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ABSTRACT 
Multi-period differences of technical and financial performances are analysed by comparing fiv e 

North African   railways over the period (1990-2004). 

Our approach is based on the Malmquist DEA TFP index for measuring the total factors 

productivity change, decomposed into technical efficiency change and technological changes. 

This method provides complementary detailed information, especially by discriminating the 

technological and management progresses by Malmquist. 

Keywords: Case Study, Malmquist DEA TFP (The total productivity of the factors)  index, North 

African railways, Multiple Periods Performance analysis 

 
1. INTRODUCTION 

Conceived to be the vector of the strategies of economic development, the African railway 
companies became a factor of exasperation in the economic and financial crisis that shakes some 

African States. The analysis of the terrestrial transport policy in most African countries emphasizes 

an absence of planning. With the result that the configuration of the infrastructures of transport in 

Africa produces serious problems in the economic and social development coordination and in 

means of transport as well. 

 
So, the evaluation and the measurement of public utilities presented by Estache and Kouassi [1], 

especiall y in the developing countries, became a crucial point in the open and liberal economies. 

Yet, there is a surprising lack of literature attempting to measure the eff iciency of operators in a 

way that would allow economic regulators to introduce explicit performance incentives in the 

regulation of the operators in African countries. 

 
The total productivity of the factors is well known in the economic literature and was the subject 

of several empirical evaluations, particularly on the public services in networks (Coelli and 

Perelman [2]) (Plane [3]). The analysis of the productivity contributes to provide a good base of 

information and thinking on the way in which the organizations are managed. From this point of 

view, this paper aims to measure the Northern African railways performance. 

 
Within the framework of liberalization and privatisation, this measurement can help the regulator 

catching a global idea about what to improve at the level of networks performance (Estache et al. 

[4]). 

 
The approach we follow wil l be based on the Malmquist index (Estache et al. [5]) in order to 

compare the networks productivities. 

mailto:sabrikarimprof@gmail.com
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2. BACKGROUND OF THE NORTHERN AFRICAN RAI LWAYS 

 
2.1. In Algeria 
The rail network is managed by the National Company of the Railroad Transports (Soci®t® 

Nationale des Transports Ferroviaires: SNTF). It consists of 3.973 km of lines of which 2.888 km 

present a normal gauge (1435 mm) and 1085 km a narrow spacing (1055 mm). This network is 

third in km for Africa after the South African and the Egyptian network. But it remains insufficient 

for the country economic needs. Mainly inherited from the colonial time, it is primaril y made up 

of lines with normal way and narrow gauge railway. The mining line, connecting the mines of 

Ouenza to the town of Annaba (300 km), is the only one electrified. The network comprises 400 

km of double tracks ways focused on the north of country. 

 
The structure of the network followed the development and the localization of the population, the 

industry and the mining sources. The crossing ways in the stations are short and do not allow 

putting into circulation long trains, while the systems of signalisation and telecommunications are 

decayed and do not allow a modern exploitation. Algeria intends to open the rail road transport with 

the private sector under a mode of concession. It is envisaged to stop the monopoly of the SNTF 

on the rail , which is the only transport sector still avoiding competition, since the road transport 

was opened to the private sector in 1988, the maritime transport and air in 1998. The general trend 

of privatisation in Northern Africa wil l give an opportunity to delegate the exploitation of the 

national rail network to one or more companies under the concession mode. The opening of the 

railroad transport to competition is justified by the fact that the monopoly of the State involved a 

constant reduction in the performances of this means of transport and a systematic recourse to the 

Treasury for its financing. The private sector should have the load of a rehabili tation and 

development of the rail network. 

 
2.2. In L ibya 
The railway mode is not yet existent in Libya; the road ensures the totality of the carriage of goods 

and passengers. Two national companies operate in the sector, one for the transport of long distance 

and the other committed in the connections between the cities. Transport by taxi is also used for 

short and average distance. 

 
2.3. In Morocco 
Railroads in Morocco are managed by the National office of the Rail roads (Off ice National des 

Chemins de Fer ONCF), a publicly owned establishment with a financial autonomy. ONCF 

exploits 1.907 km of lines that consti tute the national network, of which 1.003 km are electrified 

and 370 km have a double track. This network is composed of a principal line connecting 

Marrakech to the south to Oujda on the Morocco - Algeria border, with ramifications towards 

Tangier in North and the zones of exploitation of phosphates and some large ports. Since the end 

of the decade 80, ONCF undertook the realization of a vast programme of modernization of the 

network related to the reorganization of some stations, the renewal of ways and the installation of 

telecommunications and signalisation, in order to offer a service of quality to its customers. 
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2.4. In Mauri tania 
For forwarding iron since its place of extraction to its place of transformation and export, the 

Mauritanian State financed the construction of a railway line of 670 kilometres length with a single 

track between the field of Fderik and the Nouadhibou port. Six convoys of 220 coaches (2000 tons 

per convoy) circulate each day since the opening of the line in 1963. It is the l 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 

perfectly, since it is out of question to stop the trade of iron, only assistance and source of income 

for the economy in crisis times. Since ten years, the Industrial and Mining National Company, first 

company of the country, held up to 80 % by the State, and which manages all the mining dies from 

the mine to the port, follows a policy of diversification of its activities. The train also 

accommodates several coaches intended for the transport of the passengers. Due to the lack of 

reliable available data, the Mauritanian network wil l not participate to our study. 

 
2.5. In Tunisia 
The overall length of the network is of 2.186 km, of which nearly 1862 km are currently in 

exploitation. The network presents a majority of metric gauge (1.687 km), except for the line Tunis- 

Ghardimaou (trans-Maghreb) on 471 km length and for its antennas (116 km) that present normal 

gauge. Owing to the fact that the majority of the lines converge towards Tunis, this difference in 

gauge does not seem to constitute, for the moment, a major handicap for the exploitation. But if 

the Maghrebian network were to develop (towards Libya), the difference in gauge could constitute 

a serious handicap. 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 the frontier mining zones are connected 

to the large poles of activity and ports located on the li ttoral zone. 

The railway activity is managed by two public operators: The National Company of the Tunisian 

Railroads (Soci®t® Nationale des Chemins de Fer Tunisiens: SNCFT), publicly-owned 

establishment and the Company of the Leger Subway of Tunis (Soci®t® du M®tro L®ger de Tunis: 

SMLT) specialized in the urban rail road transport by subway in large Tunis. 135 km of railway 

line present double tracks and only 65 km are electrified. 

 
2.6. In Egypt 
The first railway buil t in Africa was done in Egypt in 1853. The idea of building a railway goes 

back to 1833 when Mohamed Ali consulted his Scottish chief engineer, T. Gallway, about building 

a road between Suez and Ain Shames to become the link between Europe and India. Mohamed Ali 

started initiating the project as he bought the rails in order to start building the road and the stations. 

However, France was able to prevent this from happening because the French government wanted 

to substitute this project with building a canal between the Red and the Mediterranean Seas. 

Mohamed Ali found himself shattered between the two ideas, so he refused to carry out any of 

them. When Mohamed Ali died in 1849, England wrote to his successor, Abass Helmy I, asking 

him to build a railway in Egypt. He agreed and he signed a contract with Robert Stephenson, on 

the 12th of June in1851. 

 
The contract asserted that the work should start in September of the same year and that Stephenson 

should be responsible for all the matters of the project. The first railway route in Egypt was buil t 

in 1854, between Alexandria and Kafer Eassa, and it reached Cairo in 1856. In 1858, the route 

between Cairo and Suez was built , but it was taken off in the year 1878 after digging the Suez 

Canal. A new route was buil t in 1867 to connect Cairo with southern Egypt and Imbaba Bridge 
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was buil t in 1891 to enable the trains to pass over the Nile near Cairo. And from this point on, the 

railway has become one of the most important means of transportation in Egypt. You 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 on the railway service to travel all over Egypt. 

 
Today, the Egyptian Railway is made up of 4,900 kilometres of train tracks, traversed by 1,315 

cars daily and servicing an estimated 2.28 million passengers. Its cargo fleet transports some 35,000 

tons of commodities daily. 
 

3. A COMPARISON OF PRODUCTIV ITIES OF THE RAI LW AYS NETWORKS BASED 

ON THE INDEX OF MALMQUIST 
Table 1 presents the differences in the size of the railways, expressed in line kilometers. So we can 

notice that Egypt network is, according this classification, the largest one with 4974 Km. In the 

second place, we have Algeria followed by Tunisia and finall y Morocco comes in the last place 

with 1905 Km. We can explain this difference by the area of each country and by goals of 

colonization. We shall see that the ranking by productivity does not reflect this size ranking of 

networks. 

 
TABLE  1. Size of railways expressed in line kilometers 

 

ALGERIA EGYPT MOROCCO TUNISIA 

  SNTF  ENR  ONCF  SNCFT   

Mean Line Km  4124 4974 1905 2133 

Ranks 2nd 1st 4th 3rd 
 

*Source : UIC (lôUnion internationale des chemins de fer) 

 
3.1. Methodology of the Malmquist index analysis 

 
We wil l begin our analysis by having recourse to the index of Malmquist (Fªre et al. [6]). One can 

read a description of this index in ñA Primer on Efficiency Measurement for Util ities and Transport 

Regulators" (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 

common technology (the efficient frontier of production). The Malmquist index of variation of TFP 

(directed in input) between period 0 (the basic period) and period 1 (by using the technology of 

period 1 as technology of reference) is defined by: 

TFP1/TFP0 = D1 (Y0, X0) / D1 (Y1, X1), (1) 

Where the notation Dt (Xs, Ys) represents the distance between the observation of the period S 

and the technology of the period T, and XS and YS are respectively the input and the output in 

period S. 

 
A value of this ratio in (1) higher than 1 wil l mean an improvement 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 years period (1990 to 2004). This method wil l allow us to know 

the origins of the positive or negative evolutions of the total productivity of the operators with a 

splitti ng into a technological change and a change of eff iciency. The last component often reflects 

the improvement of management within each network and the first one comes from the innovation 

(new investments). 

 
In this same quoted reference and using Fªre et al. [8]), we read that the Malmquist productivity 

index is defined as the geometric mean of two indices, namely an index evaluated in connection 

with technology of period 1 and another in connection with the technology of period 0. We obtain 

then: 

 
TFP1/TFP0 = [D1 (Y0, X0)/D1 (Y1, X1) * D0 (Y0, X0)/D0 (Y1, X1)]  0.5 (2) 

 
We can also transform (2) in (3): 

 
TFP1/TFP0 = D0(Y0,X0)/ D1(Y1,X1) [ D1 (Y0,X0)/D0(Y0,X0) * D1(Y1,X1) /D0(Y1,X1)]  0.5 (3) 

 
The ratio outside the brackets of (3) measures the change in the input-oriented measure of technical 

eff iciency between the periods 0 and 1. The remaining part of the index in the equation is a measure 

of technical change, i.e. the geometric mean of the technical change between the two periods, 

evaluated with the observations of periods 0 and 1. 

 
3.2. Presentation of data and choice of vari ables 
Table 2 gathers all the data available for the analysis, concerning the railways operators in the four 

North African countries during the period 1990-2004. As output, we chose ñpassengers- 

kilometresò and ç ton-kilometers è (A. M. Mbangala [9]). We could have chosen for example the 

sales turnover that reflects the sold production of the operators. But several problems remaining 

about the availability of reliable data and diversity of the countable standards in each country 

encouraged us to avoid this kind of output.  Equipment (total number of coaches and wagons) and 

railway employees are the input variables. We notice the absence of Sudan and Mauritania in this 

presentation due to a lack of reliabil ity with their data. 
 
