0.0027
All 11.82285 2 0.0027

Dependent variable: LHD

Excluded Chi-sq df Prob.
LFD 1.011391 2 0.6031
All 1.011391 2 0.6031
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According to causality results, there is a one-way causality relation between the variables.
Accordingly, while human development is the cause of financial development, financial
development is notthe cause of human development.

6. CONCLUSION

In the literature, there are more empiricad studies about the relationship between financial
development and econamic growth. According to these studies, enpirica evidences indicate that
a positive and significant relationship between financia development and econamic growth. Also
human capital is considered as major comporents to support econamic growth. Thereby, the
Interaction between these comporents isimportant to promote economic growth.

In this paper, the relationship between financia development and human development in OECD
courtries from 2001 to 2015 has keen investigated. The empirica results show that financial
development is positively correlated with human development. On the other hand, there is a
unidirectional causality between thevariables. Theresults obtained in this study coincide with the
seleded results obtained by Outrivelle (1999), Evans at al (2002), De Gregorio and Gudiotti
(1995),Pagano (1993),De Gregorio (199%) and Papagni (2006),Monaceli (2011),Giri (2014).In
thelight of the data obtained from the analysis, it can bestated that human development is a one
of reasonsof financial development.
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ABSTRACT
Education's'sinequanon’condti onfor the econamic expansion of societieswashighly underlined
in the econamic literature and research. Noretheless in most European courtries the education
is compulsory only for the primary stage andpart of the seconda'y (around9-10 grades), while
the tertiary education is completely optional albeit it is a key instrument for human capital
devebpment and gowth of knowledge-based emnamies. Following the European pdtern, in
Romania many higher education institutions are pubic, offering the posshility to study free of
tuitionfees or paying a reasonalde amountof money. Noretheless the number of personsfinishing
this stageof learning is deaeasing dueboth to a decline in enrolment anda high rate of abanda,
causing anintensification of the competition between faculties and universities. In the light of this
trend, it becomes imperative for higher education managers to identify the key-factors that define
their studentsbeducational experience, in order to increase their reauitment chances andimprove
theretentionrate. For thisreason, the purpaose of this paper isto assess theimportance of various
criteria related to studentsd higher education experience and to examine how this changes over
time. The marketing research method is a longtudinal quartitative survey, covering the same
popuationin 2006,2010and2014.0ur result have revealed that all thefactors considered in the
study have a mediumto highimportance for the students and, wth few exceptions, maintain their
level of importance over time.
Keywords: educational marketing, higher education, longitudinal marketing research, Romania,
student's expectations

1.INTRODUCTION

Therelationship between education and econamic expansion of societies has been a central point

of interest in the economic literature and research (Bexkaya, Savak, kamiloglu, 2010), inspiring
the construction of several models which confirm that education aff ects the econamic growth, but
lack aconsensuson howand why (Johres, 2006).The disensionsin thisfield are also fuelled by
studies examining the effect of quantity or quality of education on the economic development
(Minica, 2016;Coaay, 2009).
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There is alarge body of literature reveaing that education contributes to eaonomic prosperity of
nations through outcomes as enhancement of labour prodictivity, rise of personal income,
increment of employment oppotunities, paositive effect on the quality of life for the community
(Ne a m 2015;Amaasinghe, Ratnayake, 2009). Nevertheless this role of knowledge (through
education)isrecognized notonly by theoreticians, butalso by practitioners and mgor internationa
eoonamic and financial institutions(eg. World Bank, IMF, OECD) and has been enphasized even
in the EU strategies Lisbon Agenda 2000-2010 and Europe 2020. The Lisbon strategic goal to
transform EU into fithe most competiti ve and dynamic knowl edge-based econamy |[...] cgoable of
sustainable econamic growth qEuropean Parliament, 2000), signalled the necessty of shifting
from an industrial econamy grounded on low-skilled labor towards an econamy where prodtction
and services lean on knavledge-intensive activities that require greaer reliance on intellectual
capacities (Macerinskiene, Vaiksnoraite, 2006). The Europe 2020 agenda reiterated the role of
educdion, but acknowledges that tertiary educaion is a key asst for human capital development
and growth of knowledge-based ecnanmies, as knowledge receved through higher education can
lead to research and innovation, better use of new techndogies, entrepreneurship oppotunities,
increased labor market insertion, higher income, high-level skills (Minica 2016; Amarasinghe,
Ratnayake, 2009; Maceinskiene, Vaiksnoraite, 2006).Nonetheless in most European countries
the education is compulsory only for the primary stage and part of the secondary (starts at the age
of 5-7 and ends a 15-18 yeas), while the tertiary education is completely optional (European
Commisson, 2015b). As regards Romania, the compulsory education lasts until the age of 17
(European Commisson, 2015h); however, in order to encourage young people (and notonly) to
pursue tertiary education, the Romanian educaional system follows the European pattern,
providing a multitudeof puldic higher education institutions(54) beside private ones. In this way,
the aacess to tertiary education is faalitated by the possbility to study free of tuition or paying a
reasonable amount of money. According to European Commisson Tuition Report (onpulic or
government-dependent private higher education ingtitution, 201%) in Ranania, in the acalemic
yea 20142015, most of the students were benefiting on state-funded places, whilst 38% of
studentsin first cycle and 30%in secondcycle were paying tuition fees;, anmourts ranged from 530
to 880 Euralyea - 1% cycle, respectively from 570to 1100Eura/yea - 2" cycle for social science
and technicad fields (as basis of comparison, the average net wage was 410 Eura/month, INSSE,

2016).After the collapse of the communist regime in Ramania, the demand for higher education
increased drametically, fuelled by theexpansion of puldi c and private universiti es (Pierson,Odsli v,

2012).Yet, the current statistics on Romanian tertiary education are worrisome as the number of
personsfinishing this stage of learning is constantly deaeasing duebath to adeclinein enrdment
and a high rate of abandon. The ANOSR 2015 report highlights that the number of badelor
students has dropped by 45.32%,from 907353in the university yea 20072008to 411229in

20142015. A halved university enroment rate cumulated with a dropoutrate close to 40%
(ANOSR, 2016), lead to public statements that one of two Romanian state universities is at the
edge of survival (Vulcan, 2015). Nonetheless it is important to mention that both the enrolment
and the dropoutrate vary significantly between the Romanian higher institutions; Eg. compared to
yea 20072008, USAMV Bucharest has registered a relative constant number of students, for
UAIC laki the number was halved, UTI laki registered a deaease by 25 %, etc. (Vaduva, 2016;
Hopuele, 2016).

The shrinking poolof potential studentsis a result of several factors: a) the continuing decline of
birth rate which reached in 2013thelowest peak since World War |1, b) the migration of families
with chil dren to other courtries which also involves leaving the Romanian educationa system c)
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the dedine in interest for tertiary studies, d) a reduction in the ability to fulfil the mandatory
condtion for faculty enroment, as the number of high school graduates which do n pass the
baca@laureae exam has dropped sharply dueto weak pre-university preparation coll aborated with
video supervison of examination since the school yea 20102011, €) the Bologna Declaation
which allowed agreate international mohility, butlead to anegative flow of international students,
as the number of Romanian students leaving to study abroad exceeds the number of foreign
students who use Romanian educational system (Nicolescu, 2016; Wall-Streetro, 2014).

On the other hand, the high dropoutrate is rather a consequence of: a) inherited problems from
pre-university system generated by a weak preparation throughout primary and secondary
education, asituation confirmed by thelow performances of Romanian high-school studentsto the
PISA OCDE testsi for this reason, students cannot copewith the demandsof tertiary education,
b) financial difficulties encountered by students, confirmed as a main reason for abandonby 35%
of the responcents included in 20122013 ANOSR studyi same organisation underlined that the
support of Government for students from socio-econamic disadvantaged backgroundis limited
and ineffedive, thusis requested a higher number of state-funded places for social cases, more
consistent social scholarship, free mealsin university cafetaiaand accommodationsin doms, etc.,
¢) wrong choice of field of study or faaulty i the study condwted in 20122013 by ANOSR,
revealal that for 41% of respondents this was the main reason for school dropod, d) difficulties
in adapting to the academic environment or the group, €) ladk of confidence in the quality of
educdion (Nicolescu, 2016;ANOSR, 2016; ANOSR, 2012).

Even though the number of prospective students has decreased and the rate of abandonreaded
high levels, the number of Romanian universities and faaulties has stayed reldively constant,
leading to an intensification, without precedent, of the competition in the market of the higher
educdion services. The pulic financing shift from a system based onthe amount of university
Inpus (staff, administration, etc.) to onebased on number of students (ARACIS, 2013), transforms
this exacerbated competition between higher institutions into a rea fight for survival. In this
context, it becomes essentia for all higher education managers to identify the key-facbrs that
definetheir studentsbeducationa experience, in order to take future actionsthat may increase their
reaquitment chances and improve the retention rate. For this reason, the purpacse of the present
paper isto assesstheimportance of variouscriteriarelated to studentsdhigher education experience
and to examine how importance changes over time.

2. LITERATURE REVIEW

The survey of the literature reveak a well establi shed interest in the analysis of key-faciors that

have impad on student6 sducaional experience. However, on the one hand, the landscape of
higher educationis constantly changing, and with it, the students and the factorsthat may influence
their academic experience. On the other hand, the studies identified in theliterature focusmoreon
investigating studentd perceived quality and level of satisfadion with different criteria (related to
educational experience), and less on establishing theimportance of these factors. Additiondly, can
be added the observation that the longitudinal appraac is less frequent in the higher education
literature. In this context, the present study should beconsidered oppotune.

Educational experience is amultidimensional construct and previousstudies propased a multitude
of faciorsthat may have impad on. For the present study we have selectel a set of criteria that,
based onliterature review, we consider to bethe most relevant (Table 1).

195



18 International Sientific Gonferenceon Economic and Sacial Development ¢
6Building Resilient Saciety¢ ¢ Zagreb, Qroatia, 9-10 December 2016

Table 1: Literature review oncriteria used for studenté academic experience andysing

(Continues onthe nex page)

Admisson Impatance(Elliot, Healy, 2001; Ivy, 2008; Silva, Fernandes, 2011)

proces - | Satsfaction (Elliot,Healy, 2001)

Information

Admisson Impatance(Elliot, Hedy, 2001;Munteanu et a, 2010)

proces - Staff Satsfaction (Elliot,Healy, 2001;Munteanu et al, 2010)

Feculty Impatance(Angell et al, 2008; Chen, 2016;Galeeva, 2016;1vy, 2008;Lakkoju, 2016)

reputation ard | Expedations(nonlagil , Fazlil , 2015; Gileeva, 2016)

Image Perception (Angell et a, 2008;Brochado, 2009;Chen, 2016;n onlagil , Fazlil , 2015;Faizan

devdopmert et a, 2016Gamageet a, 2008;Joseph, Joseph, 1997 L akkoju, 2016)

Management Impatance(Angell et al, 2008;1vy, 2008; Galeeva, 2016)

tean regonsible | Expedations (Galeeva, 2016;Sahney et al, 2004)

for studerts Satsfaction (Arif et al, 2013)

Administrative Impatance (Brochado, 2009; Chen, 2016; Elliot, Hedy, 2001; Galeeva, 2016; Lakkoju,

staff regpondble | 2016;Munteanu et al, 2010;Silva, Fernandes, 2011;Yildiz, 2014)

for studerts Expedations (nonlagil , Fail , 2015; Galeeva, 2016; Sahney et al, 2004, Shekarchizadeh et
al, 2011)
Satsfaction (Elliot, Healy, 200L; Munteanu et al, 2010;Yusof et al., 2015)
Quality (Annamdevula, Bellamkonda, 2016;Brochado, 2009;Chen, 2016;n onlagil , Fazlil
2015;Faizan et al, 2016;Gamage et al, 2008;Lakkoju, 2016;Petruzzdlis et a, 2006;Sahney
et al, 2004; Shekarchizadeh et al, 2011 Silva, Fernandes, 2011;Yildiz, 2014)

Educdional Impatance(Angell et al, 2008; Chen, 2016; Douglas et al, 2006; Elliot, Hedy, 2001; vy,

proces 2008; Galeeva, 2016; Jadar et al, 2016; Lakkoju, 2016; Munteanu et al, 2010; Silva,

teaching staff Expedations (nonlagil , Fazlil , 2015; Gileeva, 2016; Narang, 2012;Sahney et a, 2004)
Satsfaction (Arif et al, 2013;Douglas et a, 2006;Elliot, Healy, 20QL; Munteanu et al, 2010;
Yusof et a., 2015)
Quality (Angell et al, 2008;Annamdevula, Bellamkonda, 2016;Brochado, 2009;Chen, 2016;
nonlagil , Fazlil , 2015;Faizan et a, 2016;Gamageet a, 2008;Lakkoju, 2016;Narang, 2012;
Petruzzdlis et a, 2006;Poon, Brownlow, 2015;Sahney et a, 2004;Silva, Fernandes, 2011;
T-thet d, 2013)

Educdional Impatance (Angell et al, 2008; Brochado, 2009; Chen, 2016; Douglas et a, 2006; Elliot,

proces Healy, 2001;Galeeva, 2016;Jaafar et a, 2016;Lakkoju, 2016; Munteanu et al, 2010;Silva,

- Syllabus Fernandes, 2011;T-th et a, 2013;Yildiz, 2014);
Expedations (n onlagil , Fazlil , 2015; Gileeva, 2016; Narang, 2012;Sahney et a, 2004)
Satsfactions(Arif et a, 2013;Douglas et a, 2006;Elliot and Healy, 2001;Munteanu et al,
2010;Yusof et d., 2015,
Quality (Angell et a, 2008; Annamdevula, Bellamkonda, 2016; Chen, 2016; nonlagil ,
Fazlil, 2015; Faizen et al, 2016; Gamage et a, 2008; Lakkoju, 2016; Narang, 2012;
Petruzzdlis et al, 2006; Poon, Brownlow, 2015; Sahney et al, 2004; Silva, Fernandes, 2011,
T-thet d, 2013;Yildiz, 2014)

Educaion Impatance(Elliot, Hedy, 2001;Chen, 2016;Jaafar et a, 2016;Munteanu et a, 2010)

proces Expedations (Sahney et al, 2004)

- Examination | Satsfaction (Arif et al, 2013;Munteanu et a, 2010;Yusof et al., 2015)

policy Quality (Annamdevula, Bellamkonda, 2016;Chen, 2016;Poon, Brownlow, 2015;Sahney et
al, 2004)

International Impatance(lvy, 2008;Munteanu et al, 2010;Silva, Fernandes, 2011)

cooperation Satsfaction (Munteanu et a, 2010)
Quality (Annamdevula, Bellamkonda,2016; Petruzzellis et al, 2006;Silva,Fernandes, 2011)

Scholarships Impatance(Silva, Fernandes, 2011)