 
 
 
 
 
 
 
 
 
 

 
Table following on the next page 
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TABLE 2. Inputs and outputs of the Malmquist DEA TFP index analysis 
(Continues on the next page) 

 
  Outputs  Inputs   

 

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 10911 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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Tunisia 
 

1990 
 

1858880 
 

1019000 
 

5343 
 

9636 
 1991 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®t® Nationale des Transports Ferroviaires (SNTF), 

Morocco: Off ice National des Chemins de fer (ONCF), 

Egypt: Egyptian National Railways (ENR), 
Tunisia: Soci®t® Nationale des Chemins de Fer Tunisiens (SNCFT), 

UIC: lôUnion internationale des chemins de fer 

 
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% over the period 1990-2004 -We have converted the indices in 

growth rates-. The decomposition of this rate shows that this growth comes primaril y from the 

column ótechnological progressô which reflects the development of the investment level in the 

railways sector. This change is mainly due to the investment in equipment. Technological progress 

takes part at a rate of 4.4% in the growth rate. The remaining effect is negative ( - 1.2%) issued 

from the column óchange of the technical eff iciencyô that assesses the evolution of the management 

in this sector. So we can conclude that North African railways are very ineff icient like a majority 

of state-owned enterprises (SOE) in developing countries. It is diff icult to interpret the evolutions 

year per year since meaningful tendencies cannot be detected. 
 
 
 
 
 
 
 

 
Table following on the next page 
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TABLE 3. The mean productivity changes of the North Afr ican railways from 1990 to 2004 
 

MALMQUIST INDEX SUMMARY OF ANNUAL MEANS, converted in growths rates1
 

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 Kar im Sabri  from DEAP-XP. 

 

TABLE 4. The productivity changes of the North Afr ica railways of 1990 to 2004 by countr ies 
 

MALMQUIST INDEX SUMMARY OF networks MEANS converted in growths rates 

Sector  Eff iciency change Technological 

change 

Total factors 

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 Kar im Sabri  from DEAP-XP. 

 
*  Note that all Malmquist index averages are geometric means 

 

The second table ñMALMQUIST INDEX SUMMARY OF NETWORK MEANSò indicates for 

each year, which network contributed more (or less) than others into the improvement of 

productivity. Thus we can confirm that Tunisia comes at the head of the ranking while contributing 

at a rate of 4.7% to the total growth rate, followed by Morocco that presents 4.1%, and then comes 

Egypt in third position with a rate of 3.8% and in last position Algeria shows the very weak rate of 

0.1%. We can notice for all operators that the rates of the Technological column are higher than 

those of the Effectiveness column, which confirms that the annual total growth rate results 

primarily from the technical progress that reflects investment in the railway sector, and that to the 

detriment of the management change. According to these average productivities growths of table 

4, we can rank the countries railway performances as follows: 
 

Tunisia: 1st (+4.7%); Morocco: 2nd (+4.1%); Egypt 3rd (+3.8%); Algeria: 4th (0.1%). 
 
 
 

 
1 Let us recall  that indexes are f.i. for the last line 0.988 and 1.044 producing by multiplication: 1.032, thus 3.2% of growth decomposed into - 

1.2% and 4.4%. Thus the figures of the last column can be obtained sometimes by an addition as an approximation. 
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We can also compare this ranking to the first ranking made by size (table1). The size of network 

canôt indeed give a good evaluation of the company productivities (table 5). 

 
TABLE 5. The compared ranking of the Nor th Africa railways from 1990 to 2004 

by size and productivities (Malmquist index) 
 

Ranks 1st 2nd 3rd 4th
 

Size ranking Egypt Algeria Tunisia Morocco 

Malmquist index ranking Tunisia Morocco Egypt Algeria 

Source : by karim sabri. 

 
5. CONCLUSION 
In general, we can confirm that all the networks analysed in this paper, li ke the majority of the 

publi c companies in the developing countries, have to do much effort to improve their performance 

mainly in management. For J.Nellis [10], many African state-owned enterprises (SOEs), 

particularly those working in infrastructure, have a long history of poor performance. The reasons 

for the heavy African reliance on SOEs, and their unsatisfactory performance, are several. The 

failure of the African States in this respect gave rise to a reform approach relying much more 

heavily on private sector participation and ownership (Nellis [11]). 
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ABSTRACT 

Demographic processes observed in the EU countries constitute a challenge for their labour 

markets, causing decline in labour force and increase in share of elderly. The paper presents a 

research thesis that the changes observed in population age structure may significantly impact the 

supply side of the labour market (supply of labour force) in a multifaceted way and with a changing 

dynamics in individual countries. Applied quantitative and qualitative analyses were conducted 

based on data from Eurostat statistical databases with the use of demographic projections. 

Absolute increases of dynamics and indicators (single base) were the methods used for time series 

changes. The temporal scope of the analyses was largely determined by data accessibili ty. 

Keywords: Labour force, population ageing, demographic structure 

 
1. INTRODUCTION 

The process of population ageing refers to almost all countries of the European Union and is 

perceived as one of the most important phenomena from the perspective of the economy and 

principles of li fe in society. This process is most affected by the decrease in the number of births. 

Such decrease causes the deepest changes in the proportion of the shares of the youngest and the 

oldest in population. A similar factor in vital statistics, which leads to longer li fe expectancy, is the 

decreased level of the mortalit y rate, especially 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, the labour market is mostly presented and investigated from the perspective 

of changing labour force, or labour supply. However we should bear in mind that in the economy 

all processes have to be examined in terms of mutual interactions. This also refers to studies of the 

impact of population ageing on the labour market, which is the aspect that has been addressed in 

this paper. The paper is a continuation of the research into consequences of demographic processes 

and their impact on labour markets in European Union countries (SkibiŒski, Sipa, 2015, SkibiŒski, 

2016). The subject of the current analysis is 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 countries. In view of the above, the aim of this publication is to present the impact of 

mailto:skibinskia@tlen.pl
mailto:monikasipa@gmail.com
mailto:okreglicka-pcz@wp.pl
mailto:okreglicka-pcz@wp.pl
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changes in the population age structure on potential labour force in the selected groups of EU 

countries. 
 

2. METHODOLOGY OF RESEARCH 

The quantitative and quali tative analyses applied herein were conducted using data from Eurostat 

Statistics databases, taking into account demographic projections. Methods of graph plotting 

points changes were used, such as absolute increases and dynamics indexes. The temporal scope 

of the analyses was to a large extent determined by data availabilit y. The year 1990 was chosen 

as the beginning of the period of temporal comparisons. In order to ill ustrate the differences in the 

increasing process of population ageing, the following groups of EU countries were selected for 

the research, taking into account the geographical aspect: Baltic countries - Lithuania, Latvia, 

Estonia, Visegrad group countries ï Poland, Czech Republic, Slovakia, Hungary, Balkan 

countries- Bulgaria, Croatia, Romania1. For each of the characteristics discussed, spatial 

comparisons were made, with a country as a comparison unit. 
 

3. THEORETICA L BACKGROUNDS 

Due to the dynamism of today's labour market, various aspects of its functioning, which are 

important in the context of both the situation in the foreseeable future and from the perspective of 

the position of various social groups and categories, are analysed. Previous labour market analyses 

have been focused on such basic categories as "the employed", "not economically active", and 

mostly "the unemployed", whose number often displays mismatch between the supply and demand 

sides of the labour market. However, in the context of occurring demographic processes, 

assessments of the situation on the labour market increasingly take into account what is important 

from the perspective of labour supply, i.e. the demographic aspect (Serban, 2012; Lee, 2003). 

Hence, the process of population ageing is receiving increasing attention, beyond discussions of 

researchers representing a wide range of scientific disciplines such demography, economics, social 

politics, medicine or sociology.  The issue is more and more often raised in politicians' speeches 

and public discussions. Europe is the oldest continent. What's more, in more and more European 

countries the increase in the number and percentage of older people is accompanied by the decrease 

in the number of working age people, i.e. potential labour force, which leads to increased old age 

dependency ratio (Kotowska, 2010, Borsh-Supan, 2003). Therefore, an ageing population and 

ageing workforce are a rather well recognised and documented fact among industrialised countries. 

During the last decade, a vast number of studies have been conducted to analyse the effects of the 

on going structural change.  The process of population ageing started first in Scandinavian and 

Western European countries, gradually covering countries in Southern Europe and Central Eastern 

Europe (Grundy, 1996).  Although currently we can observe convergences among these regions in 

this respect, the extent of the process of population ageing varies significantly by geographical 

area, which implicates numerous negative consequences, both economic and social ones. One of 

the most important economic consequences is undoubtedly shrinking and ageing of potential labour 
 

 
1 Romania is included in the group of the Balkan countries mainly on historical and cultural grounds, although a part of its territory 

is located on the Balkan Peninsula. 
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force2. Demographers stress that since 2000, population has been gradually losing its abilit y to 

reproduce through natural population growth (balance of births and deaths), and the increase in its 

size has been due to intensive migration flows (van de Kaa, 2004; J·Ŧwiak, 2013). According to 

Coenen and Galjaard, demographic trends can have direct implications for labour market throught 

three primary channels. These are labour supply, labour productivity, and labour demand (because 

of shifts in the structure of aggregate demand). It is generally recognized that ageing societies will 

face economic and social challenges. What wil l inevitably happen in the labour market is that the 

labour force wil l shrink as large numbers of workers retire and the characteristics of the labour 

markets change (Coenen and Galjaard, 2009) The current demographic situation is a consequence 

of processes that started, as was already mentioned, in mid-1960s in highly developed countries of 

Western Europe and Scandinavia, and in the 1990s in countries of Central and Eastern Europe (van 

de Kaa, 2001). Politi cal and ideological changes such as improvement of li ving conditions, 

development of modern technologies and medicine caused changes in several areas that impacted 

the demographic situation in these countries (Peretto, 1998). Mechanisms of the above-mentioned 

changes, along with their consequences, are described by, among other things, the concept of the 

second demographic transition, which is helpful in explaining the causes of the increasing process 

of population ageing. 
 

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

 
Marr iage - Fal l i n pr opor t i ons mar r i ed, r i se i n age at  fi r st mar r i age. 

- Rise i n cohabi t at i on ( pr e-  & post mar i t al ) , 

-   Ri se i n di vor ce, ear l i er di vor ce, 

- Decl i ne of r emar r i age f ol l owi ng bot h di vor ce and wi dowhood 

Fertility - Fur t her decl i ne i n f er t i l i t y vi a post ponement , i ncr easi ng mean age at f i r st  

par ent hood, st r uct ur al subr epl acement f er t i l i t y, 

- Eff i ci ent cont r acept i on ( except i ons i n speci fi c soci al gr oups) , 

- Risi ng ext r a- mar i t al f er t i l i t y, par ent hood wit hi n cohabi t at i on, 

- Risi ng def i ni t i ve chi l dl essness i n uni ons 

Soci eta l 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 t iple  lifestyles, open future  . 
 

The consequences of the currently observed demographic trends are and wil l be of fundamental 

importance for the future macroeconomic and social situation, especiall y for the labour market. At 
 

2 Labour force (labour supply). Working age population actively participating in the labour market. For the purpose of this 

analysis, the working age is from 15 to 64 (after Eurostat). 
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this point, it is necessary to highl ight the importance of migration for demographic processes. 

Migration processes can be also examined in the social and economic aspects. In the social context, 

migration has a demographic impact, not only by increasing the size of the population but also b y 

changing the age pyramid of receiving countries. Migrants trend to be more concentrated in the 

younger and economically active age groups compared with natives and therefore contribute to 

reduce dependency ratios (Borjas, 2014; Kaczmarczyk and Ok·lski 2008). On the other hand, in 

the economic context, migrants arrive with skill s and abil ities, and so supplement the stock of 

human capital of the host country. More specifically, evidence from the United States suggests that 

skilled immigrants contribute to boosting research and innovation, as well as technological 

progress (Hunt, 2010). What is the demographic situation in the countries analysed and what it can 

possibly mean for the supply side of the labour market - these questions wil l be addressed further 

in this paper. 
 

 
 

4. DEMOGRAPHIC CHANGES IN THE SELECTED COUNTRIES OF CENTRAL AND 

EASTERN EUROPE AND THEIR IMPACT ON POTENTIA L L ABOUR FORCE 
 

The population figure is a result of natural changes in the number of people (the number of li ve 

births decreased by the number of deaths) and net migration (the number of immigrants decreased 

by the number of emigrants and increased by statistical correction) (Holzer, 2003; Ok·lski, 2005). 

Let's look at selected demographic indicators presented in table 2. 
 

 
 
 
 
 
 
 
 

Table following on the next 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     Dynamics indicators 

Change in 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 28 475 187 771 487 250 522 503 170 618 508 293 358 518 499 055 522 945 539 102,5 101,0 102,9 
Bulgaria 8 767 308 8 190 876 7 421 766  7 202 198 6 478 705 5 477 666 93,4 97,0  76,0 
Czech R. 10 362 102 10 278 098 10 462 088 10 538 275 10 778 136 11 081 326 99,2 100,1 105,1 
Estonia 1 570 599 1 401 250 1 333 290  1 313 271 1 208 245 1 092 858 89,2 93,7  83,2 
Croatia 4 772 556 4 497 735 4 302 847  4 225 316 4 087 043 3 704 650 94,2 93,9  87,7 
Latvia 2 668 140 2 381 715 2 120 504  1 986 096 1 634 612 1 398 567 89,3 93,7  70,3 
Lithuania 3 693 708 3 512 074 3 141 976  2 921 262 2 201 947 1 835 498 95,1 92,9  62,8 
Hungary 10 374 823 10 221 644 10 014 324  9 855 571 9 679 364 9 165 291 96,5 98,4  93,0 
Poland 38 038 403 38 263 303 38 022 869 38 005 614 37 525 745 33 293 791 99,9 99,8  87,6 
Romania 23 211 395 22 455 485 20 294 683 19 870 647 19 003 562 17 440 757 87,4 97,9  87,7 
Slovakia 5 287 663 5 398 657 5 390 410  5 421 349 5 314 025 4 574 335 101,9 100,6  84,4 

Natural change of population 
EU 28 927 158 291 466 504 816  -135 183 -724 843 -1 410 446 31,4 -26,8 1043,4 
Bulgaria  -3 428 -41 408 -34 652  -44 167  -42 445 -33 019 1207,9 127,5  74,8 
Czech R.  1 398 -18 091  10 309   -409  -26 922 -28 096 -1294,1 -4,0 6869,4 
Estonia  2 773  -5 336  35   -1 336  -4 892  -4 129 -192,4 -3817,1 309,1 
Croatia  3 217  -6 500  -8 735  -16 702  -15 546 -16 795 -202,1 191,2 100,6 
Latvia  3 106 -11 903 -10 259   -6 499  -11 139  -5 015 -383,2 63,3  77,2 
Lithuania  17 108  -4 770 -11 444  -10 301  -16 389  -5 912 -27,9 90,0  57,4 
Hungary -19 983 -38 004 -40 121  -39 440  -36 281 -35 676 190,2 98,3  90,5 
Poland 157 377  10 321  34 822  -25 613 -122 044 -179 581 6,6 -73,6 701,1 
Romania  67 660 -21 299 -47 524  -75 655  -54 078 -64 967 -31,5 159,2  85,9 
Slovakia  25 370  2 427  6 965   1 776  -19 322 -35 876 9,6 25,5 -2020,0 

Net migration 
EU 28 721 368 833 111 769 568  1 897 836 1 244 057 1 036 681 106,7 246,6  54,6 
Bulgaria -94 611  0 -17 683   -4 247  -5,841  623 18,7 24,0 -14.7* 
Czech R. -58 893 -27 980  14 334   15 977  35 777  21 240 24,3 111,4 132,9 
Estonia  -5 623  -3 194  -3 665   4 009  -2 189  8 65,2 -109,4  0,2 
Croatia  6 406 -52 367  -4 255  -17 945  3 528  4 750 -66,4 421,7 -26,4 
Latvia -13 085 -16 428 -35 640  -10 640  -9 895  -1 272,4 29,8  9,4 
Lithuania  -8 848 -20 306 -77 944  -22 403  -21 066  5 880,9 28,7  0,1 
Hungary  18 313  16 658  11 519   14 354  20 936  14 014 62,9 124,6  97,6 
Poland -12 620 -19 669  5 027  -12 792  -903  11 566 -39,8 -254,5 -90,4 
Romania -86 781  -3 729 -48 100  -35 024  -24 656  2 397 55,4 72,8  -6,8 
Slovakia  -2 322 -22 301  -4 929   3 127  2 464  2 403 212,3 -63,4  76,8 

 

 

In the first period of analysis, i.e. 1990-2010, an increase in the total population figure was recorded 

only in Slovakia, mainly due to a positi ve birth rate. The other countries saw a decrease in the 

population figure. In the Czech Republic, Hungary and Poland, this decrease was mainly due to 

birth rate, whereas in Bulgaria, Estonia, Latvia, Lithuania, Croatia and Romania it resulted mostly 

from negative net migration. In the second period of analysis, i.e. 2010ï2015, an increase in 

population figure was recorded in the Czech Republic, where it was due to positi ve net migration, 

while in Slovakia it was caused by positi ve birth rate. As far as a decrease in the population figure 

is concerned, a clear impact of negative birth rate can be seen in Lithuania, Latvia, Estonia, 

Romania and Hungary. In the case of Poland and Croatia, apart from the impact of negative birth 

rate, there is also a clear impact of net migration. Demographic projections show that an increase 

in the population figure is expected in the Czech Republic by 2060, mainly due to positive net 

migration. The other countries are expected to record a fall in the total population figure, mainly 

due to negative birth rate. It can therefore be concluded that in countries with lower impact of 

http://ec.europa.eu/eurostat/data/database
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migration on an increase or decrease of the total population figure the process of increasing 

population ageing wil l intensify, in particular in Poland, Romania, Slovakia and Estonia, to a 

greater extent than in countries where net migration affects the change in the total population figure 

more significantly. Of importance here is certainly the median age of immigrants coming to EU 

countries.3 From the perspective of the labour market, it is important to analyse population structure 

by economic 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%]    Dynamics indicators  

      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  19,5  17,2  15,7  15,6  14,9  15,0 88,2 99,4  96,2 
Bulgaria  20,5  15,9  13,2  13,9  13,4  14,1 77,6 105,3  101,4 
Czech R.  21,7  16,6  14,3  15,2  14,7  15,4 76,5 106,3  101,3 
Estonia  22,3  17,9  15,1  16,0  14,7  15,2 80,3 106,0  95,0 
Croatia  :  :  15,4  14,7  14,4  14,0   : 95,5  95,2 
Latvia  21,4  18,0  14,2  15,0  14,2  16,3 84,1 105,6  108,7 
Lithuania  22,6  20,2  15,0  14,6  14,7  17,8 89,4 97,3  121,9 
Hungary  20,5  16,9  14,7  14,5  14,4  14,4 82,4 98,6  99,3 
Poland  25,3  19,8  15,3  15,0  13,7  13,0 78,3 98,0  86,7 
Romania  23,7  18,5  15,8  15,5  15,4  15,3 78,1 98,1  98,7 
Slovakia  25,5  19,8  15,5  15,3  12,9  11,5 77,6 98,7  75,2 

Percentage of working age population (15-64) 
EU 28  66,8  67,2  66,8  65,5  61,2  56,6 100,6 98,1  86,4 
Bulgaria  66,5  67,9  68,6  66,1  62,3  54,1 102,1 96,4  81,8 
Czech R.  65,8  69,6  70,4  67,0  63,1  56,3 105,8 95,2  84,0 
Estonia  66,1  67,2  67,5  65,2  61,1  54,7 101,7 96,6  83,9 
Croatia  :  :  66,8  66,5  61,5  56,5   : 99,6  85,0 
Latvia  66,8  67,2  67,7  65,6  60,4  55,5 100,6 96,9  84,6 
Lithuania  66,6  66,1  67,7  66,7  57,9  56,2 99,2 98,5  84,3 
Hungary  66,3  68,1  68,7  67,6  63,7  56,2 102,7 98,4  83,1 
Poland  64,7  68,1  71,1  69,6  63,7  54,1 105,3 97,9  77,7 
Romania  66,0  68,3  68,1  67,5  63,8  55,8 103,5 99,1  82,7 
Slovakia  64,2  68,8  72,1  70,7  65,7  53,3 107,2 98,1  75,4 

Percentage of population outside of working age (65+) 
EU 28  13,7  15,6  17,5  18,9  23,9  28,4 113,9 108,0  150,3 
Bulgaria  13,0  16,2  18,2  20,0  24,3  31,8 124,6 109,9  159,0 
Czech R.  12,5  13,8  15,3  17,8  22,2  28,3 110,4 116,3  159,0 
Estonia  11,6  14,9  17,4  18,8  24,2  30,0 128,4 108,0  159,6 
Croatia  :  :  17,8  18,8  24,1  29,5   : 105,6  156,9 
Latvia  11,8  14,8  18,1  19,4  25,3  28,3 125,4 107,2  145,9 
Lithuania  10,8  13,7  17,3  18,7  27,4  26,0 126,9 108,1  139,0 
Hungary  13,2  15,0  16,6  17,9  21,9  29,4 113,6 107,8  164,2 
Poland  10,0  12,1  13,6  15,4  22,6  32,9 121,0 113,2  213,6 
Romania  10,3  13,2  16,1  17,0  20,8  28,9 128,2 105,6  170,0 
Slovakia  13,7  15,6  17,5  18,9  21,4  35,1 113,9 108,0  185,7 

 

Analysing the data presented in table 3, a few important conclusions can 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 population in all the countries analysed. The biggest decrease was recorded in the 

Visegrad countries, except for Hungary and Balkan countries, whereas the lowest one in Baltic 
 

 
3 According to Eurostat data, people migrating to EU member states in 2015 were on average much younger than the 

population already living in their destination countries. As of 1st January, 2015, the median age of the population of 

EU-28 was 42.  The median age of immigrants in EU-28 in 2014 was 28. Due to the limited size of this publication, a 

wider aspect of the impact of migration on the population age structure wil l be presented in a separate paper. 
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Croatia 

 

countries. Second, the period of analysis 2010-2015 saw a short-term increase in this group of 

population, mainly in the Czech Republic, Bulgaria, Estonia and Latvia. It is worth stressing that 

this increase was partially caused by implementation of procreation plans by baby boom cohorts 

from the late 1970s and mid-1980s. In the other countries, the downward trend in this group of 

population continued. Based on the projections data, we can expect the above-indicated trends to 

continue. Thus, the changes in the dynamism of the share of this group resulted, among other 

things, from the period when unfavourable demographic trends in population reproduction started 

in the different countries.  It is worth stressing that the increasing li fe expectancy of Europeans 

along with the fertilit y rate below the generation replacement rate, as observed for several decades,4 

lead to a decreased number of people starting to be economically active, and consequently the 

shrinking of potential labour force, which is visible in the working age population group, where a 

downward trend has been visible in all the countries analysed since 2010. The biggest decrease in 

the share of working age population is predicted to occur in the Visegrad countries (Poland and 