Quality (Gamageet al, 2008;Petruzzdlis et al, 2006;Silva, Fernandes, 2011)
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Tutors Impatance(Angell et al, 2008;Elliot, Healy, 2001)
Satsfaction (Elliot, Healy, 2001)
Quality (Angell et a, 2008;Gamageet al, 2008;Petruzzdlis et al, 2006)
Campus Impatance (Angell et al, 2008; Brochado, 2009; Chen, 2016; Douglas et a, 2006; Elliot,
- Failities ard | Healy, 2001;Galeeva, 2016;Lakkoju, 2016;Silva, Fernandes, 2011;Yildiz, 2014)
atmosphere Expedations (nonlagil , Fazlil, 2015; Galeeva, 2016; Narang, 2012; Sahney et a, 2004;
Shekarchizedeh et al, 2011)
Satsfaction (Arif et al, 2013;Douglas et a, 2006;Elliot and Healy, 2001;Yussof et ., 2015)
Quality (Angell et a, 2008; Annamdevula, Bellamkonda, 2016; Chen, 2016; nonlagil ,
Fazlil , 2015; Gamageet a, 2008;Lakkoju, 2016;Narang, 2012;Y ildiz, 2014)
Campus Impatance(Chen, 2016)
- Staff Quality (Annamdevula, Bellamkonda, 2016;Chen, 2016)
Campus Impatance(Angell et al, 2008;1vy, 2008; Silva, Fernandes, 2011)
- Dorms Expedations (Narang, 2012)
Quality (Angell et al, 2008; Brochado, 2009; Annamdevula, Bellamkonda, 2016; Joseph,
Joseph,1997; Gamage et a, 2008; Narang, 2012; Petruzzdlis et a, 2006; Silva, Fernandes,
2011)
Utilities Impatance (Angell et al, 2008; Douglas et al, 2006; Galeeva, 2016; Ivy, 2008; Silva,
- Computer lab | Fernandes, 2011)
Expedations(n onlagil , Fazlil , 2015; Gileeva, 2016;Jadkson et al, 2011;Narang, 2012)
Satsfaction (Arif et al, 2013;Douglas et a, 2006; Ysof et d., 2015)
Quality (Angell et a, 2008;Annamdevula, Bellamkonda, 2016;Gamageet a, 2008;Jackson
et a, 2011;Narang, 2012;Petruzzdlis et a, 2006;Poon, Brownlow, 2015;Silva, Fernandes,
2011)
Utilities Impatance(Douglas et a, 2006; Galeeva, 2016;Joung et d, 2014;Silva, Fernandes, 2011)
- Cefeteria Expedations (Galeeva, 2016)
Satsfaction (Dougdlas et &, 2006; Yisf et d., 2015)
Quality (Annamdevula, Bellamkonda, 2016;Silva, Fernandes, 2011)
Utilities Impatance(Angell et al, 2008;lvy, 2008; Silva, Fernandez 2011;Yildiz, 2014)
- Webpage Quality (Angell et a, 2008; Annamdevula, Bellamkonda, 2016;Y ildiz, 2014)
Library Impatance (Angell et a, 2008; Douglas et a, 2006; Elliot, Hedy, 2001; Galeeva, 20186;
Munteanu et al, 2010;Silva, Fernandes, 2011;Yildiz, 2014);
Expedations (Galeeva, 2016)
Satsfaction (Douglas et al, 2006;Elliot, Healy, 2001; Munteanu et al, 2010;Y usf et al.,
2015)
Quality (Angell et al, 2008; Annamdevula, Bellamkonda, 2016; Gamage et al, 2008;
Petruzzdlis et a, 2006;Poon, Brownlow, 2015;Silva, Fernandes, 2011;Y ildiz, 2014)
Other utilities Impatance (Angell et al, 2008;Elliot, Hedy, 2001;Galeeva, 2016; Lakkoju, 2016;Yildiz,
2014)
Satsfaction (Elliot, Healy, 2001)
Quality (Angell et a, 2008; Brochado, 2009; Gamage et a, 2008; Joseph, Joseph,1997;
Lakkoju, 2016;Petruzzdlis et al, 2006;Poon and Brownlow, 2015;Y ildiz, 2014)
Students' life - | Impatance(Angell et a, 2008; Douglas et a, 2006; Elliot, Hedy, 2001; Galeeva, 2016;

leisure adivities

Lakkoju, 2016;Silva, Fernandes, 2011;Yildiz, 2014)

Expedations (Galeeva, 2016; Narang, 2012)

Satsfaction (Arif et a, 2013;Douglas et a, 2006; Elliot, Healy, 2001; Gamage et al, 2008;
Petruzzdlis et a, 2006;Yussof et al., 2015)

Quality (Angell et a, 2008; Brochado, 2009; Joseph, Joseph,1997; Lakkoju, 2016;Narang,
2012;Silva, Fernandes, 2011;Y ildiz, 2014)
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3.RESEARCH METHODOLOGY

Thereseach methodwas a personal structured quantitative survey asgsted by a questionraire as

adata-gatheringinstrument. Our study has alongitudina approad asit coversthe same popuation
in 2006,2010and 201471 the equivalent of three generations ofstudents. The statistical universe
was enboded by the undergraduate students from Faaulty of Econamics and Business
Administration of Cluj-Napoca, the biggest faaulty of the biggest and most prestigiousuniversity
iIn Romania. The sample was selected using the quaa sampling method, dividing the popuation
into subgroupsacaording to yea of study and spedalization. Data was collected on the premises
of the faaulty, reading to a number of 490 (in 2006),506 (in 2010),respectively 475 (in 2014)
valid guestionraires.

The survey questionraire assessd the perceived importance of the following criteria: admisson
process (information, staff), faaulty reputation and image development, management team
responrsible for students, administrative staff resporsible for students, educational process (training
of teating staff, syllabus, examination palicy), international cooperation, scholarships, tutors,
canpus(facilities and atmosphere, staff, dorm), li brary, utilitie s (computer lab, cafeteria, webpage,
other utilities) and student's life (leisure activities). Resporses were measured on a six-point scale
rangingfrom 17 notat all important to 6- very important.

4. RESEARCH FINDINGS

Key results presented in Table 2 have reveald that all criteria considered in the study have a

medium to high importance for the students, as the mean values range between 4.517(for canpus
staff in 2006)and 5.46 (foreducational process - training of teading staff in 2010).Based onthe
results, we can underline that the top five most important criteria which define studentsd higher
educdion experience includes educational Process 1 Training of teading staff (5.37 to 5.46),
Admisson process - Staff (5.202 to 5.36), Educational process 1 Syllabus (5.315to 5.41),
Educational processi Examination pdicy (5.295to 5.41)and Schalarships(5.15t0 5.335),while
the less important criteria are the Canpus - Staff (4.517to 4.923), Campus i Facilities and
atmosphere (4.59to 5.133),Other utilities (4.8to 4.978) Studentd Bfe i Leisureactivities (4.8to

5.035) and Tutors (4.81 to 5.128). Thus, the most important criteria are related especidly to
teading, whereas theleast important ones focuson nan-teading aspecs.

Regarding howthe importance of criteria describing studentd figher education experience has
changed between 2006 - 2014, it can be mentioned that with few exceptions, most factors
maintained their level of importance over time with very low fluctuations. Hence, the foll owing
criteria are relatively constant through time havm fluctuationsin |m ortance lower than 0.2:

e el E R bes ot Wiy o X

Educational processi Training of teading staff (Y 0.088,W0.09),Educationd processi Syllabus
(Y 0.081,W0.095),International cooperation (W0.047,Y 0.06), Schalarships (Y 0.18), Admisson
processi Staff (Y 0.158),Educational processi Examination policy (Y 0.14,W 0.09B), Library (Y

0.184,W 0.138),Utilitiesi Webpage (Y 0.17, W0.06), Utilitiesi Cafeteria (Y 0.001,W0.144),0ther
utilities (Y 0.11,W0.178).
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In some cases, moreimportant variationshave been registered. Thus, we have a more significant
continuousincrease for: Campus- Facilities and atmosphere from 4.59in 2006to0 5.133in 2014
(Y 0.543),Campusi Staff from 4.517in 2006to 4.923in 2014 (Y 0.406),Canpusi Dorm from
4.805in 2006t0 5.173in 2014 (Y 0.369, Tutorsfrom 4.81in 2006to 5.128in 2014 (Y 0.318),
respectively Faaulty reputation and image development from 4.996in 2006 to 5.226in 2014
(Y 0.23).To these can be added ancther criterion with a significant up and down fluctuation that
led to_a higher value |n 2014 comparing to 2006 na the t'slife | Lelsure adivities
Bhdb el e TRlodh s S mst ST eiameive b
that even | |ousnon tea ing aspect rank Iast ini therr evel of importance has
increased over time, placingthem amongthefacorswith the hlghest increment.

Table 2: Importance mean values for groupsof criteria i year 2006, 2010 and 2014

Mean

2006 2010 2014
Admisgon processi Information 5.15 5.187 5.187
Admisgon process - Staff 5.202 5.346 5.36
Faculty reputation ard image developmert 4.996 5.189 5.226
Management team respongble for students 5.23 5.175 5.155
Administrative staff regpondgble for studerts 5.226 5.238 5.232
Educdional proces1 Training of teaching staff 5.372 5.46 5.37
Educdional procesi Syllabus 5.329 5.41 5.315
Educaional procesi Examindion palicy 5.295 5.435 5.337
International cooperation 5.225 5.178 5.238
Scholarships 5.15 5.245 5.335
Tutors 4.81 5.123 5.128
Campusi Fadlities and atmosphere 459 5.007 5.133
Campusi Staff 4517 4.857 4.923
Campus - Dorm 4.805 5.055 5.173
Library 5.074 5.258 5.12
Utilities - Computer lab 5.31 5.05 4.7
Utilities - Cafeteria 5.216 5.217 5.073
Utilities - Webpage 4.998 5.168 5.108
Other utilities 4.868 4978 4.8
Studentsilife - Leisure adivities 4.8 5.035 4.988

In order to bette understand the evolution ofimportance value aaoss time, the analysis will also
focus on sub-criteria that form thefactorsrelated to studentsohigher education experience. In the
case of Admisson process i Information (Y 0.037),two sub-criteria are dightly more important,
as students want to have acacess to complete admisson information on flyers and website. The
importance constancy through time is a result of very low importance value fluctuationsfor all
sub-criteria between 2006 and 2014 (Appendix 1). Regarding the Admisgon process i Staff
(Y 0.158),it can be naticed that for three sub-criteria the increment in importance is morevisible,
meaning that there is a tendency among students to give higher importance to the personrel
involved in the admisgon process requesting for helpful staff with information, with registration
and that answers accordingly to their needs. Nonetheless the most important sub-criterion for

199



18" International Sientific Gonference on Economic and Sacial Development ¢
6Building Resilient Saciety¢ ¢ Zagreb, Qroatia, 9-10 December 2016

studentsisto interact with well informed admission staff (Appendix 1). For Faaulty reputation and
image development (Y 0.23), students give the highest importance to reputation of the faaulty in
their study field and in community, respectively to corred and equal treatment of students. In
particular, it can be observed in 20067 2014 a dlight deaease in theimportance of reputation sub-
criteria (faaulty - good reputation in community, reputation in my field). Less important sub-
criteria focus on faaulty promotional activities (use of promotional material, Open day) and pride
or sense of belonging to the faaulty. Yet, evolution through time indicates a low increase
importance associated to sense of belonging to the faaulty and a very significant increment in the
importance of sub-criteria linked to faaulty promotional activities (Appendix 1). With respect to
theManagement team resporsiblefor students (Y 0.055,W0.020),it can beunderlined that students
put more accent on sub-criteria expressng studentsd involvement and representation in faaulty
decision making, than on those describing the faaulty management staff. Corse quently, the least
important aspect is the reasonable tax policy implemented by the faaulty management staff.
However, when considering the evolution through time, it stands out a slight decrease in the
importance of studentsd representation in the faaulty management (Appendix 1). As regards the
Administrative staff resporsible for students (Y 0.012,W0.006), we have to acknowledge that
students wish to have contad with amable and helpful secretary, capable to offer pertinent
information and solve promptly their requests. Less importance is given to the waiting time at
seaetayld seffice, respectively to theadministrato r @mebility and helpfulness Even so, thelast
mentioned sub-criterion is charaderized by a significant increment in the importance value
(Appendix 1). Corsidering the Educational processi Training of teaching staff (Y 0.088,W0.09),
it can be enphasized that students give moreimportance to sub-criteriarelated to teaching staf  f
skill s as adequate vocabulary, cgpacity to explain, ability to answer easily to questions, general
quality of teading and excellent training for specialized courses. However, in the case of teading
staff cgpacity to explain, the evolution through time indicates a significant continuous declinein
importance. Also, students want professors to respect the timetable (one of the most visible
increase in importance), to provide textbooks and to take into consideration their discontent on
teading. Theleast important sub-criterionis the involvement of specidli sts from companiesin the
teading actwity, even though its evolution knows significant up and down fluctuationsthrough
the period of analysis (Appendix 1). In case of Educaional processi Syllabus(Y 0.081,%0.095),
students consider that the most important asped is the posshility to do internshipsin companies.
Relaive similar importance valueis given to courses valuable content, interactivity and up to date
information, adequate number of courses and existence of computer labs during practical courses.
However, bath course content value and information up to date are charaderized by a dight
deaease in theimportance through time. Less importance is attributed to the posshility to chocse
the desired courses and to pradical courses based on case studies, although for the last one, the
importance value has registered a more visible increase in time (Appendix 1). Regarding the
Educational processi Examination policy (Y 0.14,W 0.098),it can be naticed that for three sub-
criteriatheimporntancetakes similar values, as students exped professorsto indicate theevaluation
objectives, to communicate quickly the exam results and to take into consideration their discontent
on evaluation. A dightly lower importance is given to clea regulation abouttransferable credits,
yet its value has the most visible increment through time (Appendix 1). For the criterion
International cooperation (W0.047,Y 0.06), students give the highest importance to the posshility
to study abroad and to provision of clear information necessary for the international academic
mohility. Slightly less important sub-criteria focus on provision of complete information and on
prompt annourcement of these mohilities. All sub-criteria have a very low importance value
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fluctuation between 2006 and 2014 (Appendix 1). With reference to the Schaarships (Y 0.185),
theimportance low increment through time is aresult of adlightly increase inimportance for both
sub-criteria, between 2006 and 2014. Nevertheless the evolution is more obvious for prompt
annourcement of scholarships, than for clea regulation sub-criterion (Appendix 1). The
significant increase of importance for Tutors (Y 0.318)can beexplained by a significant increment
in the importance value for all sub-criteria through the period of analysis. Even so, the most
important for studentsisto have accessbletutorsandtutorswell informed onrequirementsin their
field of study (Appendix 1). Asregardsthe Canmpus- Facilitiesand atmosphere (Y 0.543),we have
to acknowledge that the significant increment in the importance value is due to a continuous
increase of importance for each sub-criterion through time. Thus, students give more importance
to campus facilities as they exped to be quiet and safe, well maintained and to offer a generd
pleasant experience. Other sub-criteria have a dightly lower importance, but a notable evolution:
thusstudents want to fed welcomed in the canpus, to have access to complete information during
the reauitment process and a more reasonable campus regulation (the last sub-criterion has the
highest increment between 2006-2014) (Appendix 2). For the Campusi Staff (Y 0.406), we have
asimilar situation, asthesignificant increment inimportance is al so aconsequence of acontinuous
increase of importance for ead sub-criterion between 2006and 2014.Y et, even all evolutionsare
significant, oneof the sub-criteria has alower importance comparing to most sub-criteriaanalysed,
meaning that students are less interested to have a canmrpusadministrator concerned aboutthem as
individuals. They seek for amiable and helpful canpus staff and competent medical staff
(Appendix 2). Inthecase of Campusi Dorm (Y 0.368),thesignificant increment in importanceis
aswell detemined bya continuousincrease of importance value for eat sub-criterion. Based on
the level of importance, we can state that studentsd main preoccupation concerns the spatid
dimension of campusdomms, as they want spaciousdoms or with maximum two beds (these sub-
criteria also have the highest increment between 2006-2014). It is dightly less important how
bright are the dorms and if are taken into consideration studentso discontent on accommodation
(Appendix 2). The Utilities - Computer Lab (W0.61) significant deaease in importance through
timeisaresult of continuousdeaease of importance valuefor both sub-criteria (Appendix 2). This
tendency highlights that students have a lower interest in computer labs and a peauliarly reduced
interest to access the computer labswhen are not scheduled for class (the lowest value registered
for sub-criteria in 2014). Cosgdering the Utilities i Cafeteria (Y 0.001, W0.144), it can be
enmphasized that students give the highest importance to cafeteria cleanness followed by staff
amiableness aacesshble price, quality of the prodicts and appropiiate number of seats. The least
important sub-criteria are the waiting time and the assortment width, both being characteised by
a deaease in the importance between 2006 and 2014.However, when considering the evolution
through time, it standsout that most sub-criteria have a dight deaease in the importance value
(Appendix 2). With resped to the Utilities T Webpage (Y 0.17,W0.06), it can be underlined that
students put more acceat on finding complete information on the curriculum and studentsd
timetable. Slightly lessimportant are the complete information on professorsdconsulting schedule,
enmployment offers, international academc mohility and regulation abouttransferable credits. Yet,
evolutionthrough time indicates for most sub-criteria an increase in theimportance valuebetween
20062010 and relatively similar importance values between 2010-2014 @Appendix 2). The
criterion Library (Y 0.184,W 0.138)is charaderised by fluctuations of importance value in the
evolution through time, as all sub-criteria have an increase in theimportance between 2006-2010
and a decresse in importance between 2010-2014. Nonetheless students give the highest
importance to the appropiate equipment and dlightly lower importance to library personrel,
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number of seas, posshility to dugicate mateials and convenient schedule (Appendix 2). In the
case of Other utilities (Y 0.11,W0.178),it can be naticed that students put more accent on the
existence of consulting serviceson choasingacarea and ontheinformation provided by a student
guide. Significant lessimportanceis attributed to the personal e-mail address offered by thefaaulty
and for the posshility to pay taxes using bank transfer. Evolution through time indicates also up
and down fluctuationswith the except of sub-criterion related to consulting services on choosing
acaea which registered a continuoussignificant decrease in importance value (Appendix 2). Up
and down fluctuationsare also registered for thecriterion Student'slife i Leisureactivities (Y 0.235,
W0.047).Although the sub-criteria reflect aspects asociated to leisure adivities, the importance
values are anmong the lowest registered in the study, indicating a limited interest of students for
leisure adivities bounced to the faaulty. Even if all sub-criteria have similar importance valuein
2014, when considering the evolution through time it stands out a significant increase in the
importance of the possbility to enrol into a student organization (Appendix 2).