Slovakia), whereas the lowest one in Baltic countries and Balkan countries. Third, looking at the 

period 1990-2015 and projections data, it can be concluded that all the groups of countries 

experienced an increasing process of population ageing.    Among them, the highest increase was 

recorded in the Visegrad countries, except for the Czech Republic, whereas the lowest one in Baltic 

and Balkan countries, except for Romania. Thus, the observed demographic trends, though it might 

seem that they are similar, show clearly changing dynamism and intensity. The phenomenon of the 

shrinking of potential labour force can be also observed by looking at the value of old-age 

dependency ratio,5 which is the ratio of the number of people aged over 65 to the total number of 

working age people. 
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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 means of old-age dependency ratio it is possible to determine the extent of the imbalance in the 

proportion of working age and post-working age groups, and indirectly also the level of burden on 

the working age population connected with the necessity of generation and distribution of 

generated GDP among the decreasing working age population and increasing population of senior 

citizens receiving pension benefits. Data in fig. 1 shows that the values of the old-age dependency 
 

 
4   Total Fertili ty Rate in EU-28 countries is 1.57 on average, and for a dozen or so years has remained below simple generation 

replacement level. (TFR<2.1) means that there is no generation replacement. However, the ratios for the different countries vary a 

li ttle, so there is a noticeable diversification in the dynamism of demographic phenomena. 
5 Old-age dependency is the number of people aged 65 and over per 100 people aged 15-64. 
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ratio significantly vary in the different countries. For the period of analysis from 2010 to 2060, the 

highest values of this ratio are predicted to be mainly in the Visegrad countries, especially in Poland 

and Slovakia, while the lowest ones - in Baltic countries and Balkan countries, except for Bulgaria. 

It can be thus concluded that an increasing share of older people in population implicates a 

decreased share of population constituting potential labour force, where older age groups who 

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

age groups who enter the labour market. 

 
4. 1. Labour  market par ticipation of population 
The observed changes in population age structure are so advanced that restoring demographic 

balance in the near future seems impossible. Population participating in the labour market 

represents real labour force in the economy. Increase in labour force depends not only on the level 

of working age population growth but also on changes in the labour market participation rate 

(FurmaŒska ï Maruszak, 2014). Thus, labour market participation of population is determined, 

apart from effective demand for labour force resulting from the situation on the labour market and 

overall economic situation, by real wage level and other non-salary, employment-related benefits 

such as job satisfaction, prestige, working conditions (stabil ity, friendly 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. early retirement pensions or other benefits, which make work less 

attractive. Of importance are also other factors such as consumption patterns existing in society, 

attitudes towards work, preferred family model and resulting attitude to women's participation in 

the labour market. In view of the increasing population ageing, it seems important to undertake 

activities aimed at counteracting and mitigating consequences of the above-mentioned process. 

Most EU countries implemented relevant pension reforms and undertook activities to support the 

policy of active ageing6, which resulted in longer working li fe, especially in older working age 

groups. 
 
 
 
 
 
 
 
 
 
 
 

 
Figure following on the next page 

 

 
 
 
 
 
 
 
 
 
 
 

6 Active ageing means helping people stay in charge of their own lives for as long as possible as they age and, where possible, to 

contribute to the economy and society. See more: http://ec.europa.eu/social/main.jsp?catId=1062 

http://ec.europa.eu/social/main.jsp?catId=1062
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Active populat ion (55-64)  
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2015 57,3 58,0 58,0 68,7 44,1 65,5 66,2 48,1 46,9 42,7 51,8 
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2015 53,3 53,0 55,5 64,5 39,0 59,4 60,4 45,3 44,3 41,1 47,0 
 
 

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 clear increase in labour market participation in all the countries 

analysed, but with varying growth rates. It is worth stressing at this point that the process of labour 

force shrinking is accompanied by the process of ageing of this group. The highest values of the 

labour force participation rate in this sub-population are observed in Baltic countries and Visegrad 

countries, except for Poland, whereas the lowest ones in Balkan countries, except for Bulgaria. 

From the perspective of the economy, of importance are also employment rates, which are 

determined as the ratio of the number of the persons employed to the total number of people in a 

given age group (GorzeŒ-Mitka, 2015; LemaŒska-Majdzik, Okrňglicka, 2015). Increase in 

employment rates is consistent with the trend of the labour market participation rate. This data 

indicates that entrepreneurs are slowly beginning to become aware of the issues connected with 

consequences of ageing of potential labour force, as it is people aged 50 and over that constitute a 

particularly important group in the new demographic situation. Introduction of effective incentives 

for employers and older people to make it easier for the latter to stay on the labour market may lead 

to reduction of spending in these countries connected with payment of social benefits, and to 

improvement of the economic and social situation of this sub-population. It should contribute to 

the development of the service sector, especiall y for older people which is stimulating for 

economies. 

 
5. CONCLUSION 

The process of population ageing in EU member states, in particular in countries of Central and 

Eastern Europe, is one of the most important, long-term determinants of the development of the 

European Union. Eurostatôs long-term forecasts indicate that if the current demographic trends 

continue, the number of people aged 65 and over in EU countries will increase by around 50% by 

2060, while the number of working age people (15-64) wil l decrease by around 12%.  As a result, 

there wil l be only two working age people per one retired person instead of four people as is today. 
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This is the most synthetic measure of the rapid increase in the share of older people in the EU 

population and a significant decrease in the share of young and working age people in the next 

decades. Analysis of statistic data has revealed that changes in the population structure by age, 

which indicate increasing population ageing, impact these countries on many levels. The impact of 

the observed demographic trends has been especially visible on the labour market, as the shrinking 

of potential labour force is a concern for almost all EU countries. Analysis of old age dependency 

has also shown an increasing process of labour force ageing. Despite clear convergences in this 

respect between the countries analysed we can observe differences in the intensity and dynamism 

of this process, which resulted, among other things, from the period when unfavourable 

demographic trends in population reproduction started in the different groups of countries. The 

analyses presented in this publication have also shown that in the context of unfavourable 

demographic trends, the period 2010-2015 saw an increase in population's labour market 

participation in the sub-population aged 55-64, which was especially visible in Baltic countries and 

the Visegrad Group countries, showing greater awareness of the consequences of the process of 

population ageing. 
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ABSTRACT 
State institutions in financial market introduce as participants, investors, users, regulators, and 

controllers. Legal adjustment and institutional administration of the said markets is indispensable 

and vital for the health and economic integration of each country. 

It seems pointless, but in the legal aspect, although Kosovo has buil t a solid financial system, it 

has not completed the primary necessary legislation yet to adjust it as a genuine financial market, 

which shall be in the service of investors, intermediaries, capital costumers, etc. Lack of legislation, 

particularly law on securities, has made complex not only the purpose of implementation of the 

offer demand and the offer for financial market, but it has also produced negative effects on the 

functioning of the market economy. 

Due to the lack of stock-market institution intermediaries are fragmented and concentrated only 

into bank organizations (commercial banks, investment banks, etc.), finds and investments, and 

other speciali zed institutions. In absence of national legal sources, Banks and the Ministry of 

Finance rely only in secondary legislation, habits uzans, and proven international bank 

experiences while applying them into internal turnover. 

Relevant institutions should be aware that the development trend of international financial markets 

is rapidly progressing. Adjustment and completion of primary national legislation is a matter of 

urgency. Legal acts should rely and unify to proven regulatory and supervising standards. 

Promotion of cooperation with similar institutions, exchange of experience, and participating in 

international organisms should be a priority, accompanied by intensive international cooperation 

due to the need of harmonizing with EU instructions and application of Stabili zation-Association 

Agreement. 

Keywords: law, market, instrument, financial, capital 
 

1.   NTRODUCTION 

A sound financial system, as a whole, obviously serves as a central nervous system of a market 

economy, which provides to a country reliability for certain transactions, savings and investment 

of entities making them a critical funding source for the support the entire entrepreneurial activities. 

From the quality of establishment and its functionality depends the impact on economic growth 

and eff iciency for transfer of financial resources to facili tate commercial transactions in the real 

economy. A sound internationally integrated and modern financial system cannot be established in 

a day considering the complexity of institutional components to be provided to allow such a system. 

A financial system, no matter how well it is established, cannot function without rule of law. 

Commercial transactions, beyond goods to goods exchange level, wil l never bloom without 

respecting contracts. There should also be widely trusted and reliable tools to be solved. Under the 

financial system, the financial market from the viewpoint of legal regulation, is a special but 

integrated system of specific legal rules implemented by financial markets and institutions for the 

way and  certain actors operating in the market. These rules are  generall y set by legislature 

institutions, the government, the relevant national and international authorities for protection of 

investors, for organization of markets on regular basis and to promote financial stabilit y. (Bikker 

mailto:armand.krasniqi@uni-pr.edu


22 

 
 

18th International Scientific Conference on Economic and Social Development ς 
άBuilding Resilient Societyέ ς Zagreb, Croatia, 9-10 December 2016 

 

 

 

and Lelyveld 2003) Entirety of regulatory activities includes setting of minimum standards for the 

capital and running of these institutions, conducting regular inspections and investigating and 

prosecuting violators of law. "Regulation includes standards and governing commandments, 

supported by impellent sanctions, which require from private persons to undertake or adhere some 

specific actions" (. Richard B. Stewart, (2005: 113) 

 
Considering that the legislation, institutions and approach of governments to regulate the capital 

market and the sectors of financial services in the last two decades the world has undergone evident 

rapid growth, respective Kosovo institutions, besides rhetoric do not have any agenda on this 

regard. Due to changes in economy and effects created by the global financial crisis, most of the 

European countries 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 successful and effective pattern, in accordance with national development 

circumstances. Financial markets have grown from year to year as a result of different companies 

operating in these markets (banking sector, the securities, insurance and pensions), which already 

provide their financial services and products across the globe. The need to be successful in the 

market and to increase the profits has made these companies to offer not only complex but highly 

sophisticated products worldwide. Indeed, the way until now, stil l not being able to talk about 

perfection in financial markets, has been long and diff icult, not only seen by companies operating 

in these markets, but above all, by the states that have the obligation of creating laws and 

institutions in their function. 

"In summary, the regulatory framework of financial services includes: laws, sub -law acts issued 

under and pursuant to law, general Principles of law, rules and guidelines issued by international 

financial market regulators, and guidelines and directives imposed by national authorities "(Pan 

E.J., .2012: 1915) 

 
2.   BACKGROUND ï LEGAL BASE FOR REGULATION OF CAPITAL MARKET IN 

KOSOVO 
Kosovo has an interesting but also quite complex history of socio-economic and legal development. 