5. CONCLUSION

Accordingto our analysis, in eat yea of reseach (2006,2010and 2014),all criteria considered
to evaluate student's educational experience received a medium to high importance. The most
important five criteria are related espedally to teathing (Educational Process i Training of
teading staff, Admisson process1 Staff, Educational processi Syllabus, Educational process i
Examination palicy and Schalarships), whil e the less important ones, yet with a medium to high
importance, focus on non-teading aspects (the Campus i Staff, Campus i Facilities and
atmosphere, Other utilities, Studentd dife i Leisure actiities and Tutors). The longitudina
approech reveded that, with few exceptions, most criteria maintained their level of importance
over time (2006-2010-2014) with very low fluctuations. A more significant increment has been
observed for Campus - Facilities and atmosphere, Canmpus i Staff, Campusi Dorm, Tutors,
Faaulty reputationandimage development and Student'slife i Leisureactivities, whil st for Utilities
T Computer lab has been registered amore important decrease. In the light of these outcomes, we
can argue that even if various na-teading aspects rank last in importance, their level of
importance has increased over time, placing them among the factors with the highest increment.
Corsequently, in order to be able to provide high quality educational experiences and to
diff erentiate from competitors, higher education managers need to understand that an orientation
focused espedally on teading aspects is not enough anymore. Their strategic vision shoud be
extended to include also criteria that often receve less attention from the academic m anagement
(eg. cdetaia, canpus, tutors), but which are a part of the current concerns of student's
representatives (eg. ANOSR) and, at the same time, have been confirmed by our study.
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Appendix 1: Importance mean values for subcriteriai year 2006, 2010 and 201@Part 1)

Mean
2006 | 2010 | 2014
o Admisgon information on flyers - complete 534 | 526 | 5.27
f\ntzflglr?]s;%r:)ﬁrocas i Admisson information on phone - complete 485 | 5.07 | 4.99
Admisdon information on webste - complete 526 | 523 5.3
Admisdon staff i wel informed 537 | 539 | 539
. Admisson staff - helpful 524 | 535| 5.35
é;jargglsson process- Admisdon staff i answers acaordingly to potential studentsbneeds 511 | 531 | 5.36
Staff with information i helpful 514 | 532 | 5.32
Staff with registration - helpful 515 | 536 | 5.38
Most students - have a sense of belonging to the institution 4,74 5| 4.96
Every student - istreatedequally 544 | 525| 541
Students - feel welcomed to the faculty 522 | 527 | 534
. Every student - is treaded corredly 5.46 54| 542
rgg&%gggﬁggﬂtaﬂd It isimportant to be proud to belong to the faculty 507 | 523 | 5.21
The education institution - good reputation in the community 553 | 537 | 5.39
Faculty 1 hasareputation in my study field 5.51 54| 543
Faculty T promotes theimage using promotional material 371 | 493 | 4.86
Faculty 1 organizes AiOpen dayo 428 | 485 | 501
Faculty managemant staff 1 aacesshle 522 | 5.13 5.1
Faculty management staff 1 reasonable policy of taxing 493 | 5.07 | 4.88
?gg:;?gmeen]fotream Faculty management staff - solve promptly studentsdrequests 524 | 516 | 5.17
students Students - represented in the faculty management 537 | 517 5.2
Studentsdrepresentative i informs promptly the students 527 | 522 | 521
Students - involve in dorms distribution 5.35 53| 5.37
Administrator i amiable and helpful 478 | 5.02 | 5.03
Administr ative staff Secretary T reasonable waiting time 511 | 5.09 51
responsible for Secretary i amiable and helpful 541 | 531 | 5.29
students Secretary i offers pertinent information 537 | 538 | 5.38
Secretary 1 solve promptly studentsbreguests 546 | 539 | 5.36
Teaching staff i involves specialists from companiesin teaching activity | 5.02 | 5.32 | 5.08
Teaching staff - hasthe capadty to explain 5.71 56 | 5.52
Teading staff - answers easily to students questions 559 | 553 | 551
Educational process - Teaching staff i hasadequate vocabulary 547 | 556 | 5.45
Training of teaching Teadhing staff i provides textbooks 531 | 539 | 528
staff Teaching staff | respects the timetable 5.04 | 538 | 5.29
Excell ent training - specialized courses 539 | 541 | 541
Quality of teaching i’ excell ent for most courses 549 | 546 | 544
Studentsddiscontent on teaching - taken into consideration 533 | 546 | 5.35
Courses - valuable content 557 | 549 | 5.39
Courses - interactivity 526 | 546 | 5.32
Practical courses - basedon case studies 499 | 535| 522
Educational process - Courses - information is up to date 5.56 55| 5.39
Syllabus Computer labs - available during practical courses 529 | 527 | 532
Students - may choose the desired courses 524 | 529 | 5.25
Number of coursesi adequate 524 | 543 | 5.36
Studentsi posdhbility to do internshipsin companies 5.48 55| 5.45
Student evaluationi objective 549 | 548 | 541
Educational process - Examresutsi quickly communicated 528 | 545 | 537
Examination policy Regulation about transferable credits - clear 501 | 536 | 521
Studentsddiscontent on evaluation - taken into consideration 540 | 545 | 5.36
Possbility for students to study abroad 543 | 523 | 5.33
I nternational International academic mobility - announcerrent on time 515 | 516 | 514
cooperation International academic mobility i complete information available 506 | 508 | 5.16
International academic mobility - clearinformation available 526 | 524 | 532
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Scholar ships Sdholarships i information announcedon time 509 | 525 | 5.32
Sdholarship i regulation is clear 521 | 524 | 535
Tutorsi accesdble 499 | 518 | 5.22
Tutors Tutors concerneq for Fhe suj_dmtséprof@siopal _development 468 | 5.09 | 502
TutorsT help provided in setting academic objedives 4.67 | 5.02 | 5.06
Tutorsi well informed on reguirements in studentsofields of study 4.90 52| 521

Appendix 2: Importance mean values for subcriteria - year 2006, 2010 and 201Rart II)

Mean
2006 | 2010 | 2014
Complete information on the campus i during recruitment process 4,62 5| 5.08
Campus area’i quiet and safe 480 | 513 5.2
Campus - Facilitiesand Campus areai well maintained 471 | 505 | 517
atmosphere Campus general experience - pleasant 449 | 493 | 515
Students - welcomed in the campus 4.60 | 4.99 51
Campus regulation - reasonable 432 | 494 5.1
Campus staff | amiable and helpful 448 | 486 | 501
Campus - Staff Campus administrator i concernedabout measindividual 423 | 461 4.7
Campus medical staff - competent 4.84 51| 5.06
Campus dorms - spacious 477 | 5.07 | 5.27
Campusdormsi bright 483 | 501 | 513
Campus - Dor ms Number of studentsin dormsi maximum 2 477 | 515 | 5.18
Studentsbdiscontent on accommodation in dorms-takeninto
consideration 485 | 499 | 511
- Computer lab- well equipped 540 | 5.25 51
Utilities - Computer lab Computer labi acess whenis not scheduled for class 522 | 4.85 43
Cafeteriai reasonable waiting time 4.90 49 | 4.65
Cafeteriai wide asrtment 491 | 5.04 | 475
Cafeteria’i quality products 536 | 532 | 5.16
Utilities - Cafeteria Cafeteriai cleanness 5.65 55| 542
Cafeteriai appropriate number of available seats 515 | 519 | 5.07
Cafeteriai accessble prices 531 | 531 5.2
Cafeteriai staff amiableness 523 | 526 | 5.26
Webpagei complete information on the curriculum 5.22 53| 524
Webpagei complete information on the regulation about transferable
credits 490 | 515 | 497
Utilities- Webpage Webpagei complete information on professorsbconsuting schedule 479 | 513 | 513
Webpagei complete information on studentsbtimetable 4.97 5.2 5.2
Webpagei complete information on international academic mobility 491 51| 5.01
Webpagei complete information on employment offers 520 | 5.13 5.1
Library 1 appropriate schedule 498 | 5.25 | 5.06
Library 1 appropriate equipment 525 | 532 | 521
Library Library 1 appropriate number of available seats 498 | 531 5.1
Library personnel i amiable and helpful 499 | 522 | 513
Posshili ty to duplicate the materialsi offeredby thelibrary 517 | 5.19 5.1
Consuting servicesi on choosing a career 558 | 527 | 5.12
—_ Student guide’i useful information 506 | 514 | 4.99
Other utilities - ”
Personal e-mail address’i offered by the faculty 437 | 458 | 448
Tax payment i bank transfer 446 | 492 | 461
Thefaculty i posshility for on-campus activities 483 | 5.08 | 4.96
Studentsblife - Leisure Studentsi caneasily enrol into a student organization 462 | 498 | 495
activities Thefaculty i posshility for leisurefacilities 478 | 496 | 4.95
Thefaculty 1 posdbility to participate to cultural events 497 | 512 | 5.09
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ABSTRACT
In the global market, increasing the economic dependence of firm, because of economic, social,
techndogical and political developments, trigger raising of the welfare of countries. In this
context, companes have acted with a sense of resporsihility like individuds. In particular, with
thecorporate social resporsibility (CSR), transnational organ zationsprovide contributionsto the
eoonamic and social development. Empirical studies imply that apdications of CSR provide the
earningsto firms such asbrandvalue and marketing value. Addition to thislegal resporsibility is
one of the basic resporsibilities in these contributions. Beause the compary's comnercial
activities shoud be in accord with law, human rights, property rights and morality. On the
contrary, there are also opinionsstating that the companies shoud not have social resporsibility .
Acaoording to this view, CSRaffects to the basis of the econamic system and competition pover of
firms negatively because of addtional costs. Within thisregard, therelationship between CSRand
firm profitability have been studied according to the perspective of econamics, business andlaw
In this study. In addtion to this, the examples of CSRhave been compared with devebped and
devebping courtries. In this way, the differences between social resporsibility approaches of
courtries have been revealed.
Keywords: Scrially Resporsible, Business Ethics, Profit, Econamics, Business Law

1. INTRODUCTION

Theincrease in the effect of businesses that are the esential elements of the commercia life on

society has revealea that businesses operating with their econamic interests need to be sensitive to
human rights, ethics, thelaw and the environment. Operating acardingly requires increase in the
loyalty of the businesses to eadt other, especidly internationally, via econamical, tecdhndogical
and pdlitical developments, prosperity and maintenance of it. For these reasons, businesses started
to contribute to the solution of socia problems by prodwcing proects to develop public welfare
and modern life standards whil e continuing their activities. So at this stage, the concept of social
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responsibility comes out. The concept of corporate social resporsibility is first mentioned in the
bookby Bowen nameal @Saial Resporsibili ties of Businessna n it $953,in which he claims that
businessman carry out social resporsibility activities in linewith the standard of judgement of the
society (Bowen, 1953:6). Corpoite social resporsibility expresses an understanding that the
businessisresporsiblefor all relevant institutionsand stakeholders. Corpomate socia resporsibility
represents a permanent promise to contribute to the econamic development of the local community
and to act fairly and with resporsibility, as well as increasing the workforce of the business and
the quality of life of the families (Commision of the European Communities, 2003). Corposte
social resporsibility is described as achieving success in business with respect for ethical values,
individuals, societies and the natural environment (Business for Social Resporsibility, 2003).
Corpoiate social resporsibility is interested in the relationship between businesses and the needs
and the aims of the society, and the effed of the businesses on the society (UNCTAD, 1991:1).
Kotler and Lee (2005) afineas Corpolte Social Resporsibility (CSR) as ACSR is a comnitment
to improve comnunity well-being though discreationary business practices and contributions of
corporate resources.0 In addition to this, firms manage their business to make a positi ve impact
on society in econamic, environmental and social actionswith CSR (Pohle, 20081). According to
Carroll (1999),CSR has an important future for companies because of improving business and
society relationship. According to Ozupek (20059), the most effective and well accepted
description of the concept of socia responsibility isthat it is 6 the body ofrules that a manager
who is obliged to do a work to fulfill a specific task needs to obey6 dren (200099) describes
social resporsibility, in the broadest sense, as 6 that an ingtitution shoud have a working strategy
and padlicy in line with econamical and legal conditions, professonal ethics, and expecttions of
people in and aroundthe institution and the other institutionsd 0 .

In fact, nowadays, socia resporsibility actiities exist due to the am of the business to improve
its prestige in pulic opinion, the necessty to supportimportant social purpcesin thecourtry they
operate and the existence of legal sanctionsthat they may otherwise face (Post et al. 199%6:52-53).
Those kind of social resporsibility projects are expressd as aidsthat give a positive image to the
business in society, and so allow long-term profitable operation and maintain their activities
(Ferrell, O.C.7T Friedrich, J. : 85).

Within this regard, the relationship between CSR and firm profitability have been studied
acwrding to the perspective of econamics, business and law in this study. In addition to this, the
exanples of CSR have been compared with developed and developing courtries. In thisway, the
diff erences between social resporsibility approades of courtries have been revealed.

2. A PERSPECTIVE OF ECONOMICS, BUSINESSAND LAW
At this part of the paper, CSR is studied acmrding to econamics, business and law perspectives
with theliteraturereview.
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Figure 1: CSRValue Curve (Pohle, 20086)

CSR Value Curve has shown on Figure 1. According to this curve, companies firstly creae legal
and compliance. Asthe scopeof thisisaue, companies depend onlaw aboutprodtction, operation,
distribution, marketing and sale. Secondly, it is stated that charity strategy facior and field. These
strategic factors also include company skill s and market needs. After that, companies involve the
value system of operation to manage business behavior. At this scope, companiesfind alot of CSR
attempt such as energy consumption, water quality, bulding capacity for environment health and
safety. So, in this way cost can deaease and productivity/efficiency can rise. This way can be
caled win-win scenarios. With CSR attempt, companies access to new markets and also new
partnerships (Pohle, 20085-7). Also Holmes (1976) imply that prominent factors shoud be
involved by firms as five areas. These areas are as follows: fimatching a social need to corporate
neal or ahility to help, seriousness of social need, interest of top executives, pulic relationsvalue
of social action, gosernment pressureo.

CSR affed economic performance of companiesin some ways. These ways are asfollows (Kotler,
2006: 10):

Increased sales and market share

Increased ability to attract, motivate and retain enployees.
Deaeased costs

Advanced corporate image and prestige

Increased appedl to investors

Reinforced trademak state

= =4 48 -8 8 -9

Dimitropodos and Vronsou (2015)indicate that corpaate resporsible can increase interpersond
trust among stakehdders, deaease transaction costs and the uncertainty about financial
performance. Mallin et al. (2014)state that CSR attenpt in ISlamic bankscreate a positive relaion
with CSR and financial performance Also, Kim and Kim (2014),Elliott et al. (2014), Balabanis
et al. (1998),loakimidis et al. (2006),Salome et al. (2012),Waddaock and Graves (1997) and Jones
(21995)imply that CSR improves firm values, competitive advantages, increase profitability, sale
revenues and product quality, reduce operating costs. Orlitzky et al. (1999)imply that thereis a
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positi ve relationship between corporate social resporsibility and corporate financia performance.
Gregory et al. (2013) indicate that high CSR firms have a higher expected growth rate in
companiesd eanings. Zhou et al. (2012) indicate that corparate ability and corporate social
resporsibility has positive interadions between eadh other and has significant impacts on
consumer responses concerning corporate and product evaluationsin developing countries. Also,
Viser (2009) indicae that in developing courtries, CSR is most commonly relaed with
philanthropy such as education, hedth, environment, sports etc. on the other hand, in these
courtries, thereisatradeof CSR isaues like development versusenvironment. At this scopeWard
et al. (2008) indicate that CSR can help to increase production cgpadty and benefits while
deaeasing the risk of failure or uncertainty. According to Vyakarnam (1992) companies in
developed courtries such as North America and UK concentrate on these areas. environment
(energy, wate quality, global warning), philanthropy, occupational health and safety, social issues
( education, hunan rights etc) and utban investment.

Asthe Scopeof Business

Increasing competition dueto rapid globalization causes some changes in businesss that are the
basic building blocks of the econamy (Vural and Cokkun, 2011:66). However, competition
condti onsnowadays confrontbusinesses with the necessty of carrying outtheir activities together
with sustainable development efforts with a number of factors, such as buil ding both financial and
corporate identity (Kukat, 2012:227). Sustainability philosophy of businesses focusing on long-
term social interests expresses resporsibilities related with theinterests of society. Consideringthe
fad that resporsibility also forms the basis of morality, it is clear that the concept of social
resporsibility is based onethica and mora pradices (Akyé@dez, 2007:21).

The statement 6dhstainable developmenté 6of World Commisson on Environment and
Development is used as the general description. It explains the social, ecological and economic
aspects of sustainability, and meetng current and future needs of humans with the theories of
social justice. An ethicd principle and an econamic concept forms an attractive combination for
people interested in the future of theworld (Aiking and Boer 2004:359).

Thesignificant asped of sustainable development is theemphasis onthelong-term balance among
eoological, econamic and social processes at the community level as a whde (Aiking and Boer,
2004:359).

Businesss as well as individuals, the state and non-governmental organizations tave serious
responrsibili ties of using the limited resources in the world with care and make them sustainable.
Resporsibili ties of businesses in the name of ¢ Shstainable developmentd &ensitivity towardsthe
environment and society, ethical and moral standards, and operating in acordance with human
rights expresses their corporate social responsibility appraach (Demir, 2013214).

Nowadays, the 6 adrporate social resporsibility consciousnessd 6f businessesis seen as oneof the
criteria that will provide advantage in competition for businesses and crede a difference in this
struggle (Vural and Cakun, 2011:66).

According to Milton Friedman, 6 6 dnesss have purely and simply onesocial responsibili ty: to
do activities that will increase their profitability using their econamic resources so long as it
remainswithin the rules of a game based on clean, honest, open andfree competition.0 @riedman,
1962:133). Moreover, it is clamed that it will contribute to the deviation of the businesses from
their aims, their spending more social power than necessary, and so the deaease of the business
responrsihility in the society and finally businesses will face with problems as the distraction of the
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businesses (Top and ¥ ner, 2008:100). On the other hand, ac®rding to Business for Social
Resporsibility (BSR), a global ingtitution that provides consultancy services to businesss in the
field of corporate social resporsibility, these kinds of activities provide some benefits to
businesses. Businesses that are aware of their corparate social resporsibilities and do these
activities differ in the eyes of the customers compared to their customers, gain more reputation by
aqquiring transparency, and take a more valuable place in the customer 6nsind (¥ zdemir,

2009:65). It results in an increase in the brand value and market value of the business (Arg¢, dn,

2002:12). An increase in the productivity is provided by the improvement in the image of the
brand, theincrease in the financial performance, the development of customer loyalty, theincrease
in the sales and thusthe increase in motivation of the employees who are in the positi on of internal
customers of the business (¥ zdemir, 2009:65). In addition, the demand of the skilled workforce
from the businessis made attractive (Arg¢den, 200212).

Asthe Scopeof Law;
Accordingto kimkek (2000:378),bus nesses that survive by profitingin tradeand businesslife are
obli ged to seetheprofits of their shareholders, enployees or thesocial circlethey arein and protect
them within the legal boundaries while achieving their econamic objedives. Arg¢, dn who agrees
with kimkek (200737) expresses that busnessesd voluntary contribution to a better society and
environment by taking the needs and expectationsof the society they are in into consideration for
sustainable ecnomic development creates 6 6 C oate Booial Resporsibilityd 8n.this system of
resporsibility, voluntary basis of businesses rather than legal obligationsshoud form the basis.
Thisis becaise Bowie ( 2001:179) claims that the projects carried out by the enforcement of legal
regulationswill beladking in reaching the original target, and it is accepted by many reseachers
that a busines operating social resporsibility actiities dueto legal obligationsand regulations
will lea to lack of confidence in pradice. Donaldson (2001:476) emphasizes that the significant
point in this métter is that businesses should make the necessary investments within the scope of
volunteaism, providethe balance in theregion and need to put into pradice only social aims such
as protecting the environment, and supporting the improvement of societal, cultural and socia
resources. However, the shift of the awareness of social resporsibility from individuals to
businesses over time and embracement of the concept of 6 6 C oate Sooial Responsibility6 by
especidly world-class businesses have set an example for volunteeing. With the help of this
concept, businesses contribute to the economic and social improvement of the society they are in
acmrdance with their legal resporsibilities within thelegal boundiries.
Velasguez (2001:410) asserts that it is aresporsibilit y towards customers for businesses to design
and manufacture prodicts that are not harmful for human health, to package, to ensure that the
customer using the safe prodicts is informed about his legal rights in case of need or to provide
technicd suppot, to ensure that advertising activities that take up a significant amountof pulic
attention do not include miseading information and are based onthe basis of reality, and to take
customer complaints into consideration and to compensate the loss of the customers or to work on
the development of similar procedures. According to Carrol, within the frame of all these
responrsihili ties, there are four basic responsibili ties for businesses to fulfill to be beneficial in a
red sense to the society whil e maintaining their activities (Arguden, 37;Ay, 200B:37):

1 Ecoomicd- to beproductive and proftable, to bea company ontop of dhers.

1 Legal- to obey the law, the legal society shoud conred the right and the wrong to the

system
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1 Ethical- to comply with social norms and expectations beyond laws, to behave in moral
terms, enforce correct, full and goen behaviors, avoid harmful activities.
1 Social- to contribute voluntaril y to the solution of the social prodems, to bea goodcitizen
of the company, to creat resources for the company, to improve the quality of life.

If we examinelegal resporsibility that is secondary resporsibili ty of businesses, we natice that the
legal resporsibilities in question are significant to med the expectations of the society and the
state to operate in acmrdance with the law, to have an image of Guccesby fulfilli ng locd and
national obligations. Inasmuch as, companies ensure that they wo n Batm the environment and
the society in the courtry they are by operating in accordance with the law, relevant legislation,
human rights protected by international agreemeits and the ethics whil e they are maintaining their
business actuities.
It is a rule for the businesses to fulfill their economic and socia resporsibilities whil e they are
maintainingtheir activitiesin accordance with thelaw andthelegal regulations. In case businesses
in question do not fulfill their social responsibili ties they have legally, they may receive negative
criticism from the society in expectaton, and even oppaing applicationsto various governing
bodes may be made. Thisis becaise it may be difficult for the society to accet a business that
operates merely on profit, andit expects the business to operate in compliance with the current law
and regulations. In order notto face legal regulationsand notto pay penaltiesin thecontrary case,
businesses are careful to fulfill their legal resporsibili ties (Okay & Okay , 200L:629-630).
Some of the legal resporsibilities of businesses arise from their relationship with the state. They
are obliged to carry out adivities meding the demands of the society within the limits of their
responrsibili ties and obligationsregulated by law ( Soytekin, 2001:28).¥ zg¢, 2007:22) also thinks
that businesses need to fulfill their responsibilities to some public institution whil e they are
pursuing growth pdicies by acting in line with their econamic interests starting from their
establi shment, and specifies these resporsibilities as payment of taxes, miscalculating the taxes,
notavoidinglegal resporsibilities and contributing to the solution of social problems. Sabuncug [u
(1997:33) states some more as an example of such resporsibilities;, submitting the feasibility
reports that the companies prepare in order to benefit from the investment al owance to State
Planning Organization.

3. CONCLUSION

Asitisseen, social resporsibil ity has been bornas a consequence of fulfilling business obli gations
for a more prosperous society in the long run rather than as the consequence of the legal and
econamic objectives of enterprises acording to Roblins (1993:123). Businesses are obliged to
fulfill their legal resporsibilities towardstheir target groupssuch asthe state locd authorities, the
society, their enployees, sharehdders, and entrepreneurs, professonal organizations and non-
governmental organizations, etc. within the scopeof ethic or social resporsibility (AkécéVural et
al. 201182). On the other hand, the 6 adrporate socia resporsibility consciousnessof businesses
is seen as oneof the criteria that will provide advantage in competition and create diff erences for
company (Vural and Cokkun, 2011:66). Moreover, CSR affed econamic performance by
Increasing sales and market share, increasing ability to attract motivate and retain enployeses,
deaeasing costs and reinforcing trademark state

Subsequently, it is significant for the businesses that are serious about social resporsibility to
understand that they need to cooperate with all these social stakehalders.
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ABSTRACT
The main aim of this article is to condwct comprehensive literature review as far as liquidity
management in hospital and its impact on profitability are concerned. It is going to be thefirst
step of thewider empirical study dedicated to the andysis ofthe impact of finarcial liquidity on
profitability among Polish haospitals.
Swch a problem seams to be really important from societal perspecive as most of healthcare
finarncing spent on haspital treatment in Poland comes from puldic funds. On the other hand
hospitals shoud beportrayed asnormal enterprises operatingin the market econamy which seems
to beto some extend contradictory.
Thatiswhyfindingoutandandysingif one of themost typical financial relationshipsexistsamong
hospitals might give crucial remarks if they shoud be portrayed asnormal market playersorin a
different way.
Keywords: Finarcial liquidity, hospital finarce, liquidity, liquidity management, profitability,
working capital

1.INTRODUCTION

Financial management in hospitals has become a serioustask in most healthcare systens all over
the world. It is mainly dueto the fad that hospital treatment usually takes the biggest part of
healthcare spending actually everywhere. In Poland it is morethan 56%.Higher health awareness
of societies and more advanced medical tedhndogies cause higher costs of healthcare systens
functioning. The prodem is redly vivid from societal perspective as it is estimated that anong
European courtries approxmately 70% of healthcare financing comes from pubic funds
(Krajewski-Siuda, Romaniuk, 2011, p. 1B

Beaingthisin mind financial management in hospital consists oneof the most important fieldsin
the prodem of hedthcare financing. So, analysing financial rules and patterns that occur among
hospitals may have significant impad on the overall situation of hedthcare systems not only in
Polandi onwhich the attentionwill befocused in thisarticlei butalso in other parts of theworld.
Liquidity management is very important process in every enterprise as the prodems with li quidity
usually leadsto seriousfinancial problems including insolvency and bankruptcy. The other very
important area of financial management in every enterprise is also profitability. Making proftsis
one of the most important aims for companies operating in market econamy. Hospitals usually
consist a speda kind of enterprises. On the onehand in many courtries i also in Poland 1 they
are financed in alarge part from public fundsand shoud be mainly focused on rescuing human
lives but onthe other hand they operate in market econamy and they have to cooperate with many
different stakehadlders. So, it is still an open questionif they should be portrayed as normd market
players focused on generating profts or maybe they shoud be portrayed in a different way.
Verifying if oneof the most typical financial relationships accurs in haspital sector might give
important remarksin this area
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2. THE PROBLEM OF FINANCING HOSPITALS AND HEALTHCARE SYSTEM IN
POLAND

Healthcare system in Poland has been undergoing a lot of changes throughout the recent yeas.
They were aimal at improving eff ectiveness of the system Many of the changes were stric tly
conreaded with the financid sphere. The most important changes as far as financial aspects are
concerned included the reform introduced in 1999 and implementation of the act where new law
regulations aimed especiadly at improvement of haspital financing were included in July 2011.
However, due to the fad that the situation as far as helthcare financing in Poland is still
unsatisfacory the government considers introducing some further changes.