In the period 1945 - 1999, as an autonomous territory, with sometimes less and sometimes more 

self-governance, was under the jurisdiction of the former socialist Yugoslavia and Serbia. As such, 

it was one of the most underdeveloped parts of this country. Thus, in its territory a legal framework 

was implemented which regulated social- economic life including the capital market. 1 Indeed, the 

features of this social system were built upon the hybrid 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 countries. After World War II  in the former Socialist 

Yugoslavia, there were continuously issued a series of systemic laws for internal regulation of the 

financial market that was distinguished from the external financial market system. For this purpose 

and in this segment, depending on the concept for the economic development pattern, Law on 

checks (1946), Law on bil l (1946), Law on Securities (1989), the Law on the Stock, stock business 

and stock intermediaries (1994) etc , were issued. In this country special and general customs were 

also known which were inherited from the old Yugoslavia. There is no doubt that the financial 
 
 

*  Special Representative of the Secretary-General, in accordance with the authority granted by Resolution 1244 (1999) of the Security 

Council  of the United Nations, dated 10 June 1999, considering Regulation  no. 1999/1 of the Interim Administration Mission 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 applicable law in Kosovo. 
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market is regulated in accordance with very narrow traditional channels (banks, saving banks), thus 

fulfil ling the need to introduce securities which could be traded in medium financial markets. This 

model in the legal aspect has managed to formalize the money market and capital markets w hich 

managed to realize the function of mobili ty accumulation. (Zec M., & Radonjiĺ O., 2012) 

After the end of the last war (1997 - 1999), by placing Kosovo under the administration of UNMIK 

ï based on Regulation no. 2000/59, Article 1, paragraph 1.1. on the applicable legislation in Kosovo 

the legal framework was determined respectively established. *2 The legal disposition (laws, 

dispositions, directives, regulations etc.) that define this framework were mainly based on the 
repeal of legislation issued by the Republic of Serbia from 22 March 1989 until placement of 
UNMIK - in June 1999 and reinstituting and implementation of the legislation which was in force 
before 22 March 1989, allowing the implementation the laws issued after 22 March 1989 until June 

1999, if the later did not contain in itself any discriminatory elements and nature. In fact, all the 

legislation of this period that regulated the financial market formally has remained 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   market   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 financial non-banking market, but as noted above, regulation and supervision of 

financial markets is almost non-existent. There is no legislation that regulates the matter of 

securities, bill s of exchange, check, stock exchange, etc., There is no institution or agency of 

competence to independently regulate this market. Financial market is regulated by Law on Central 

Banks and Law on Microfinance banks and institutions and non-banking financial institutions. 

Another feature to consider is the fact that foreign banks (especially banks from EU countries) have 

gained a dominant position in the local banking system. They play a crucial role in the 

transformation of the banking system towards a more eff icient and sustainable system. 

Even though formally inherited legislation is still in force, it has not been replaced with other 

relevant legal acts, but even as such does not implemented. In these acts refer, only in rare cases, 

parties who have legal disputes for certain bank matters. 

Despite the lack of a modern legislative framework for modern regulation of financial markets, this 

sector functions in a fragmented way and it is considered sustainable by economic experts. In its 

recent report on financial sustainabilit y, the Kosovo Central Bank repeatedly points out that this 

sector is characterized by a satisfactory level of sustainabil ity even though the assets of the 

financial sector grew with a slower trend. Economy experts have diametricall y different views on 

this matter. Prof. Musa Limani points out that the financial sector in Kosovo is stable, as banks 

have had a tougher attitude towards credit policy and did not allow any disorder in terms of the 

financial market, but according to him, this stabil ity can swing. "Based on the negative financial 

trends  in Eurozone, considering Greece, Cyprus and other EU states facing financial problems 

they can be transferred in Kosovo, because 90% of financial assets in Kosovo banks are maintained 

by foreign banks from European countries. Any disorder to happen in finances in the financial 

market can be reflected in Kosovo ", while Prof. Mejdi Bektashi thinks "Currently, the banking 

sector in Kosovo is stable and it is a success story with its activities and other sectors. Currently 

we have 2 billi on Euro deposits in 9 commercial banks in Kosovo which are strictlly supervised by 

the Kosovo Central Bank   "(http://www.telegrafi.com/sektori -financiar-ne-rrezik). However, 

Kosovo society and Kosovo academic area does not discuss on eventual negative effects reflecting 

the lack of law on securities. 

http://www.telegrafi.com/sektori-financiar-ne-rrezik)
http://www.telegrafi.com/sektori-financiar-ne-rrezik)
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3.   SIGNIFICANCE OF THE ECONOMIC MODEL FOR THE REGULATION OF THE 

FINAN CIA L SYSTEM  
Modern economic systems generally have instituted two financial systems, he based bank and 

market-based system. Many experts in the field have dealt with analyzing the two financial systems 

and draw conclusions about advantages and disadvantages. In its content market-based financial 

system creates the connection of creditors - investors with borrowers - business entities directly 

without mediation. Various companies, in order to provide sufficient funds for their activities, issue 

securities with debt or equity, and place them into market the place where they directly meet with 

investors. Whereas the bank-based financial system makes the transfer of surplus funds to business 

entities seeking funding sources, having as process intermediaries  banking institutions. Often the 

idea is created that the less developed countries or developing countries are oriented towards bank- 

based financial system, while countries with developed economy are oriented towards market- 

based financial system (Ross Levine.2000) 

So far in Kosovo no clear framework was provided for the creation of a financial system model. 

Mostly this market functions only on the basis of best banking practices and standards which are 

the result of the impact of activities that own from countries they have come from. This indicates 

that until now the country's economy as a whole is oriented towards a bank-based financial system. 

This paper does not tend to propose a  development model of the financial system and pointed out 

due to the fact that lack of such modeled policies degrade the normative system of this segment. 

Therefore, the problem for doctrine of financial and banking law is exactly the uncertainty, 

respectively lack of economic - financial policies. Dilemmas grow deeper when  the role of the 

Central Bank is generally regulatory and not at all innovative due to lack of legal regulation. In 

these circumstances, without a clear economic model, without real economic policies, etc., without 

regulatory institutions, it would be a mistake with serious consequences if competent institutions 

would deal with drafting the legislation to regulate the financial system. 

It is world known fact that creation of well modeled policies that adjust to the culture and economic 

development of a country, directly determine the quali ty and effectiveness of legislation associated 

with institutional mechanisms of competence. It should be emphasized that these goals for our 

country should be implemented urgently. These goals should be objectified and operationalized in 

order for them to be treated and elaborated through a complex synchronization process for them to 

be in compliance with European Union standards for the financial system. This is necessary since 

Kosovo has entered the EU integration processes. 

Given the experience of countries which have recently entered the EU, it is proved that the 

harmonization and approximation process of the legislation with that of the EU is really a hard 

work. In the legal aspect, real displacement of directives in the legislation is very complex, because 

directives themselves are not legislation, but are principles that should be included in the 

legislation. This is a very complicated work and quite logical to start early. Kosovo as a potential 

candidate for EU membership needs strong and comprehensive reforms. Indeed, this is not 

necessaril y simply accepting the acquis. There is no doubt that the country has to make progress in 

this direction, but unfortunately acquis cannot be seen as a recipe which simply to be applied, but 

exactll y a natural harmonization process of legislation is need. 

Based on the actual situation, maybe we are right to say that we should not be an only financial 

market. Legal acts and sub-acts, capital restrictions, continue to keep us far from the region 

functioning as an only market. "Foreign investments are small, although we lack specific 

information on this point." Groups, C. and S. Kusic (2006: 6) 
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3.1. Legal regulation of the financial system in the financial market segment 
Institutional regulation of the financial system, especially in the segment dedicated to capital 

markets, depending on the models and policies outlined above, could be arranged in several ways. 

Being aware of the vulnerabil ity and complexity of the economic system in the country in general, 

and by evaluating similar models in states in the region, the legal regulation, whether market or 

bank oriented, it should be institutionally based. The legal institutional base includes, provides and 

guarantees legal solutions of what are the entities that have legal capacity to engage in activities of 

financial transactions by creating a framework for the competent authorities with clear 

authorizations. "As such, it ensures that anyone who wants to engage in investment activities, 

should obtain the permission by the competent authority if they claim that they are sure that entity 

has the abil ity for investment" (Dirk Heremans 1999 950-951. The establishment process of the 

legal framework should be based on several principles relating to: decentralization, opening 

towards all economic agents, competition being present between systems and means; and freedom 

given to economic agents for risk exchange, liquidity, etc., being constrained  only by the price 

(Zaho L., 2009). In respect of legislative technique, the process of legal regulation of the financial 

system in the financial market segment should begin by issuing the law on securities. Law subject 

should regulate and guarantee the establishment of a secure environment for investors of securities 

by establishing a Financial Supervision Agency, regulation of security market, and activities of 

entities involved in their marketing, as well as through control of public launching and trading of 

securities. For the law in question on security market, supervisory institution should be 

institutionalized which is approved by the Agency which wil l operate in accordance with 

provisions of the law "On commercial companies". Functionalization of security law imposes 

certain interventions in the Law on Commercial Companies by amending and supplementing it in 

respect of specialized formation registration such as Security Associations. These legal -business 

formations, which did not and do not exist are, inter alia, create opportunities for the unification of 

security intermediaries, regulate and facili tate the applications process in the Central Bank, help to 

strictly implement procedures for providing membership access, and organize trainings and exams 

for registered intermediates. Security 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 keeping. These rules should have the power of law so that companies 

can be prosecuted if an economic entity produces 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 economic situation, establishment and institutionalization of this 

base would have a positi ve impact not only psychological but will gradually begin to play its role 

for the capital market. In stock market trading procedures of bono treasury could begin as well as 

other instruments of money market. Actually in this institution the Share Registration Center could 

begin its activities. 

Creation of the legislative and institutional framework are prerequisites for various forms of 

business investment to be enabled to be covered and organized by the following segments: 

1)  Security Association, the competence of which could be such as an intermediary security 

company, i.e. buyers and sellers of securities. The jurisdiction of this association may also 

be government obligations, corporate obligations, fixed capital, financial future and 

options, as well as financial corporations, and investment management. 

2)  Intermediary financial associations and regulation of managerôs and brokers offices. This 

organization should provide a variety of independent intermediators who provide 

information about various investment activities (li fe insurance, credit funds, etc.) 
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3) Organization for investment regulation and management. Such an organization should 

strengthen the necessary investment managers, especially those who manage institutional 

funds and joint investment plans. 

4)  Organization to regulate li fe insurance and credit funds. Such an organization deals with 

the management of companies for li fe insurance and credit funds participating in investment 

management about insurance and credits. 

5)  Companies engaged in li fe insurance should necessarily have authority for their work in 

accordance with the regulations for operation of insurance companies and enterprises to 

carry credit funds and to get permission from the Security Association, etc. 

6)  The Association of Mediators in future markets regarding their contract authorization for 

trade businesses to act; 

 
It is not necessary for investment enterprises to operate exclusively for acquaintances in the share 

market, but it is necessary to always provide information that supports investors. 

As a result of all these normative solutions certain costs rise related to: 

è  creating a variety of professional expertise; 

è  processing issues for reserve funds li kely to be used for compensation of losses by investors 

in cases when the state did not fulfill its obligations towards them. 

The Ministry of Finance may exercise control of the financial sector by using three sectors 

(banking, securities and international finances). 

 
4.   CONCLUSION 

The globalization waves are reducing the boundaries between national and supranational levels. 

Under such processes most states related to financial systems do not implement a " country model", 

but tend to move toward implementing a supranational model based on increased financial 

integration, by taking into account a greater 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 appropriate shape and form. This definition 

clearly expresses the main role of the financial system on a country's economy. In the world today 

there are known two major orientations of the financial system, market-oriented and bank oriented 

financial systems. Numerous discussions of specialists in this field wanted to put one of these 

systems into focus in order to glorify and to set it as an example to be followed in order to have 

economic growth on the global level. 

An important feature of financial systems in countries of Eastern Europe is rule of the banking 

system and relatively underdeveloped capital markets. Consequently, these countries have 

supported important reforms mainly in the banking sector. Important efforts have been made with 

the assistance of various international organizations to improve the legal and regulatory framework, 

and to implement and strengthen the capabili ties of the national banking authorities. 