Taking into consideration the mentioned reform from 1999t covered such aspects as. making
changes in the way of financing the system (before 1999the model of financing was based only
on budyet expenditures; since 1999it has been financing onthe basis of healh insurance as well
as budget expenditures), the abdlition of regional zoning in provison of medical services,
reorganization ofthe ownership structure and furctionsof the system The main dedared aims of
thereform included: access to free hedthcare services guaranteed by the state autonomy and self-
financing of healthcare facilities, equal accessto medical services, free choice of medical servicesd
providers and socia solidarity. To redlize the assumptionsof the reform so called sickness funds
were created. The main resporsibil ity of the sickness fundswas to manage the process of financing
medical services but they were also responsible for taking care of proper quality and availability
of the services, setting out the rules and condtions of health services, introducing mechanisms
aimed at limiting the growth of healthcare costs and controlli ng the execution of the contracts
signed with healhcare providers (Nithik, 2004, p. 66, 166). Sickness fundsplayed the role of
national payer in Poli sh healthcare system There were acompetition between them because thanks
to the abdlition of regional zoning in provision of medical services patients were able to chocse
freely sickness fundsregardless of domicile (Mazur, Gukasik, 2011).1n 2003 the sickness funds
were replaced by the National Health Fund which exist until now. The National Healh Fundis
much more centralized institution than the sickness funds used to bebuit its functionsremained
similar. However, there are seriousattenptsto replace it by new moreeff ective institution starting
from January 2018(Kuta, 2015;Rynek Zdrowia 2016).

In Polish healhcare system there can be distinguished a few ways of financing medical services
in case of pulic funds. Most of puldic funding comes from the National Health Fund (84%), much
smaller part of the funding from state budget (10%) and aso a small part from loca government
units (6%) 1 but this part used to be on dynamic growth (Miszczy@ka, 2013,p. 187-200; GUS,
2012,p. 128).Beaing this in mind trying to classfy Polish model of financing hedthcare as one
of the most typical models is not an easy task. In the subject literature there are mentioned three
main types of healihcare financing models: Bismarck model, Beveridge model and piivate
insurance model (Lamere, Joffe and Wiedemann, 1999, p. 3-9). Bismarck model is based on
health insurance and in Poland in fad the main part of the revenues comes from health insurance
contributionand is distributed by the National Health Fund.However, there are also diff erent parts
of funding coming from state budget and locd government units which is rather typical for
Beveridge model. Of course there is also in the system a part coming from private payments i
typical for private insurance model. That is why Polish model of financing healthcare can be
classfied as hybrid oneactally.

Hospital secior consists a very important part in financing of Polish hedthcare syssem Analysing
data of pullic fundsdistributed by the National Health Fundit can be observed that most of the
fundingis dedicated precisely to hospitals. It isalmost 34 Lllion of Polish zloty.
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Table 1: Healthcare fundsdistributionin Poland bythe National Health Fundin 2015 (Jacyna,

2016, p. 66)
Kind of treatment Value in thousands of Polishzloty (zO 0
Primary healthcare 8 811 269,00
Specialist outpatient care 5616 398,17
Hogpital care 33099 379,86
Psychiatric care and addiction treatment 2 400 848,42
Therapeutic rehabilitation 2197 756,41
Nursing and care services 1177 333,28
Palliative and hospice care 414 031,61
Dental treatment 1756 409,63
Healthcare prevention 169 060,92
Health servicesfinanced on separate
conditions 1823 805,10
Sipply of orthopaedic devicesand aids 904 527,00
UM 58 370 819,40

Actually the values spent on hospital treatnent are even higher than presented values in teh
foregoing table. It is due to some methoddogical aspects of collecting financial data in Polish
healthcare system In case of hospital care there is notincluded spending dedicated to emegency
departments or emergency rooms (Jacyna, 2016, p. 66)For abette ill ustration ofthe prodem of
hospital financing in Poland the data is also presented on the chart below presenting percentage
values of puldic spending distributed bythe National Healh Fund.

® Primary hedthcare

301% _312% 1,55%

0do[ —

0,71%

B Joedalist outpatient care
,,202% ® P

m Hospital care
4.11% W Psychiatric care and addiction treatment
m Therapetic rehabilitation
= Nursing and are services

Palliative and hospice care

Dental treatment

Hedthcare prevention
= Hedlth servicesfinanced on separate

conditions
Supply of orthopaedic devices and aids

Chart 1: Percentage distribution ofhealthcare fundsin Poland by the National Heath Fundin
2015(Ownelabaration onthe basis of: Jacyna, 2016, p. 66).
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Presented chart gives even bette understanding of theimportance of hospital treament in Poland.
Morethan 56%o0f puldic funding dedicated to financing hedthcare system and dstributed by the
National Health Fundis spent on this kind of treatment. Such a dstribution has been similar for
many yeas putting haspitals far ahead different kindsof medica treatment.
As far as the problem of hospital care is concerned it also worth to anayse the ways how the
hospitals can be clasgfied. There are various methodsof hospitals classfication including such
aspects as. type of ownership, foundng body, the scopeand nature of the healt services, size of
the hospital, territorial scopeof activity, time of treament period, the type and number of medical
specidties in hospital, condicting reseach and teading adivity in hospital. Probably the most
popuar and the most often used clasgfication of hospitals in Poland is that based on foundng
body. According to this classfication among Polish hospitals there can be distinguished locd
government (municipal, courty, provincial) haspitals, departmental hospitas, as well as hospitals
set up by churches or religious organizations, the companies of civil and commaercial law, non-
governmental organization, or medical schods ( R and Sobiech, 2006, p. 58; Hass-Symotiuk,
2011, p. 11-52). Underneah there is presented the clasdfication taking into consideration
foregoing attributes concerning foundng baly. There might be distinguished in Poland:
1) Locd government hospitals,
a Marshal (or provincial) hospitals,
b. Courty hospitals,
C. Municipal hospitals,
2) Departmental hospitals,
3) University hospitals,
4) Non-pubic hospitals.
5) Others.
It is also worth to bear in mind that all the earlier mentioned methodsof clasdfication can be
treaed onthe one hand separately but on the other hand it is obviously possble to trea them aso
in a merged way (i.e. hospital condwcting reseach and teaching activity can be classfied as
reseach and teaching unit but it is also feaured by a particular type of ownership or foundng
body).

3. LIQUIDITY MANAGEMENT IN HOSPITAL AND ITS IMPACT ON
PROFITABILITY

The problem of liquidity management and analyzing relationship between profitability and
liquidity among hospitals is not new. It has been analyzed so far by few authors.

Theclaim that such areas as profitability and liquidity shoud befor haspitals of great i mportance
can be emphasized by the fad that liquidity and profitabilty measures are used as indicators of
financia perspective in apopuar tool used quite often to to manage and evealuate hospital activity
which is Balanced Scorecad (Miszczy@ka, 2015,p. 61-64; Miszczy@ka, 2016, pl141-152).

3.1 Liquidity management in hospital

The idea of liquidity management in the haspital has been recognized many yeas ago. In the

literature there can befound many articles dedicated to thistopic. Underneath there is presented a
complex literature review concerning the analysed topic.

Working cepital management consists a very important asped of liquidity management. In 1977

Elnicki (1977)anaysed the prodem of working cgpital management in haospital. The importance
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of working capital management in hospital was also naticed by Aggarwal i Hahn (1979).1t was
emphasized as well by Oszustowicz (1980).

Chu, Zollinger, Kelly, Saywell Jr. (1991)in their study, in turn, povided evidence that those
responsible for financial management in hospitals shoud pay much more attention to therelations
between thelevel of hospital equity to total asets, net income, cash flow or working capital flow.
What ismore, they suggested that the management staff in haspitals shoudpay attention to hospital
working capital flow as a separate asped of hospital asst flow rather than just cash flow and net
income plusdepreciation.

In 1994the prodem of working capital management was also described by Norton (1994)and in
1995McGuire (1995) mentioned that working cgpital management is crucial and necesarry from
the point of view of organisationsoperating in the healhcare secor.

Ferconio and Lane (1991)presented, by contrast, facioring and asst-badked seauritization astools
that can bocst working capital in hospital. Seauritization of receivables in order to improve the
situationin terms of liquidity expressed by working cgpital in the hedthcare organization was also
the subject of studies by Kincaid (1993).

Zeller, Stanko, Cleverley (1997)analysing the situation of rot-for-profit hospitalsin yeas 19897
1992 distinguished liquidity and working cgpital management as two out of six financia
characteristics of hospital performance. Among other charaderistics were: profitability facior,
fixed-as=t efficiency, capital structureand fixed-asset age.

Such aspects of financial management hospitals as debt capacity, financial risk, profitability and
also liquidity were dedt by Cleverley and Harvey (1992)who analysed the situat ion of hospitas
on the badkground of industrial, transport and utility secibors. According to the analysis hospitals
showed wedknessesin some of theanalysed areas.

The liquidity among hospitals was also analysed in 2014 by Gaughan and Koepke (2014).The
authorsused a set of indicatorsincluding current ratio, average payment period, days cash onhand,
debt-to-capitalizaion period or average age of plant to analyse the sanple of nealy 600 US
hospitals. In additi on the study included the distinction into subgroupsof hospitals such as major
teading hospitals, teaching hospitals, large, medium and small community hospitals.

Among Polish studies dedicated to the problem of liquidity managemmaent in hospitals there can
be distinguished works conducted by Pridkiewicz and Pridkiewicz (20131), Pridkiewicz and
Priidkiewicz  (2013b) Bem Pridkiweicz, Pridkiewicz and Ucieklak-JeU ( 3,0 Bedn,
Priidkiweicz, Priidkiewicz and Ucieklak-Je0(2014b).Aspecs related to the liquidity and working
cgpital management in haspitals were also mentioned byR - gnd Sobiech (2006).

3.2Relationship between profitability and liquidity

According to theory the relationship between profitability and liquidity is negative. Reductionin
liquidity generally leadsto theincrease in profitability and vice versai maximizing profitability
leadsto the deaease in liquidity (Gajdkaand Wali@®ka, 2000, p. 467Wawryszuk -Misztal, 2007,
p. 38).Some authorseven pant outthat such ognionis soundy established by bath theoreticians
and piaditioners (Guzik, 2006, p. 3-68). Thisrelationship is presented below:
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Proftablity
IS

» Liquidity
Source: Gajdkaand Wali@®ka, 2000, p. 467.

Basically declinein liquidity leadsto increased prditability butit shoud bencted that if the level
of liquidity istoo smal it could lead to a sharp dropin profitability (Narkiewicz, 2007,p. 331-

345). However, there are some studies that suggest different i positive T relationship between
these two financial measures (Zawadzka, Ardan, Szafraniec-Siluta, 2011,p. 195-207; Wasilewski,
Ga Jka, 010, p. 23-240; Bieniasz, Czerwi®ka-Kayzer, Gog %2007, p. 1-25).

The differences in this relationship may be caused by the specific charaderistics of a particular
branch. That iswhy it isworth to analyse what is the situationin the haspital sector which usually
consists the most expensive part in financing healhcare systems all over the world. For exanple,
as it was mentioned ealier in the article, in Poland spending onhospital treatment consist more
than 56% ofall healthcare public spending.

The relationship between liquidity and profitability measures among hospitals was analysed by

Rauscher and Wheeler (2012). They showed negative relationship between profitability and such
liquidity measures as average collection period and average payment period. In case of the first
indicator they naticed that hospitals which were feaured by faster pace of collecting revenues
reported higher profitability as compared to hospitals which were featred by the slower pace and
asaresult larger balances of accourts receivable outstanding. that. In thelatter case they concluded
that hospitals feaured by higher profitability levels paid thesupgdiersfaster probably to avoid high
interests on oustanding acmurts payable.

Ancther study analysing the relationship between liquidity management and profitability in
hospital secior was condicted by Talha, Christopher and Kamalavalli (2010).Theauthorsanal ysed
Indian hospitals to find out the influence of liquidity indicators on profitability. Regresson
analysis showed that such measures as current ratio, cash turnover ratio, propotion of current
as®etsto operating income and leverage have a negative influence on proftability.

Also Cleverley (1990) analysing the sanple of 50 haospitals in terms of profitability camne to
interesting conclusions as far as liquidity is concerned. The author divided hospitals into two
groupsi high-performing and low-performing ones acrding to their return on equity (ROE)
ratios. One of the conclusionswas that high-performing haspitals minimize accounts receivables

(one of the most important liquidity measures) which suggests a negative relationship between
profitability and li quidity.
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4. CONSLUSION

Poli sh healthcare system like many others all over the world isin financial crisis. It is mainly due
tothefad that thesuppy of healh servicesislimited whereas heath demandis unlimited. It might
be also caused by complex financing ofthe system That is why analysing the faciors which may
improve financial situation ofthe system isreally important.

Liquidity management consists the area which is crucia in financia management of each
enterprise as it ensures financial stability and is strictly connected with the profitability. Some
studies concerning the prodem of liquidity management and relaionship between liquidity and
profitability in hospital sector have been condwted so far. However, acording to the anaysis
performed for this study their number is limited and there is stil| a gap which shoud be fulfilled.
Still there remains the space in the literature for clarifying certain concepts i especially from the
area of liquidity strategies used by hospitals and the impad of liquidity management on
profitability. So, thetopic neadsto be further carefull y analysed.

Thereview presented in this article consists the first step towards a wider empirical study which
is going to be condwted anong Polish haospitals taking into consideration the mentioned
relationship. As it was presented in the article some studies pointing outthe relationship between
profitability and liquidity have been conducted but none of these on the exanple of Poland.
Condcting such an analysis might give interesting remaks in the topic if the hospitals shoud be
portrayed and analysed as nomal market players or in a different way. It is very important
especidly in Poland where hospitals operate at the interface of market economy and pubic
funding. It is even more important from the point of view of changes danned by current health
policymakers and aimed at reformingwhol e hedthcare system in Poland.
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ABSTRACT

The efficiency of a maintenance system depends ona number of important factors such as the
availahility of workspace, tools andequipment, energy, suppies, employees, spare parts, etc
Spae parts day a crucial role in this process for multi ple reasons. Their importance becomes
especially appaentin case of stock-outs which disrupt production processes andaffed total costs.
On the other hand, excess inventory also has regative effects onthe production system dueto
commitment of funds, inventory warehousing, partial obsolescence, etc. The paper aims to
deteminetheoptimal inventory level of spare partsthatwoud ensure thereliahility of production
systems

Keywords costs, spare parts, reliabili ty

1.INTRODUCTION

Many madines and devices are planned, designed, prodwed, and used without giving much
considerationto life cycle costs. Caosts are usually considered in the design and development phase,
but not from all aspects. If econamic aspects are taken into account, al life cycle costs of a
technicd system must be considered including the costs of design, prodiction, use, disposal, and
beyond, and findly the total cost. Failure to identifying all the costs involved over thelife of a
technicd system is the reason why use costs are usually higher than expeded. According to
Blanchard [3], poor cost management and planning cause fi le iceberg effe c¢.tOde can only see
the tip of an iceberg floating in the sea (Figure 1). Smilarly, only aaquisition costs are visible,
whereas the costs of maintenance, distribution, training of operators, documentation, energy, fuel,
lubricants, etc. incurred during operation, are not considered. Figure 1 shows that maintenance
costs are a major consideration, which applies to all technical systems, includingindustrial plants.
In other words, maintenance has asignificant impad on thetotd life cycle costs, affecting a part
of thetota cost of logistics suppot. The actual share of individual activities and elements in the
total life cycle costs depends on many factors, primarily the type of the technical system its
complexity and purpcse. Some industrial facilities incur high energy costs, some require training
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of operators and maintenance staff, while others incur high costs dueto warehousing and excess

inventory of spare parts.