The road that Kosovo is currently pursuing, unquestionably goes towards the development of a 

market economy. It also shows the eventual integration in the European Union and further in the 

global economy. Of course, sometimes this road wil l be diff icult, but strong institutions can play a 

critical role in helping Kosovo to overcome diff iculties. However, for about a decade in Kosovo it 

is talked about securities 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 thus causing confusion and fear as talking about something impossible or unattainable 

in the circumstances of economic development in Kosovo. Actually, some of the necessary 

infrastructure components are already consolidated, such as a central bank engaged for reforms and 
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a banking system that functions properly in a market economy. Other parts of institutional 

infrastructure wil l certainly need more time to develop. Culture or intangible elements 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 years. It 

requires political will and great discipline to bring to a completion, but the benefits of this action 

to justify the effort. Among the more fundamental weaknesses of this system is the lack of a series 

of systematic laws which would enable to lay the foundations for the basis of a modern legal system 

for the financial market. In this aspect, Kosovo judicial doctrine highlights two issues. The first has 

to do with the treatment of legislation heritage which is legally into force since the former socialist 

Yugoslavia, these acts not being repealed nor replaced, and the second, lack of concrete 

institutional actions to create at least a security law. Above all, perhaps until now, domestic 

institutions have failed to clarify the economic model and its features that should present for the 

financial system in the country. Based on what was elaborated on the financial system, primaril y 

related to the segment regarding security market, it turns out that at least three elements should be 

synchronized with special care and professionalism. First, a sustainable macroeconomic 

environment with a clearly defined model and features for the features of the financial system, to 

the extent macroeconomic developments affecting developments in financial market companies; 

secondly legal regulation for effective and secure supervision of specific markets and individual 

enterprises by regulatory and supervisory authorities; and thirdly, functional infrastructure of the 

financial market, which means banking companies, insurance companies, capital and pension 

market etc., ways of their behaviour in a transparent, competiti ve and functional market. These 

three components are in a complete interdependence and neither one of them is detached and cannot 

be a guarantee for a sustainable financial market. Therefore it is necessity for coherent and 

organized action of all institutions and centers responsible or concerned about these three elements. 
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ABSTRACT 

Background: The problem of food security is a priority for most Russian regions. The article 

discovers problems of contradictions between the subjects of the contractual relations in agrarian 

sector of Russian regions. The agrarian chain ñfarmers ï manufacturers ï wholesale 

merchandisers ï retailers ï ultimate consumersò is too long and complicated. Therefore, a great 

number of contradictions between subjects of this chain appear. This might be caused by such 

negative factor as behavioral opportunism, which causes extra costs. As a result, the last unit of 

the chain ï the ultimate consumer has to pay all of transaction costs. 

Method: In this article we introduce the evaluation technique of behavioral opportunism level. This 

methodology can be used to measure the influence of behavioral opportunism on effic iency of 

contractual relations. 

Findings: Under developed technique we analyze the behavioral opportunism level of firms in 

Chelyabinsk Region (Russia). It is very different in different kinds of business. The result of this 

research is a new logistic model of the effective contractual relations in agrarian chain. To 

minimize all problems described in this article and to largely increase contractual relations 

efficiency, the regional government should give support to creation of a wholesale distribution 

center. 

Improvements: Building logistic centers can become an essential part of agrarian policy and a 

factor of an agrarian industry development. The logistic center is oriented to a cooperation with 

regional agricultural producers, including farmers, and also personal subsidiary farms. The main 

questions concern the organization of purchases of agricultural products on mutually 

advantageous conditions, that is also the organization of sales channels for producers, and also 

long-term contracts with peasant farms and cooperatives for questions of supply of landing 

material, mineral fertilizers and so on. Also logistic center can provide services in storage of 

products as the organization of modern high-technology warehouse farms isn't always available 

to small and average producers. 

Keywords: agrarian sector, contractual relations, behavioral opportunism, food security, 

transaction costs, transaction rent, contractual relationsô efficiency. 
 

1. INTRODUCTION 
The economy of any state develops cyclically. The current situation in economic sector shows 

ineff iciency of the liberal principle "laissez-faire". Globalization and liberalization of the 

international market were gradually replaced with priorities of national security. From the 

standpoint of today's geopolitical situation, national security, including food one, becomes priority. 

Import substitution became the main direction in the sphere of food sector. Achievement of 

mailto:benz@csu.ru
mailto:metod@csu.ru
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regional food security is to make all national economy steady. The object of our research is the 

food security of Chelyabinsk region. The article discovers the problems of complexity, lack of 

eff icient regulation at every step of the agrarian chain, which causes absence of fair competition 

and as a fact high price the consumer is obliged to pay. 

The purpose of the research is development of an effective model that could optimize relations 

between all the subjects of the contractual relations, beginning with the farmer or the producer, 

finishing the ultimate consumer. 

As for subjects of the contractual relations we mean the following faces: farmers, manufacturers, 

wholesale merchandisers, retailers and consumers (Figure 1). 

 
 

 

Figure 1. The subjects of the contractual relations in agrarian sector and pricing stages 

 
As for the contractual relations in agrarian sector we mean a special sort of the economic relations 

between, at least, two subjects concerning purchase and sale of foodstuff on the basis of developed 

institutesô system (Benz, Silova, 2015). 

We define contractual relationsô efficiency in agrarian chain as abil ity of these relations to satisfy 

economic interests of its relationsô subjects. These relations base on distribution of ultimate 

agricultural productôs price. In other words, the existence of optimum price ï such price which 

harmonizes interaction between all the subjects of the agrarian chain, shows whether contractual 

relations effective or not (Benz, Silova, 2015). 

Letôs consider eff iciency of the contractual relations through two categories ï ñtransaction costsò 

and ñbehavioral opportunismò. We define transaction costs as costs leading to decrease contractual 
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relationsô eff iciency in the agrarian chain ñfarmers ï manufacturers ï wholesale merchandisers ï 

retailers ï ultimate consumersò. In other words, it is the losses in welfare of subjects of the 

contractual relations in agrarian chain caused by imperfection of the institutional environment. 

As for the first four units of the agrarian chain, the criterion of welfare of these subjects becomes 
selling price (P1, P2, P3, P4). Thereôs only one working mechanism ï çthe higher the price, the better 

resultò. If we speak of an ultimate consumer, the criterion of his welfare would be productôs utility. 

And the level of util ity wil l be in inverse proportion to the price paid for a product. Thus, in practice 

the essential increase of prices on each link of the agrarian chain becomes the result of transaction 

costs. 

We suggest new category ï ñtransactional rentò. We define it as the income gained as a result of 

imperfection of a market mechanism redistributed in favor of one of contractors in the process of 

transaction while there are all bases to believe that this income has to belong to the second 

contractor on condition that the market is perfect. 

The categories ñtransaction rentò and ñtransaction costsò are closely connected. Transaction costs 

of one subject become a transactional rent of another. This redistribution leads to deterioration of 

conditions for economic activity. The transactional rent negatively influences food production as 

conditions of economic activity for producers become worse. Process of redistribution of a 

transactional rent, on the one hand, is connected with imperfection of the market, and on the other 

hand, with lack of adequate state policy in agrarian sector. Imperfection of the market leads also to 

opportunistic behavior of subjects of the contractual relations. 

Many works are devoted to a problem of opportunism. One of the founders of the theory of 

contracts and the contract relations is O. Williamson. He defines opportunism as "following own 

interests including by deception" (Willi amson, 1985). He defines two forms of opportunistic 

behavior concerning the moment of making a contract: ex ante opportunism and ex post 

opportunism. Letôs define opportunism as abuse by subject of the situation for his ultra-enrichment. 

Certainly, the opportunistic behavior can be inherent for each subject in a contract chain. The 

opportunistic behavior in economic sense is reflected in increase of the ultimate productôs cost as 

each subject showing opportunism, appropriates additional part of productôs cost. As a result the 

ultimate price can be multiply increased. Therefore it is important to study the key sources of 

opportunism and to develop mechanisms of their elimination. 

Letôs consider opportunism sources at the level of each possible participant of the contra ctual 

relations. 

In authorsô opinion, the farmerôs or manufacturerôs opportunism can result in lower quality of the 

food they grow or produce. Trying to maximize production volume and decrease costs they use 

growth stimulants, aggressive fertilizers, which can harm consumersô health. Routines of 

rationalization are the base of this behavior. 

As a rule, we can observe the high level of opportunism at a stage of retail sales. Sometimes a 

retailer works as some kind of monopolist, as retailers can act in collusion and as a result form 

cartel. Therefore they dictate the maximum price of purchase at the producer or the wholesale 

marketer. 

As a result, farmers become hostages of the price enforcement and often have to sell their products 

to manufacturers even below cost value. However, at further stages the price increases several 

times. 

Peters I.A. notes the following stages of opportunism in agrarian sector (Peters, 2011): 

1. At a stage the making contracts ï between merchandisers and agricultural producers 

when more powerful and informed party (as a rule, merchandisers) tries to make the contract on 

conditions, favorable to itself. 



31 

 
 

18th International Scientific Conference on Economic and Social Development ς 
άBuilding Resilient Societyέ ς Zagreb, Croatia, 9-10 December 2016 

 

 

X i 

 

2. At a stage of performance of the contract ï between retailers (or merchandisers) and 

producers in connection with presentation by retailers the overestimated, unreasonable 

requirements (payment of bonuses, etc.), violation of terms of payment; from producers ï in 

connection with violation of delivery time, completeness of the range, poor quality of production, 

violations in registration of documentation. 

3. Within the created integrated structures ï the unfair behavior of the integrator when using 

the agricultural organizations is exclusive as a source of raw materials and receiving additional 

profit, and also uneven distribution of the income. 

Thus, further in the article we'll define behavioral opportunism of the agent of a contract 

agricultural chain as  the abuse by the corresponding agent of the market situation (exclusive or 

dominating) which is results in excess growth of the price of the realized product. 

 
2. CONCEPT HEADI NGS 
The purpose of this research is to reveal main contradictions in contractual relations in agrarian 

branch of economy. That wil l help in creating an effective regional policy and obtain food security 

for population. 

Excess growth of the price of ultimate products becomes the result of opportunism of contract 

chainôs agents. To develop an evaluation technique of behavioral opportunism level, it is necessary 

to determine the level of excess growth of the price. 

The standard agrarian chain is shown at Figure 1.We can see that the realization price of i- 

agent becomes, some kind of, prime cost for the i+1 ïagent: 

Ci+1  = Ci  + X i , (1) 

where Ci ï prime cost for i-agent, 

Xi ï trade profit for i-agent, 

Ci+1 ï prime cost for i+1 ïagent. 

As a result the ultimate consumer buys production at the price of P4: 

P4  = C4  + X 4 , (2) 

where P4 ï the ultimate price, 

C4 ï prime cost for retailer, 

X4 ï trade profit for retailer. 

As the studied chain consists of five subjects, the number of price growth stages is, at least, 

four. Letôs consider that the trade profit at each stage includes both a normal level, and an extra 

level: 

X i  = 
norm 

i + X extra  

, (3) 

where Xi ï trade profit for i-agent, 

Xi 
norm ï normal trade profit for i-agent, 

Xi 
extra ï extra trade profit for i-agent. 

Let's consider that the behavioral opportunism of each of four contractual relations' subjects 

(apart from the consumer) is evident in a possibil ity of realization the product at the price 

containing an extra trade profit. 
Let's enter the coeff icient of behavioral opportunism kop and coordinate it to the level of an 

extra trade profit Xi 
extra. 

Besides, we consider that the extra trade profit includes extra transaction costs. In turn, they 

are also a source of opportunism of mentioned subjects. 
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Therefore, with growth of opportunism level the contractual relations efficiency wil l be reduce. 