DS TRIBUTION
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Figure 1. Theiceberg effect of maintenance costs

The relationships shown in Figure 1 are general in nature and, in principle, refer to all types of
technicd systens and all condtions of their applicaion. In the modern prodiwction process
maintenance is inseparable from any part thereof. However, it is specific in terms of working
condtions, organization, planning and performance of maintenance operations. It brings together
professonals of diverse badkgrounds. Its role and scope grows as the production equipment
beammes increasingly automated. Modern industrial systens require fewer operators and less
gualified staff in the use phase, whereas maintenance requires an ever-growing number of qualified
staff. A high level of automation ensures high prodtctivity, thereby reducing production costs.
However, system downtime (dueto preventive or corredive maintenance) is costly and affecisthe
entire production piocess

2. LIFE CYCLE COSTSOF TECHNICAL SYSTEMS

Thelife cycle of atedhnicd system is a period of time that beginswith defining wser needs, and
further includes defining technical, tedhnological and functional requirements, planning, reseach,
design, development, production, verification, use and disposal. Naturaly, ead of these stages
incurscertain costs. These costs are referred to as total life cycle costs of atedhnicd system [1].
Figure 2 showsthemain stages of development and activitiesin thelife cycle of atechnical system

DEANITIONOF MATERALISATION
REQUIRBMENTS DEANITIONOF DEVEIORMENT DEVEIORMENT PRODUCTI WRITE
AND NEBDS FEATURESAND OF OF ON USE DOWN
QST DESIGN ENGINERING (DISPOSAL)
DESIGN
MAINTE
ANALYSESAND DEVH.CPMENT OFMODHES PROTOTYPES, RECYQLING
DEVEIORMENT PRARAMMES ZERO SSRIESAND PRODUCTION NANCE

Figure 2. Life cycle stages of a technical system
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Thelife cycle costs are given by the foll owing expresson:
C=G+Cp+Ceg+Co

where:
Cr - standsfor research and development costs
Cp - standsfor prodtiction costs
Ce - standsfor use and maintenance costs
Co - standsfor write-down (recycling) costs

Practice has shown that a smple expresson such as this onecan be broken down into several
types of costs incurred over thewhale life of atedhnical system (Figure 3). Figure 4 showsthe
basic structure and the relationship between thelife cycle costs of atechnical system

Life cycle cost
Research and ) Usageand .
development Produdion cogs maintenance costs Disposal cods
Project management )
— ) cost:g . Produdion costs 1 Usagecosts
| System start-up
costs
— Planning costs ] !ndugna] | Maintenance costs ~ |——
engineering costs
— Spare parts costs
| Development costs —  Produdion costs ] Thecost of rework
|| Regular
maintenance costs

Design costs —1 Quality cortrol costs Write-down costs
Cost of tools and

devices

Documentation

costs
1 Transpatation costs
| Testing and
evaluation costs
| Training cods
— Sdtware cods
| | Maintenance
facilities costs

Documentation
cods

| IT costs

Figure 3. Life cycle cost of a technical system
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Figure 4. Caost profile over thewhde life of a technical system

Corsideringall costsincurred over thewhole life of atedhnical system helpsin [6]:
- timely consideration of operational features and the cost of their development;
- assssnglife cycle cost efficiency of atedhnical system
- rationa and danned use of fundks.

3.MAINTENANCE COSTS
Maintaining the required levels of availability (readinesg and reliability of industrial facilities

requires fundson the one hand, and on the other, incurs costs dueto downtime (costs incurred
becaise a machine is not functional or cannotwork). The diagram in Figure 5 shows the genera
relationship between maintenance and downtime costs as a function of maintenance intensity [2].

Ascan beseen in Figure4, the costs of downtime deaease as the maintenance intensity increases,
whereas the situation is exactly the oppasite with maintenance costs. The sum of costs is depicted
by curve i a b can be seen that these costs are optimal in point A. In practice this meansthat one
shoud seek to eliminate as many defects and fallures through preventive and predictive
maintenance in order to kegp dovntime costs to a minimum, in order to avoid the costs that may
incur dueto:

- scrap generation,

- thereduction ofequipment capacity,
- delivery delays (default interest),

- outsourcing of expert work,

- waiting for spare parts, €tc.
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Figure 5. General relationship between maintenance costs and dowiime costs

The costs of maintenance of technicd systens can be anayzed and monitored through fixed and
variable costs.
Fixed maintenance costs include:
- salaies of maintenance staff,
- energy costs (lighting and heating),
- costs of workshop maintenance, etc.
Variable maintenance costs include:
- spare parts and suppies costs,
- aquisition costs for new maintenance tools and devices,
- maintenance staff training costs,
- workshop d@umentation costs, etc.
Takinginto acaunt maintenance costs andthereliability of technical systens, the main objectives
of the maintenance process in a business system are keeping total maintenance costs (dired and
indirect) to aminimum and delaying system obsolescence. These objectives can bereaded by:
- adequate organization of preparatory work, development of work standards (man-hours
and materias) and the establi shment of planning function,
- carying out preventive and corrective maintenance of all induwstrial facilities, focusing
primarily on prevention,
- carying outmodificationsto technica systens and restoring them to operable condtion,
- keeping abreast of the development of tedhndogy and organization, both globally and
locdly,
- cooperatingwith ather segments of the production system,
- taking part in the procurement of new equipment,
- monitoring theimpact of maintenance costs on thetotal prodiction costs,
- ensuring an adequate safety level at the industrial facility as required by law in order to
keep therisk of injuriesto aminimum,
- educaing wsers ontheproper use of technical systems with an aim to prdongtheir useful
life, etc.
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4. 4.1ISSUES SURROUNDING SPARE PARTS

One of the key isaues regarding spare parts needed for maintenance is the size of their inventory.
Thebelief that inventory managemaent is beneficial only in large prodiction systems is mistaken.
Grea savings can beadhieved in small production systens as well, even in workshops.

Spare parts inventory movement involves (Figure 6) inboundflow of spare parts into the process

(credingtheinventory) and oubound fow of spare parts (usage).

As long as the inventory flow process is functioning, spare parts inventory is maintained.
Otherwise, there is stock-out. In case of longer periods, e.g. a yea, the quantity of spare parts
procured for reserves can be adjusted to balance it with consumption. In case of shorter periods(a
day, week, month, or a quarter of ayea), the two flows vary significantly dueto the unbalanced

and urcoordnated input and autput [1].

SPARES
INVENTORY

Figure 6. Spae partsinventory flow

Spare parts inventories sitting in a warehouse are a fidead capita .d~rom an econamic point of
view, they may cause losses due to tied up funds, incurred costs, inventory obsolescence and
degradation, as well as taking upwarehouse space Therefore, spare parts inventory management
shoud take into accountboth negative and pdasiti ve aspects of keeping inventory on hand in order
to balance inputand output, maintain an adequate inventory level for a given period of time, adjust
to the conditions and frequency of input and output, adhering to the business padlicy and using
automatic data processng.

For spare parts inventory management to be efficient, one must be famliar with major factors
affedingthem (Figure 7). They are as foll ows:

Zmin - Mminimum spare partsinventory level,

Zmax - Maximum spare partsinventory level,

ZN - ordered quantity of spare parts for agiven period ftime Ty,

Zsg - Spare parts safety stock,

Tp - usage period,

Ti - procurement lead time,
Tm - maximum delivery delay by the supgier,
Za - average spare parts usage per unit of time.

According to [7], Figure 7 shows a theoretical model of inventory usage monitoring (in red
systems, the usage of spare parts is quite diff erent than in this particular case).
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Figure 7. A theoretical model of spare parts inventory monitoring

Accordingto Figure7, thefoll owing relationshipscan bederived [7]:

2o = Zon + Zy (1)
24y =Z,QqT, +T) =2, +T &, )
Z,=2,0, )
2, =2,0, @)

To construct such diagrams, Za neeads to be a known value, i.e. we need to know average spare
parts usage per unit of time (a day, week, mornth, quarter, yea, etc). This value is detemined
using statistical data on spare parts usage collected by monitoring usage over a longer period of
time, i.e. Ty and Ti. Planning and maintenance services need to be informed of these values. Once
they are detamined, it is easy to detemine the reorder point. There are several criteria for
deteminingtherequired quantity of spare parts. One of them is thereliability criteria.

4.1 Determining inventory levels based on thereliability criteria
A simple model for monitoring spare parts inventory levels, expressed as probability, can be
defined by adopting the constant intensity of failure, accordingto which [5]:

_f0)_ 1 R
| (©) R0 R(t)djdf = congt (5)
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The Poison distribution can be used to predict the probability of failurein a given time interval
providing that the mean number of failures per unit of time is constant and the events are
Independent and mutually exclusive.

ThePoisson dstributionis given by the equation:

r r
LML,

RN =8 @ ©)
e
iy TV 1
Rr)=e" +M @ +§M @"+... +—|M @ @
r!

In the expresson 10.7 thefirst member represents the probability that zero failureswill occur
during observation period T. The secondmenber represents the probebil ity that onefailure will
occur in agiventimeinterval T, whil e theexpresson

r

@ " givestheprobability that r failureswill occurin agiventimeinterval T,

r!

where:
M i isthemahenetical expectation ofthe required quantity of spares
r -1, 2, € asdaiureoccurrence

Themathemetical expectation oftherequired quantity of spare parts can becalculated as follows:

M=mb_ O (8)
where:

m - isthenumber of technicd systens maintained,

| .- ismedium failure intensity,

T 1 isobservation period.
When planningtherequired quantity of spare parts, expressons?7 and 8 can beconsidered as safety
facbors, because they represent the probability that a spare part will be available when it is needed.
Thehigher thereliability, the higher the quantity of spare parts, which increases maintenance costs.
If thefoll owing values are known: the number of technica systens, thenumber of individual types
of elements, failure intensity and observation period (usage), it is possble to detemine the
required number of spare partsfor a specific cumulative Poisoondistributionacarding to the chart
shownin Fgure8.
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Figure 8. Nomographfor readingtherequired quartity of spare parts

4.2 Experimental sedion

Themaintenance process in alarge prodiction system involves care for the proper functioning of
142 transport vehicles. It is necessary to detamine the required quantity of whed cylinders with
reliabil ity R(r) = 0.9N0.05for a period of three yeas. Failureintensity (experiential) is0.96x 10°
2

Solution:

Themathematica expectation ofthe required number of brake cylindersis:
M=m®_.0° 4

The caculation of the number of brake cylinders needed to achieve reliability R(r) = 0.9 N 0.05.
Thefollowing reliability levels were determined for variousquantities of spare parts (2):

Z=0.... Y R(r)=€" =0,018
Z=1.... Y Rr)=e"+M&" =0,09

Z=2..... Y RN=e™+Mmae" +%M2®'M =0,25

Z=3...Y Rr)=e" +M@" +%M2®'M +%'C"M3®'M 0,43

Z=4... Y RN=e"+M@&" +%M2®'M +%@A3®'M +%GVI4®'M =0,62

Z=6..... Y R(r)=0,873
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As can be seen in the above example in which brake cylinder inventory level needed to ensure
reliability R (r) = 0.9 N 0.05 has been calculated, the quantity shoud be limited to Z = 6 units,
because it ensures reliability within therequired limits (0.873).When this methoddogy is applied
in rea-world condtions, nomographscan be used fromwhich therequired quantity of spare parts
can beread immediately (based on data obtained duiing longer testing). Figure 8 shows onesuch
nomograph.

5.CONCLUSION

Tedhnicd system life cycle cost analyses facilitate decison-making in business systens by
providing relevant information. Thisisimportant for all involved in thelife cycle of asystem i.e.
thedesigners, prodicers and wsers alike, aswell as servicing and maintenance professonals.

A very important part of these anayses is the analysis of the costs of spare parts used for
maintenance and repair. Their usage is quite random because it depends on the occurrence of
defecs which is also arandomvariable. On the other hand, the quantity of spare partsin stock is
avery important factor as well. It is best to keep asufficient quantity of spare partsin stock at all
times. This can be done only if the warehouse keeps a large quantity of spare parts in stock for
ead elemant of thetechnical system Thisistheonly way to ensurethat there isahigh probability
to catea to each and every demand. Ensuring stock safety requires a large quantity of spare parts,
which in turnincurshigh costs, thereby negatively aff ecting the system

The presented methodology is one of a number of methodologies for the optimisation of spare
parts inventory that uses reliability criteria. Its applicationis very simple and tested in pracice by
the authorsof this paper.
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ABSTRACT
Alternative investment funds (AlFs) differ from ftraditiondd investors in their role as
sharehadders of companiesin which they invest. Althoughtraditionalinstitutional investors prevail
over alternative onesin theglobal share of investments, their rolein portfolio companiesisusualy
passve dueto regulatory and investment restrictionsapgicable to them (as for example UCITS
funds). Specific types of AlFs (private equity/venture capital fundshedge funds) invest a significant
part of their asst in various companes and available comparative data suggests that they are
significantly more active in portfolio companes than other sharehdders/investors. Through
different types of activism AlFs tend to influence the corporate governance of companiesin which
they invest. Thegoal of this article is to detamine whether Croatian AlFs play an ective role as
sharehadlders in their portfolio companies. Importantly, Croatian AlFs have just recently been
regulated in line with known global trends, which further enharce their pasition on the market.
Authors shall andyze available legal mechanisns for shareholders to activey participate and
influence the corporate governarce of the companes under Croatian law. In order to determine
whether AlFs assharehadders employ those mechanisis in practice, authors conducted research
among the managers of Croatian AlFs. Research wasfocused ondetemining whether Croatian
AlFs participate actively in governance of portfolio companes through voting rights, making
sharehdder propasals, informal influence onthe board members or other type of shareholderso
activism Finaly, authors shall elabarate if the current state of AlFs activism in portfolio
companes represents a good example of corporate governance from the point of a long-term
criticized passve sharehddersisale.
Keywords: active sharehdders, aternative investment funds, corporate governarnce, managers
of alternative investment funds, private equity

1.INTRODUCTION

The Croatian cgpital market is relatively young. The development of Croatian investment funds
began approximately twenty years ago, when afirst mutua fund was founded in 1997 Llinovil -
Herc, Grkovi ,i2013, pp. 8-60]. Theregulation of mutual funds, especially of UCITS funds, was
under theheavy influence of the European Union (further in text: EU), even before Croatia became
afull Member State. On the other hand, adternative investment funds(further in text: AlFs) have
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just recently been regulated in linewith known global trendsand new types of AlFs are introduced
in the Croatian capital market. As onthe EU level, we can divide Croatian investment fundsinto
UCITS furds and AlFs. Due to considerable differences in investment strategies and objectives,
pension fundsfall out of the scope of this article. Oppasite to UCITS funds, AlFs represent a
hetaonamousgroup of fundswhich are mostly unburdened by the legidative restrictionsin their
investments. Thisresearch islimited to Croatian AlFsthat invest in equity instruments of Croatian
listed public companies and/or private companies. One part of the reseach therefore explores the
sharehad dersd medanisms which AlFs may enploy, i.e. it contains an anaysis of available legal
medanisms that allow AlFs to be active sharehaddersin Croatian companies. Portfolio companies
are in most cases established as a public limited liability company (dioni |o Brugivo) (further in
text: PLLC) and a limited liability company (dructvo s ograni Inam odgovornog u) (further in
text: LLC). Therefore, the basis of AlFsdavailable mechanismsis explored in this context. Authors
adcknowledge that AlFs are typically divided into specific types (such as private equity, venture
cgpital, hedge funds, etc) according the investment strategies which they usually enploy.
Nevertheless in some cases this distinction becomes blurred. Although the type of AIF may
indicate the level of adivist appraad, it is not necessarily the case. Croatian AlFs that invest in
equity as well as their foreign twins, AlFs on the global capital market, may enploy investment
strategies not necessarily conrected with their type. Therefore, authors focused on the
sharehddersd active medanisms regardliess of whether such medanisms are a result of the
investment strategy usually conrected with a specific type of AIF. In that regard, authors
condwted research among Cratian managers of AlFs (further in text: AIFM) in order to
detemineif their AlFs are active shareholdersin potfolio companies and if they are, which legal
medianisms they are using. The overall goal of this article is to provide an answer whether the
Croatian AlFs as ingtitutional investors play arole of an adive sharehdder comparable to trends
in comparative capital markets.