That's why, this eff iciency of the contractual relations will be inversely proportional to opportunism 

level is reduced: 
 

kECR =  
1 
kop 

 

 
, (4) 

where kop ï the level of behavioral opportunism, 

kECR ï the level of the contractual relations eff iciency. 

 
We present the table of an assessment of the extra profit level, using the coeff icient of behavioral 

opportunism and the coefficient of contractual relations eff iciency (Table 1). 

 
Table 1. Determination of the coefficient of behavioral opportunism and the coefficient of 

contractual relations efficiency 

 
 ̄ Extra trade profit to the 

Price, % 

(Xi 
extra / Pi ) 

The level of behavioral 

opportunism (kop) 

The level of the 

contractual relations 

eff iciency (kECR) 

1 0 0 max 

2 1 ï 5 1 1 

3 6 ï 10 2 0,5 

4 11 ï 15 3 0,33 

5 16 ï 20 4 0,25 

 é é é 
 

The Source: Evaluated by authors. 

 
In practice to determine the level of an extra trade profit, as well as the level of all trade profit in 

general, is rather diff icult. Therefore, we offer to determine the mentioned rates through calculation 

of ratio on sales (ROS). The simpli fied formula of its calculation looks follows: 
 

PF 
ROS =  

gross = 
Q Ö (P - C) 

= 
P - C 

Ö 
= 

C + X - C 
= 

X X norm 

= 
+ X extra 

 

 

, (5) 

TR  Q  P  P P  P  P 

where ROS ï ratio on sales, 
PFgross ï gross profit, 

TR ï total rent, 

Q ï quantity of product, 

P ï price, 

C ï prime costs, 

X ï total trade profit, 

X norm ï normal trade profit, 

X extra ï extra trade profit. 

 
Thus,  through  excess ratio  on  sales over  normal level  we  can  find  the level of  behavioral 
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3. RESULTS 
The assessment of contractual relations efficiency in the agrarian chain should be carried out for 

each link of the chain separately. To receive a total assessment of contractual rela tions eff iciency, 

it is necessary to put the received values. 

The analysis of each link separately allows to make a conclusion about which stage of the agrarian 

chain is characterized with the highest level of opportunism and transaction costs and conseque ntly, 

the lowest efficiency of contractual relations. 

We accept that 5% of a trade profit as a normal level. According to the Russian president V. V. 

Putin, trade profitability in 5% is a normal level. What occurs in practice ï we give a number of 

examples. We'll consider the enterprises of Chelyabinsk Region (Table 2). 

 
Table 2. Ratio on Sales of Chelyabinsk enterprises 

 
 ̄ The sector (Kind of 

Business) 

The 

Number in 

Agrarian 

Chain 

Ratio on Sales (ROS), % 

 
2012 

 
2013 

 
2014 

1 Cultivation of cattle 1 18,8 16,8 21,1 

2 Vegetable growing 1 39,5 63,7 43,1 
 

3 
Cultivation of grain and 
leguminous crops 

 

1 
 

8,3 
 

5,1 
 

8,6 

 
4 

Production of bread and 

flour confectionery of 

incontinuous storage 

 
2 

 
24,8 ï 29,1 

 
22,3 ï 28,1 

 
12,7 ï 35,0 

 

 
 

5 

Production of flour from 
grain and vegetable 

crops and ready flour 

mixes and dough for 

pastries 

 

 
 

2 

 

 
 

11,4 

 

 
 

9,6 

 

 
 

8,3 

 

6 
Production of chocolate 

and sugary confectionery 

 

2 
 

14,9 
 

13,5 
 

11,2 

 
 

7 

Wholesale trade in sugar 
and sugary 

confectionery, including 

chocolate 

 
 

3 

 
 

2,3 ï 8,4 

 
 

2,8 ï 8,5 

 
 

5,6 ï 8,9 

 

8 
Wholesale trade in other 

foodstuff 

 

3 
 

1,6 
 

0,1 
 

0,2 

 
9 

Unspecialized wholesale 

trade in the frozen 

foodstuff 

 
3 

 
0,0 

 
12,3 

 
17,8 

 

10 
Retail trade in products 

from meat and fowl 

 

4 
 

4,5 
 

3,8 
 

4,2 

11 Large retailers 4 14,1 ï 17,1 15,2 ï 17,9 14,3 ï 18,8 
 

The Source: According to the Financial Reporting of the enterprises. 
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The selective analysis shows that it is impossible to make a well -defined conclusion concerning at 

what stage of the agrarian chain we can see the highest level of opportunism. Unusually, but in a 

number of sectors at the level of the first link of the agrarian chain extremely high level of 

opportunism is observed. In Chelyabinsk region it is possible to refer the cultivation of cattle and 

vegetable growing to such sectors. Here the level of ROS reaches 63%. By the technique, stated 

above, the level of behavioral opportunism reaches 13 units. However, if we consider another 

sector ï cultivation of grain and leguminous crops, then here ROS is within norm. Abuse isn 't 

observed. 

As for the second link of the agrarian chain, here the situation is different. If we say about small 

producers, then in view of the strengthened competition they don't manage to overstate the 

realization price since they have no exit to large markets. Small producers have to adapt to th e 

conditions which are laid down by retailers. 

If we say about large plants, for example, in Chelyabinsk region there are only several such plants 

producing bread. This market demonstrates much higher level of profitabilit y, and, therefore, the 

higher level of opportunism. 

Initiall y, when we started the food security of the region research, all problems seemed quite 

transparent: as a rule, wholesale and retail enterprises most dictate the terms, buy products from 

farmers and producers at low prices and sell at extremely inflated prices. In practice everything is 

more diff icult. 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 retail trade isn't extremely profitable. The situation is different with large 

retailers ï here profitability of sales reaches 20%, and it already exceeds normal level. 

In view of the fact that it is always easier for large enterprises "to survive", nevertheless, small 

producers also shouldn't leave the market. Often such farmers realize better and ecologically safe 

products. This fact indicates negative side of the competition. On one hand, existence of the 

competition doesn't allow to overstate the product price. But on the other hand, if this competition 

is diverse (i.e. both the small and large enterprises are presented at the market), then such 

competition "squeezes out" from the market small producers, and already large retailers have a 

possibilit y of manifestation of opportunistic behavior. 

As we come to a conclusion that personal subsidiary farms can't be dismissed in any way, it is 

necessary to create such logistic model which would allow to counterbalance the rights of both 

small, and large enterprises. The example of such model is represented at Figure 2. 

There have to be several wholesale distribution centers in order to prevent monopolization of the 

market (model represented in Figure 2). And localization of such centers can be based o n the 

territorial principle. 
 
 
 
 
 
 
 
 
 
 
 

Figure following on the next page 
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Figure 2. Logistic model of agricultural consumer cooperation 

 
4. DISCUSSIONS 
Contractual  relations  as  a  scientific  category  appeared  in  economic  science  quite  recently. 

However, scientists started to pay attention to the nature of contracts long ago. Smith, A. in his 

classical poli tical economy divided all forms of interactions between economic agents (and this is 

a term of ñcontractò) into commodity and labor. As a basis of all relations he distinguished 

exchange (Smith, 1776). With the emergence and development of private property, the liabil ity of 

worker to give a part of produced product to the owner appeared. On this basis labor relations arise. 

Marx, K. is another significant author of classical political economy. Despite the fact that he 

doesnôt use the category of contract, the sources of contractual theoryôs origin can be found in his 

scientific papers. In particular, he defined the method of contractual relationsô registratio n ï 

agreement. According to Marx, K. exchange is a strong-willed act during which one seller 

appropriates someone elseôs goods and alienates his own (Marx, 1867). Economic relations serve 

as the basis of contractual relations (so called ñstrong-willed relationsò by Marx, K.). Contracts can 

be fixed legislatively or not. Thus, the works of Marx, K. mark out informal elements in contractual 

relations. 

In order to discover the evolution of basis for contractual relations theory, we use the works of 

Marshall (neoclassical theory). Marshall, A. explored much more complex form of contractual 

relations, which includes resellers between the ultimate consumer of goods and its producers. 

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 

out labor division and, in particular, significant role of businessmen in management. Businessmen, 

according to Marshall, A., represent a particular class of entrepreneurs, who have special functions. 

On the one hand, businessmen can be considered as highly skilled subjects of production process, 

on another hand ï as resellers between workers and consumers (Marshall, 1890 ï 1891). 

So, the sources of contractual theoryôs origins are laid in many different scientific papers of 

classical and neoclassical schools. Nevertheless such category in science didn't exist for a long 

time. 

ñContractò and ñcontractingò as economic categories were introduced in science by institutional 

theory. The new institutional theory becomes widespread in the 1970ôs. McNeil, I. introduced three 
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forms of contracts: classical, neoclassical and relational. Being more lawyer than an economist, he 

studied the legal side of a contract. In particular, he considered contracts as ñmini-society with an 

array of norms beyond the norms centered on exchange and its immediate processò (Campbell, 

2004). 

Williamson, O. paid attention to economic nature of contracts and contractual relations. He 

developed the cogniti ve map of contracts with different types of contractual relationsô 

management. And he describes ñeff iciency branchò, based on transaction cost economy and 

decrease of opportunism level (Will iamson, 1979). 

As for Russian scientists, Auzan, A., Bendukidze, K., Benz, D., Kozlova, E., Kudryashova, E., 

Kuzminov, Y., Oleynik, A., Popov, E., Silova, E., Tambovtsev, V., Shastitko, A. and Yudkevich, 

M. research problems of contractual relations. For example, Benz, D., Kozlova, E., Silova, E. show 

interconnection between opportunism, quality of corporate institutes and imperfection of 

contractual relations (Benz et al. 2014). 

But the problem of agrarian contractual chainôs length is not sufficiently researched in economic 

literature. Most scientific studies on this problem are just empirical. The authors suggest that this 

problem should be studied more fundamentally. By the end of the XX century the problem of food 

security became the priority for many scientists. It can be explained by the fact o f unprecedented 

growth of planet population, especially in developing countries that cause numerous energy crisis 

and environmental problems. 

Conway, G. and Barber, E. in their book ñAfter green revolutionò define food security as the 

guaranteed access for all inhabitants to food products enough for healthy and active li fe at any time. 

And, according to some researchers, the major factor limiting this access is inaccessibil ity of 

energy, especially it concerns developing countries. The authors, mentioned above, see the solution 

in the state policy, directed to support agro-industrial complex, fight against poverty and birth rate 

regulation (Conway, Barbier, 1990). 

According to Russian scientists Gorbacheva, A. and Kupchenko, A, the food security can be 

characterized as ability of a country to produce enough of food (Gorbacheva, Kupchenko, 2014). 

Food also has to be of satisfactory quality and safe for life and health of the population. The 

government has to pay more attention to low-income population. These authors mark out the 

following components of food security: physical availability of food; economic availabilit y of food; 

safety and quality of the food. 

Above-stated authors study the problem of food security. But they donôt pay attention to the 

problem of contractual relationsô imperfection in agrarian branch. So, the problem of agrarian 

contractual chainôs length with its transaction costs and opportunism is not studied. 

The problem of agrarian contract chain is marked out by Russian scientists Zinich, A. and Stukach, 

V. (Zinich, Stukach, 2011). However, these authors study only one agentôs behavior in agrarian 

market ï country farms (small organizational forms). 

The category of transaction costs was introduced in scientific use by Coase, R. in 1937. Coase, R. 

defined them as ñcosts of using the price mechanismò, ñcosts of transaction exchange in open 

marketò, ñmarket costsò (Coase, 1937). 

Dalman, K. classified transaction costs for informational costs, negotiating and making-decision 

costs, costs on control and enforcement (Shastitko, 2001). 