2.AIFSASACTIVE SHAREHOLDERST COMPARATIVE MARKET PERSPECTIVE
The prevailing literature regarding AlFs as active sharehdders is focused specifically on hedge
funds, asthey are known to have the most proactive strategy. Comparative data suggest that AlFs
invest significantly lessin equity than traditional ingtitutional investors[ @lik, Isaksson,2013,pp.
100-102]. However, when they do, the question arises whether AlFs actively participate in
corporate governance of the portfolio company and show higher degree of sharehodersbactivism
than traditional investors. It is a topic that recently gained more attention, althouwgh shareholder
activism is not a new element in cgpital markets (it dates at least from the 1980s forthe USA)
[Gillian, Starks, 2007, pp. 3-59].

Authorsnote that AlFs can influence the company through derivative positions(such as options,
convertible preference shares and other), share loan agreemats, empty voting and other
techniques [Stowell, 2013, p.269] as well. The activism of AlFs and their influence on the
companiesin cgpital market ishigher when takingthat into aceount [AIMA, Simmons& Simmons,
2015,p. 29]. Likewise, besidesthevisibletechniquesthat Al Fscan employin portfolio companies,
authorsadknowledge the existence of unofficial or fibehind-the-sceneso presaures that AlFs can
exercise on management boards. It seensthat such behaviorisreportedly very ofteninthepradice
[Bedht, Franks, Mayer, Rossi, 2015, p. 225AIMA, Simmons& Simmons, 2015, p. 5].
Shareholder Opssition in the company depends primarily on the size of the stake it haolds.
Comparatively, in European courtries the average stake size that AlFs had in their portfolio
companies amountsfrom 6.1%to 9.7%[Bedt, Franks, Grant, 2010,p. 20]. Such aresult indicates
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that AlFs prefer the position of a minority shareholder (with the exception for private equity and
venture cgpital funds). They influence the company governance through variousmechanisms, but
they are avoiding costly pulic takeovers.

Generally, traditional institutional investors such as mutual funds, pension fundsand other are not
active sharehoders, mostly dueto organizational and investment restrictions applicable to them.
If they are active, they use the "passve” form of activism [Kahan, Rock, 2007, p. 1043]. This
mainly consists of making formd sharehdder propasals, voting in favor or against sharehadder
propasals, informd discussonswith management board etc. Although it represents a certain type
of influence, it inclines towards only moderate changes in corporate governance at the smdler
price for active sharehdders [Kahan, Rack, 2007, p. 1044].

On theother hand, when AlFs and especidly hedge fundsaa as active shareholders, they are often
active in portfolio companies as a part of their strategy, i.e. they invest in certain companies
because their analysis suggests that they will profit from adive engagement [Kahan, Rock, 2007,
p. 1069; Stowdll, 2013, p. 269]. AlFs are generally not burdened with requirements for
diversification and other organizational isaues, which enhance thelikelihood ofther involvement
as adive sharehdders [Clifford, 2008, p. 326; Klein, Zur, 2006, p. 7]. They strive towards
changing the corpotate control in the portfolio companies in order to issue a decison which is
favorable for them as are blocking the takeover of the company, acquiring the company for
themselves and other [Kahan, Rock, 2007, pp. 102-1043]. Such activism is certainly more
expensive, butalso moreefficient with prompt results.

However, although helpful, such distinctionsare relative. In fact, many AlFs enploy techniques
usually conrected with traditional investors. In a study from 2015, it was found that even 52% of
activism by AlFsrelates to improving corporate governance of the portfolio companies, i.e. to the
passve form of activism [AIMA, Smmons& Simmons, 2015, p. 31].

A hostil e takeover is a notorious notion often connected with the investment tedhniques of AlFs,
especidly of hedge funds. However, available data showsthat AlFs predominantly use non-hastile
types of actions in order to gain corporate control in portfolio companies [AIMA,
Simmons& Simmons, 2015, pp. 37-39; Brav, Jiang, Partnoy, Thomas, 2015,p. 273. It confirms

thefindingsthat AlFs use similar activist methodsas traditi onal institutional investors. Thus, they
rather seek to influence the corporate governance through constructive methods(such as making
forma shareholder propasals, informd influence on management board, being represented in the
management and supervisory board and other), than enploying aggressve metods (such as
takeover of the company, liti gation against the company or its direciorsand ahers).

It is often discussed whether sharehdder activism by Al Fs represents a pasitive or negative impact
on portfolio companies and other shareholders. There are many studies which meaure impact of
sharehadldersbactivism ontarget companies. The most frequent criteria used for analysis are short

andlong-term reactbnsof stock market on sharehol dersdactivism, succesgul ness of sharehol dersd
propasals, and influence on the management board.

Available academic literature suppots the findings that active AlFs creat values for other
sharehadders [Brav, Jiang, Kim, 2012,p. 208; Bedht, Franks, Mayer, Ross, 2015, p. 246]. Some
authors argue that active AlFs improve corporate governance of the target companies and
especidly that their presenceinfluences the CEOs whose compensation usually dropsand becomes
more tied with the performance results [Brav, Jiang, Partnoy, Thomas, 2015, p. 298]. It is
considered that management boards start improving the corporate governance of the target
company as soonas uponannourcement of theinvestment.
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Available data demonstrates that activism by AlFs regularly achieves short-term abnomma price
returnsin the shares of target companies [Brav, Jiang, Partnoy, Thomas, 2015, p. 286; AIMA,
Simmons& Simmons, 2015,p. 48]. However, reasonsfor such areacton are not clea. In theided
scenario, a paositive market readion would be due to the expecitions that AlFs shall add the
company value by improving the company managemaent. It can also be a sign to other investors
that AIF detectel an undervalued company worth of investing. As such it can bring additional
value to the sharehadlders of the target company, but without long-term positive activism of the
AIF in the company; the pasitive return is short-term and it affect the sharehdders but not the
company.

It is much less clear whether company performance improves in long-term period after the AlFs
investment. There are mixed results regarding this isaue [Coffee, 2015, p. 697].AlFs as active
sharehadlders can contribute to the welfare of the company ony if they ad in the interest of the
company and not in the interest of their investment solely. Some AlFs are known to enter the
company with the goal to strip the company from its as®ts, thus maximizing their immediate
profit, but seriously damaging the company in the longterm [Seretekis, 2013,p. 216]. Thus, it is
understandable that AlFs raise justifiable concerns, especially for the management boards who
shoud ad in the best interest of the company and notindividual investo r lgergfit.

To conclude, although adivism by AlFs obvioudy raises certain concerns, the overall view in the
acalemic literature towards AlFs as active sharehddersis pative. Furthermore, there is astudy
that shows that even amongthe Al Fs, those who enploy strategy of the active shareholder achieve
larger average annual return than passve AlFs [Clifford, 2008, p. 325]. Finally, the success rate
for active AlFsisvery high. AlFs adieve their goal as active sharehaddersin around60% of cases
[Klein, Zur, 2006, p. 8-31; AIMA, Smmons& Simmons, 2015, p. 33].

3.REGULATION OF AIFsUNDER CROATIAN LAW

Croatian AlFs have recantly been regulated in line with global trends. That was done by the

Alternative Investment Funds Act from 2013, which was amended on11 Decenmber 2014 (futher
in text: AIF Act) with the aim to further harmonize Croatian law with the Alternative Investment
Fund Managers Directive (further in text: AIFMD). According to AIF Act (art. 3/2), AlF is an
investment fund established for the purpose of raising capita through a puldic or private offering
and investing this cgpita in dfferent types of assets in acardance with apredefined investment
strategy and objective, but to the exclusive benefit of unit-hdders in the AIF concerned. An AIF
may be an open-ended (separate pool of assets, without legal persondity) and a closed-ended
investment fund (a legal person established in the form of a PLLC or a LLC). AIF with private
offering may be of any kind, in acardance with Craatian laws and regulations, including, butnot
limited to, basic AlF and specid kindsof AlF, such as private equity, venture cgpital, red-estate,
fund of funds, specidized AlFs, hedge funds, EUVECA and EUSEF. There are also several AlFs
established during 2010as funds for economic cooperation (fond za gospodasku suradrju) in
cooperation with the state, which basically function as private equity funds.

In order to fully understand the Croatian state of play regarding the AIF market, it isalso important
to note that Croatia provides adifferent regime for (i) AIFMs when the cumulative AlIFs unaer
management fall below the threshold of EUR 100 million; and (i) AIFMs that manage only
unleveraged AlFs that do not grant investors redenyption rights for 5 yeas and when the
cumulative AlFs under management fall below a threshad of EUR 500million [art. 5/1 of AIF
Act]. In comparison to many ather EU Member states this actually means that only one Croatian
AIFM, which manages only oneAlF (with private offering and hes only 2 investors), falls within
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the full scope of regulation under AIMFD. All other Croatian AlFs are well below the threshaold
from AIFMD. However, even fismalldo AIFMs, which fall out of the scope of the AIFMD, are
regulated and supervised in Cratia.

4. ACTIVE SHAREHOLDERST POSSIBILITIESUNDER CROATIAN LAW

Croatian companies are regulated by the Croatian Companies Act (further in text: CA). Position
of sharehadders is determined by the CA, thusauthorsshall analyze which medanisms AlFs can
enploy as sharehddersin Croatian companies. As alrealy stated, the focusin thisarticleis puton
PLLCs where authors make no distinction whether these companies are listed or not, and LLCs
are often related as private companies.

4.1.Active shareholdersin public limited liability companies

Generally, sharehaddersdrights in PLLCs (dioni |o Krugtvo) are divided into management and

property rights [Barbi . 2010, p. 521]. Management rights provide basic tods for active
sharehdlders. Those of particular interest are shareholdersdrights to participate in general meding
of the company and taking part in discussons, amending the agenda of the general meeting,
makingformd sharehoddersd  p sale gnile general meeting, and votingrights.

Thegeneral meetingis a central place for sharehddersto exercise their rights and to influence the
management of the company. The CA in art. 2741 explicitly provides that shareholders have the
right to participate in the general meeting of the company. Authors enphasize the right of the
sharehadders to request the management board to convene the general meeting. Thisrightis even
given to the minority shareholders who hold 5% ofshare cagpital or less (if thelower limitissetin
the statute of the company) [art. 2781 of CA]. Thus, if an activist shareholder holdsat least 5% of
share cagpital, it shall be able to convene the general meding. It is self-understood that once the
general meeting is convened, shareholders have the right to partake in dscussons regarding
variousdecisionsonagenda[ Llinovil -Herc, Has ,ip. 51].

Also, sharehadlders have the right to propose and amend the agendaof the genera meding. The
CA gave thisright to minornty sharehdders as well [art. 2782 of CA]. When making apropacsal,
sharehaders must accompany it with explanationsand a propasal of thedecision. It is possible for
activist shareholders to simultaneously request the convening of the general meeting and to
propase the agendaof what shoud bediscussd [Barbi ,12010, p. 109]. The significance of this
rightis clea asthe CA in article 2804 provides that general meeting cannotdiscuss isaues which
are not putonthe agendaof the general meeting.

Further, active sharehdders have the right to make formal shareholdersd proposals regarding the
decisionsdiscussd, either before the general meeting is convened or at the general meseting [art.

2821 of CA]. It acually meansthat the shareholder who makes the propasal calls for a diff erent
decision than the one suggested (usually) by the management board. Shareholdersb propasals are
an important tool given to sharehddersin orcer to influence the management of the company. Of
course, whether a propasal shall be accepted depends on the voting of the sharehdders at the
general meeting. Such propaals shoud be viewed as constructive for the company, butthereisa
very interesting finding that stock market reacs negatively when a shareholder @paosal occurs
[Cziraki, Renneboog, Szilagyi, 2015, p. 139]. The reasons are that it raises concerns for the
companyd performance and existence of corporate governance issues.

Theright to vote is the fundamental right of ead sharehadder. Every share gives to its sharehd der
the right to vote at the general meding [art 1691 of CA], except preferred shares without the
voting right [art 1692 of CA]. Voting rights are tied with the amount of share cgpital which a
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shareholder has invested into the company [Barbi ,12010,p. 545]. Although voting for or against
thepropased decision at the general medingis a fipassveo form of adivism, it can be astrongtool
to influence the corporate governance of the company, especially if the shareholder hads a
majority block of shares. Authors adknowledge various medanisms which active shareholders
can enploy in order to gather necessary votes such as shareholder agreemaets, enpty voting and
other.

Sharehadders have the right to choase the supervisory board in a two-tier [art. 2561 of CA], and
nonexeautive managers in a one-tier system [art. 272¢/1 of CA]. The eledionis usually doneat
the general meeting. However, certain sharehdders can have the right to directly chocse up to a
third of mentbers of the supervisory board [art. 2563 and art. 272¢/1 of CA]. Further, as the
supervisory board choaoses the menbers of the management board/exeautive officers [art. 2441
and art. 2721/1 of CA], sharehadlders can influence the choice of managers as well. By having this
right, active shareholders can more effedively monitor the business performance of the company
and indirectly influence its management.

To conclude, AlFs as active sharehadldersin Croatian PLLCs can use variousmedianisms in order
to influence the corporate governance of the company. These medanisms are in line with
comparative solutions, especialy with company laws of other EU Member States.

4.2.Active shareholdersin limited liability companies

Croatian LLCs (drugvo sograni  In@nodgovornod u) equity instruments cannotbelisted onthe
stock-exchange market Their investors do not have a fishare, ©ut a fAunitdo which gives them
similar rights as shares do to sharehdders. Authorsshall refer to them as unitholders.
Unitholdersd rights resemble the ones described for shareholders. However, there are some
fundamental differences. They primarily stem from the basic features of the LLCs, which are
construed as companies with simpler and more elastic organizational structure, and some basic
unitholdersorights are left to autonomousregulation within the company. A crucial differenceis
that organsof the company are in ahierarchy, where the general meeting and thusthe unitholders
are at thetop [Barbi ,i2013, p. 7]. Beaing this in mind, authors shall further discuss the most
relevant management rights for AlFs, whichare active shareholders.

Unitholders as sharehdders have theright to participate at the general meeting and to partake in
discussons. Decisionscan be made in writing, even without convening the general meding if all
unitholders give their consent to such a modus ofdeciding [art 440’1 of CA]. This spe&ks ofless
formd requirements in functioning of general medings. The biggest difference is that the genera
medingisthefirst in the hierarchy of organs. This meansthat the unitholdersddecision brought at
the general meetingis binding for the management board [art. 427/1 of CA]. In other words, AlFs
as unitholders can directly influence the management board by making obligatory decisions, at
least those who fall under thejurisdiction of the general meeting.

Thevotingrights of untholders are arranged dfferently than those of shareholders. Every 200.00
Croatian kunaof groundcapital gives the right to onevote [art. 4452 of CA]. However, voting
rights can be organized differently, providing that ead untholder has at least one vote and that
such an arrangement is provided in the memorandum of association [art. 4453 of CA]. In other
words, AlIF as a unitholder can negotiate for higher voting rights, for veto power or other
privileges, even as a minority unitholder [Barbi ,12013, p. 267].

After 2012, Croatian legislature introduced the smple LLC as a subcategory of the LLC. Even
thowgh there are some differences, unitholders can employ the same techniques to actively
influence the corporate governance asin the LLCs.
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To conclude, AlFs as unitholders can have an easier access to the management of the company
and theinfluence on the management board can be donewith less formal requirements. Also, there
isnorisk of negative perception by the public if for e.g. AIF makes aformd shareholder propasal
at the general meeting. The main advantage is that there is a higher degree of autonomy where
AlFs can bargain for abetter pasition within the company.

5.CROATIAN AIFsASSHAREHOLDERS

According to the pulicly available data on the website of the Croatian Financia Supervisory
Agency (September 2016),the Croatian AIF market consists of 14 AIFMs who manage 30 AlFs.
Authorsconducted researcch among AIFM s by compili ng a questionnaire. Questionswere divided
into 5 groups: choice of portfolio company, modusof entering, activism in the company, time
period of investments, and exit strategies. Research was limited to equity investments, excluding
the influence which AIF can exercise through derivative positions, share loan agreements, enpty
voting, and aher techniques.

Out of 12 receved answers, 2 were not taken into accountasthe AlFsinvested in bondsonly, and
additional 2 because the answers did not concern the AlFs under management but rather a general
standpant of the managers in question. Thus, the final sample consisted of 8 answered
questionraires, which covered around % of AlFsin Craatiawhoinvest in equity.

In choasing the target company, AIFMs were asked about the most important risks of investment
they were taking into acount before investing. Among variousrisks offered, in thefirst place is
therisk that the management board of the target company is not a goodteam All AIFMs chose
thisrisk, which loudy speaks of its importance The risk of inadequate exit strategy cane in the
secndplace Thefirst two are followed closely by therisk of loss of the entire investment, risk of
competiti on, risk that the company will fail to adapt itsideato the market, risk of transparency and
acaracy of information and financial reports of the target company, risk of change of the legal
and tax system, risk of change of circumstances on global, regional andlocal market and aher.
As for the modusof entering, AIFMs were asked about the threshdd of equity investment. 5 of
them answered that their AlFsreman minority sharehaddersin the portfolio company. Thesefunds
are careful not to cross the threshold for takeover of the company (25%plus onevoting shares).
Theremaining two dedared that they prefer the position of majority shareholders (venture capita
funds), while oneanswered that it depends on the particular company. This result is in line with
the comparative findings elaborated ealier in thetext.

AlFMs were questioned what legal form of portfolio companies they prefer. Only one answered
that LLCsare preferable as aportfolio company, regardless of its moresimpl e structure that allows
more bargaining freedomto its unitholders. Thus, Croatian AIFMs dominantly opted for PLLCs
as their portfolio companies.

Regarding the perception of investment, all AIFMs answered that both the management boards
and the shareholders of target companies view the entering of AlFs in the company as being
pasitive. One AIFM even enphasized that they do not invest in the company if it is viewed
negatively by other sharehdders and management boards. Thus, Croatian AIFMs do not use a
hostil e approacdh in entering a company.

Asto theadivism, 7 of 8 AIFMs reported at least some form of influence which they exercisein
portfolio companies. All 7 reported that they consider that AlFs as shareholders shoud have an
active role in thecompaniesin which they invest. Themain reasonsfor activism arethepraotedion
of investment and interest of the investors of AlFs. Some of them mentioned the improvement of
corporate governance and influence on important business decisions of portfolio companies as
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goals, which means that managers view activism as a tool for gaining some degree of control in
the portfolio company. AIFMs were offered a selection of actionstypical for adive sharehdders.
Authorsanalyzed their answersin thefollowing table.

Table 1: Activism by Croatian AIFM

Nominatiorv/selection of menbers of the supervisory board 87,5 %
Personal attendance in patfolio companies 87,5 %
Telephane conversationswith the management of portfolio companies 87,5 %
Forming business stratagies of portfolio companies 75 %

Business monitoring of portfolio companies 75 %

Nomination of menbers of the management board 62,5 %
Supportin managing portfolio companies 62,5 %
Reoommendationsin selection ofthe management 62,5 %
Makingformd sharehodersd  p sale gbtle general meeting 62,5 %
Help with aaquiring financial means 62,5 %
Giving financial supportto poitfolio companies 37,5 %

Importantly, all 7 actve AIFMs hghlighted the importance of their representation in the
supervisory board. In relation to their right to make forma shareholdersd propasals, some even
pointed outthat they avoid situationsin which that would benecessary, as their goal isto achieve
influence through the supervisory board. Neelless to say, if AIFMs are represented in the
supervisory board, they can diredly influence the election of the management board, which
represents the highest form of influence on the management of the portfolio company.

When influencing the nomination of members of the management board, 62.5%answered that it
Is important to select an expert from thefield of business of the portfolio company. Interestingly,
oneanswered they would optfor afinancial expert, while one for a cross-sector expert who could
cast a new perspective on the management of the company. Asto thetime period of investment, it
Is often emphasized that while traditi onal investorsaim towardslong-term, AlFs prefer short-term
investments. However, recent studies show that the average time period of investment for AIFsin
portfolio company is two yeas [AIMA, Simmons& Simmons, 2015, p. 40]. Croatian AIFMs
declaed that their period ofinvestment ranges from 3 to 7 yeas. This demonstrates that Croatian
AlFs have even longer time periodsof investment that onthe comparative level. For private equity
fundscomparative data show that the time period of investment is much longer, ranging from 5 to
even 10 yeas[Kaplan, Str thberg, 2015, p. 499]. Croatian private equity fundsfoll ow this trend,
as their managers report that the time period ofinvestmentsis on average between 5and 7yeas.
AlFMswere questioned if they have some predefined mechanismsto proted their interest if during
theinvestment theportfoli o company failsto achieve business objectives. Only 4 AlFMs answered
confirmatively. There are three main mechanisms equally represented. These are the change of
management of the portfolio company, higher influence on the business strategy of the
management, and earlier exit from the investment. As for the exit strategy, 87.5 % of AIFMs
reported the sale of shares privately or in the open market astheir exit strategy. Thisisin linewith
the comparative study that shows that the sale of shares in the open market forms almost two-
thirds of AlFs exits [AIMA, Simmons& Simmons, 2015, p. 41]. Only one AIFM reported
liquidation and ane AIFM reported division/merger of the portfolio company as an exit strategy.
To conclude, Croatian AIFMs, which participated in this reseach, showed a high degree of
sharehaddersbactivism. Even 7 out of 8 declared some type of adivism in the portfolio company.
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However, authorshighli ght that these results shoud beinterpreted in light of thefact that 5 outof

8 analyzed questionmaires belong to AIFMs who govern private equity/venture cegpital funds,
which are known for their active involvement in portfolio companies. Interestingly, the prevailing
opinion of the practice and of public perception is that Croatian AlFs are usually passive
sharehadlders. In thisregard, the results of this research are somewhat surprising. To interpret them
corredly oneshoud bea in mindthat this research covered only aroundhalf of equity investments
by Croatian AlFs, and that within that half most of them fall into the category of private
equity/venture capital fundsindustry, which is by default known for a high degree of sharehodersd
activism.

6. CONCLUSION

In this article, authors contributed to the comparative studies of AIFS fctivism in portfolio

companies by condicting reseach among the Croatian AIFMs. As to the authorsd knowledge, it
is the first reseach of this type in Croatia. Comparative studies repeaedly report that AlFs are
significantly the more adive shareholders in portfolio companies than traditional institutiona
investors. According to this research, Croatian AlFs follow this trend. The majority of AlFs are
caeful not to cross the threshad for takeover of the company, but nevertheless enploy
medianisms of influence. Statistically spe&ing, investments are predominately made in PLLCs.
As to the types of actions, Croatian AlIFs reported a fipassved or a rather traditional form of
activism. The most important tool Croatian AlFs use is the nominatior/selection of the members
of the supervisory board. Through that, AIFs can actively control and directly influence the
management of the portfolio company, especidly by electon of the management board. A dired
access to the management of the company renders other shareholdersd mechanisms as rather
superfluous, such as convening the general meeting, amending the agenda, sharehaddersdpropasals
and other. It seens that Croatian AlFs have even longer time periods of investment that on the
comparative level, excluding private equity funds. As this reseach did not analyze long-term
consequences of AlFs activism, it is difficult to say whether adivist mechanisms enployed by
Croatian AlFs represent a good exanple of corparate governance. It is clea that AIFMs view
active involvement in portfolio companies from the aspect of protecting the interest of their
investors, however, it is indicaing that some AIFMs reported that in the case that a portfolio
company is not doing well, they would try to influence the business strategy and management of
the company. Presumably, they would do so in order to improve the companyd svelfare, which
would have a positive effed on bath the company and sharehadlders. This would certainly bethe
case wheretheinterests of AIF (onthe onehand) and the company and sharehd ders (on the other)
are aigned. Other scenarios may creat more complex situations. Camplexity arises from thefaa
that AIF as a sharehdder has theduty to ad in favor of the portfolio company, whil e at the same
timeit hasalegal obligationto act intheinterest of AlFsdinvestors.

ACKNOWLEDGEMENT:

1. This paper hasbeen suppated in part by the Croatian Science Foundaion project no. 9366
A kegal Aspects of Corporate Acquisitionsand KnowledgeDriven CompanesdRestructuringo and
in part by the University of Rijeka project no. 13.08.1.2.01fiProtection of beneficiary on the
Croatian andEuropean financial services marke

2. Theviewsand opnionsof the author expressed in this article are personal views and opnions
of theauthor and do noteflect the views of the Croatian Finarncial Services Supervisory Agency.

244



18" International Sientific Gonference on Economic and Sacial Development ¢
6Building Resilient Saciety¢ ¢ Zagreb, Qroatia, 9-10 December 2016

LITERATURE:

1. Act on Open-Ended Investment Fundswith aPublic Offering. 2016.O0fficial Gazette 44/16.

2. AIMA, Simmons& Simmons. (2015). Unlocking value: the role of activist alternative
investment managers. Retrieved 5.10.2016 from
http://www.sharehad derforum.com/accessLibrary/20150223 AIMA..pdf.

3. Alternative Investment FundsAct. 2013. Official Gazette 16/13, 14314.

4. Barbi ,1J. (2010).Pravo dru¢tava, Drugtva kapitala: Dioni| & drugtvo (fifth edition). Zagreb:
Organizator.

5. Barbi ,1J. (2013). Pravo drugtava, Drudtva kapitala: Drug¢tvo s ograni Inam odgovornog u
(sixth edition). Zagreb: Organizator.

6. Bedht, M., Franks, J., Grant, J. (2010).Hedge fund Activism in Europe. ECGI Working Paper
Series in Fnance. Retrieved 20.10.2016from http://www.ecgi.org/tcgd/201Ydocume nts/Bedht-
Franks- Grant%20Hedge%20Fund%2DActivism%20n%2Europe%202010.pdf.

7. Bedt, M., Franks, J., Mayer, C., Ross, S. (2015).Returnsto Shareholder Activism: Evidence
from a Clinicd Study of the Hermes UK Focus Fund. In W. W., Bratton, J. A., McCahery (ed.),
Institutional Investor Activism Hedge Fundsand Private Equity, Econamics and Regul ation (pp.
223260).0xford: Oxford University Press.

8. Brav, A, Jang, W, Kim, H. (2012). Hedge fund activism. In P, Athanassou (ed.), Research
Handbook on Hedge Funds, Private Equity and Alternative Investments (pp.195217).
Cheltenham; Northampton: Edward Elgar.

9. Brav, A., Jang, W., Partnoy, F., Thomas, R. S. (2015). Hedge Fund Activism, Corpogete
Governance, and Firm Performance. In W. W., Bratton, J. A., McCahery (ed.), Ingtitutional
Investor Activism Hedge Fundsand Private Equity, Econamics and Regulation (pp. 261-304).
Oxford: Oxford University Press

10. ¢elik, S, Isakson, M. (2013). Institutional investors and ownership engagement. OECD
Journdl: Finarcial Market Trends, 2013 (no. 2), pp.3113.

11. Clifford, C. (2006).Value Creation or Destruction? Hedge Fundsas Shareholder Activists.
Journal of Corporate Finance, 2008 (no4), pp. 33-336.

12. Coffeg J. C. Hedge Fund Activism: What do we Know red not Know? In W. W., Bratton, J.
A., McCahery (ed.), Ingtitutional Investor Activism Hedge Fundsand Private Equity, Econamics
andRegulation (pp. 694706). Oxford: Oxford University Press

13. Canpanies Act. 1993.0fficial Gazette 111/93, 3499, 121/99, 3/00, 11803, 107/07, 14608,
13709, 15211, 11/12, 144/12, 6813, 110/15.

14. Czraki, P., Renneboog, L., Szilagyi, P. G. (2015). Sharehdder adivism through praxy
propasals. the European perspective. In W. W., Bratton, J. A., McCahery (ed.), Institutional
Investor Activism Hedge Fundsand Private Equity, Econamics and Regulation (pp. 105-145).
Oxford: Oxford University Press

1 5 . lindvilrHerc, E, Grkovi ,IN. (2013).Povijesni razvoj i pravni izvori. INE,  linavil -Herc
(ed.), Pravno urelenje UCITS fondova na tr igu kapitala (pp.23102). Rijeka: Pravni fakultet
Sveul ighu Rijeci.

1 6 . lindvilrHerc, E., Has ,i T. (2011). Sudelovanje dioni Iraau radu glavne skupdine
dion Kog drugva prema noveli zakona o trgova kim drugvima. Zbornik pravnog fakulteta
Sveul iliga uRijjeci, 2011 (no. 32), pp.1371.

17. Directive 201161/EU of the European Parliament and of the Courtil of 8 June 2011 0on
Alternative Investment FundManagers andamending Diredives 200341/EC and 200965EC and
Regulations(EC) No 10602009and (EU) No 10932010,0JL 174, 1.7.2011, dLi 73.

245



18" International Sientific Gonference on Economic and Sacial Development ¢
6Building Resilient Saciety¢ ¢ Zagreb, Qroatia, 9-10 December 2016

18.Gillian, S, L, Starks, L, T. (2007).Theevolution of sharehader adivism in the United States,
Journal of Applied Caporate Finance, 2007 (no. 1), pp. 5-73.

19. Kahan, M, Rock, E, B. (2007).Hedge fundsin corparate governance and corporate control.
University of Pennsylvania Law Review, 2007 (no. 5), pp. 1021093.

20.Kaplan, S. N., Str thberg, P. (2015).Leveraged Buyouts and Private Equity. In W. W., Bratton,
J. A., McCahery (ed.), Ingtitutional Investor Activism Hedge Funds and Private Equity,
EconamicsandRegulation (pp. 492516).Oxford: Oxford University Press

21. Klein, A., Zur, E. (2008). Entrepreneurial Sharehdder Activism: Hedge Funds and Other
Private Investors, ECGI Working Paper Series in Finance No. 140/2006. Retrieved 20.10.2016.
from https://archive.nyu.edubitstreani245127453¥2/SSRN-id913362.pdf.

22. Seretakis, A. (2013).Tamingthe Locusts? Embattled Hedge Fundsin the EU. NYU Journal of
Law & Business, 2013 (no.10), pp. Bt153.

23. Stowell, D. P. (2013). Shaehdder Activism and Impact on Corporations (second edition).
Oxford: Elsevier.

246