Russian scientists also devoted many works to exploration of transaction costsô nature. For 

example, Shastitko, A. consider transaction costs as ñresource expenses (money, time, labor and 

so on) for planning, adaptation and control over implementation of individual obligations in the 

process of alienation and assignment of property rights and freedoms, stated in a societyò 

(Shastitko, 1997). 
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The new institutional theory also paid attention to the problem of behavioral opportunism. For 

example, Jensen, M. and Meckling, W. studied such factors of contractual relationsô eff iciency as 

informational asymmetry and behavioral opportunism (Jensen, Meckling, 1998). These factors lead 

to contract incompleteness and Hart, O. with Moore, J. confirmed this in their researches (Hart, 

Moore, 1988). 

Thus, we can find out that many authors pay attention to the studied questions. The novelty of the 

presented research consists of three parts. First of all, we study the eff iciency of contr actual 

relations in agrarian branch. Secondly, we try to make a contractual relationsô eff iciency 

assessment technique. And thirdly, we approve this technique and theoretical categories, 

introduced in scientific use on the base of agrarian branch. And besides, we connect questions of 

food security, contractual relationsô eff iciency, a problem of over-sized transaction costs and 

behavioral opportunism. 

 
5. CONCLUSION 
Today the problem of food security becomes more and more critical. The last yearôs growth ra te 

of food prices advances growth rates of the population income. Last year the real income of 

population even reduced. Also the quality of produced food falls, which means that not just food 

becomes inaccessible for the population in quantitative parameter, but the sufficient quality of this 

food starts being inaccessible for the population. These two problems are of critical meaning for 

the modern world. 

The problem of food security isn't exclusively political or technological one. Its economic 

component is based on contradictions of subjects of a contractual chain. The key reason of 

imperfection of the contractual relations in the Russian agrarian sector is the low level of 

competition among agrarian enterprises. The opportunism level, which is a key factor of low 

contractual relations eff iciency, is extremely high for the producers having a dominant position on 

the market. In Chelyabinsk region such sectors are production of bread and meat. And these are 

key industries. 

To liquidate all problems described in this article and to largely increase contractual relations 

eff iciency, the regional government should give support to creation of a wholesale distribution 

center. Besides, it is necessary to create the corresponding standard and legal base. Such cent er 

would allow solving a number of problems: to simpli fy control of the prices from the state; to make 

products more available to the ultimate consumer; to help small farmers and personal subsidiary 

farms find stable sales markets; to lower factors of opportunistic behavior. 
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ABSTRACT 

Nowadays, retail is not competitive if not accompanied by appropriate internet service which will 

promote and sell products. Many stores which can be seen in the city centers and shopping malls 

have their own websites with integrated online stores, where with a few clic ks of the mouse 

consumer can select, order and receive desired product. Retailers can improve their profits if 

integrating their classical, conventional store chains with online store. This kind of integration will 

improve retail sales, and increase credibilit y and availabili ty to larger number of consumers on 

the internet than in reali ty. Since the retail no longer takes place exclusively in the stores due to 

the development of technology and internet which is evident in the growing trend of purchasing 

products online, it was necessary to examine the necessity of online and offline sales integration. 

Therefore, the main focus of this research is the integration of online and offline sales, new 

technologies impact on retailers and their adjustment to the new situation. In this paper hypothesis 

according to which online and offline integration is necessary for successful business is arg ued. 

We have done thorough analysis of retail trends when it comes to previous research results, 

analysis of online sales advantages and disadvantages and have shown that integration of online 

and offline retail is necessary for business development. 

Keywords: retail , consumer behavior, sales trends, online sales, store perception 

 
1. INTRODUCTION 
Nowadays, technological 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 products on the internet, pay online 

and get ordered product in a couple of days on your home address. There are various internet 

services dealing with the sale of products such as Amazon, eBay, Alibaba and others. A company 

is not competitive if not having its own website through which will present its products and services 

to the consumers and even sell them. Internet service is implemented in almost every sphere of 

people li fe. It was only a matter of time before the traditional way of selling through stores wil l 

move to remote servers that can be accessed using a computer or mobile device via the internet. 

Many serious traders had to adapt their business to new technologies. 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 donôt have their physical stores. Such 

companies do not have stores where purchase can be done in a conventional manner. 
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Today retail is not competitive if not accompanied by appropriate internet service which wil l 

promote and sell products. Many stores which can be seen in the large cities centers and shopping 

malls have their own websites with online stores (web shops) where with a few clicks on the mouse 

costumer can select, order and receive desired product. If classical conventional store has online 

store as well, it will improve retail sales, increase credibilit y and availabilit y to larger number of 

consumers on the internet than in reali ty. Therefore, the main focus of this research is the 

integration of online and offline sales, and the impact of new technologies on companies engaged 

in retail and their adjustment to the new situation. Since the retail no longer takes place exclusively 

in the stores due to the development of technology and internet which is evident in the growing 

trend of purchasing products online, it is necessary to examine the necessity of online and offline 

sales integration. In order to examine our hypothesis according to which online and offline 

integration is necessary for successful business, we have done thorough analysis of retail trends 

when it comes to previous research results, analysis of online sales advantages and disadvantages 

and have shown that integration of online and offline retail is necessary for business development. 

 
2. THEORETICA L BACKGROUNDS AND HYPOTHESIS DEVELOPMENT 
The importance of online and offline sales integration is supported by previous research. We have 

used data from various researches done in different time periods in order to show development in 

online sales. According to Levin, Levin and Heath (2003) survey, online methods are preferred 

over offline for the search and compare step while offline is greatly preferred over online for the 

final purchase step for most product categories. Table 1 provides information on the consumer 

preferences divided into steps performed by the consumer buying on the internet. Recognized steps 

are search for a product, product price comparison in a variety of vendors, and its own purchases. 

Thus, in many circumstances, consumers would prefer to log on to the internet to look at their 

possible choices, compare those choices on their various features, but prefer to make the final 

purchase at a retail location (Levin, Levin and Heath, 2003). 

 
Table 1. Online/Offli ne Shopping Preferences at Each Step for Each Product (Data are % who 

prefer online) 

 
 

 
Airline Tickets 

 

 
Books 

 

 
CDs 

 

 
Clothing 

 

 
Computer Software 

 

 
Electronic Products 

Search 92,5% 50% 55% 22,5% 80% 50% 

Compare 95% 47,5% 37,5% 15% 77,5% 52,5% 

Purchase 52,5% 12,5% 12,5% 5% 42,5% 12,5% 

Source: Levin, Levin and Heath (2003), Journal of Electronic Commerce Research Vol.4. No.3 

 
Moreover, Levin, Levin and Heath (2003) survey shows that consumers see online shopping 

sources as better for shopping quickly and having a large number of selections. Consumers believe 

that it is quicker to shop online than it is to visit a physical retailer and that they have access to 

more products with a greater range of features online (Levin, Levin and Heath, 2003). Consumers 

have tendency to better evaluate pleasures when shopping in stores due to the fact that products 

can been physically seen and taken away immediately if purchased. Mentioned facts underline the 

importance of the physical aspect of the experience when purchasing strengthens the importance 

of offline stores rather than online stores. 
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According to Levin, Levin and Heath (2003) survey shown in Table 2 it can be concluded that it is 

possible to make product classification. Certain products that need to be physically touc hed or 

"physically tangible products" such as clothing, sports equipment, products for health and beauty 

have an advantage in offline sales. The traditional way of purchase of such products is stil l very 

widespread because customers want to feel, try and see the products before buying. While products 

such as books, multimedia and electronic products which consumers donôt need to try and feel 

before buying have an advantage in online sales because the purchase is much simpler and faster. 

 
                 Table 2. Mean Attribute Importance Ratings (1-10 scale) for Each Product             

 

 
 
 
 
 
 
 
 
 
 

Airline Tickets 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 4,18 6,60 7,40 8,55 4,43 7,43 7,00 8,33 

Electronic Products 5,40 5,60 8,28 8,78 8,15 7,40 7,18 8,43 

Health & Grooming 4,30 6,43 7,30 7,63 7,30 6,35 6,83 7,18 

Sporting Goods 5,70 5,33 8,18 8,63 7,73 6,80 6,93 8,40 

Source: Levin, Levin and Heath (2003), Journal of Electronic Commerce Research Vol.4. No.3 

 
According to Heckmann, Kestello and Scgmaus (2012) online sales is presented as a necessity in 

today's world. The abilit y to integrate online and offline sales enables retailers to offer the required 

products. Many retailers have lost a large share of the market due to the Amazon and other similar 

internet services companies. The development of various distribution and sales channels integration 

enables survival on the market. The number of sold smartphones in 2011 for the first time in the 

history exceeded the number of computers sold. Smartphones and tablets represent a change in the 

traditional computing what was previously known. People today spend almost as much time on the 

Internet using smart phones and computers as watching television. Traders who understand the 

importance of quality of integration of different sales channels have good position to be better than 

the competition. 

 
In traditional, offline stores the most important factors affecting the sales used to be quality of the 

product and quality of staff  followed by the price, while in the digital era those factors are the 
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diversity of choice, transparency, credibilit y, improved service, abilit y to process orders at any 

time, access to product transparency and customers evaluation and review. Nowadays, there is 

increased trend that manufacturers sell products directly, without intermediaries. One of the main 

examples is Adidas, which after opening its new stores in Russia shut cooperation with retail 

partners in that country. Most of the information about products and services which customers were 

able to find only in stores today can be found on the internet search engines and social networks. 

In 2011, almost 10% of total trade in Western Europe was done through the internet. It is noted 

that products which customer donôt need to try before buying, such as music and books are better 

sold online rather than in offline stores. Mobile devices, appliances and clothes stil l have a great 

potential to increase the share of online sales. The percentage of 10% of online sales represented 

as a turn-over rate is taken as relevant when evaluation online sales success. When products within 

certain categories reach this percentage, their impact on the Internet is becoming too big to be 

ignored by both, consumers and sellers. After crossing this percentage, the leading com pany in a 

particular product category needs to start development of different sales and distribution channels. 

Further growth in online sales is expected in following years if we look at the most recent data of 

retail trends in eight European countries which together accounted 81.3% of total sales in Europe 

publi shed in the research performed by the Centre for Retail Research (2016). 

 
Table 3. Online sales growth in Europe 

 

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

Source: Centre for Retail Research (2016), Online Retailing: Britain, Europe, US and Canada 

 
As shown in Table 3, online sales continue to increase. In the last two years, all developed European 

countries have increased the amount of goods sold over the Internet at a minimum of 13.5%. The 

largest growth of more than 20% in online sales in 2015 is recorded in Germany and Poland. It is 

important to notice that the growth of online sales does not only depend on the willi ngness and 

abil ity of consumers to buy via Internet, but also on the economic growth of the country, the 

unemployment rate and similar economic parameters that directly affect the purchasing power of 

the population of a country. However, the most important is the continued growth that indicates 

the great potential of online sales, but also the necessity of multiple distribution and sales channels 

integration in order to be competitive on the market. 

 
2.1. Online sales advantages and disadvantages 
An online sale has become a very important part of today's consumerist society.  For better 

understanding of consumer habits and the factors that affect the decision on purchase via the 

internet, it is necessary to analyze the advantages and disadvantages of online sales. 
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Global trends indicate that with the technological development in recent yearôs online sales has 

become common for younger generation that grew with information technology, as well as working 

population which has less time for conventional way of buying as a result of busy li festyle. 

 
Main online sales advantages: 

¶ 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 products, order the same and continue to engage in other activities. 

¶ Prices Compari son - One of the main advantages of online sales is the possibilit y of 

selecting 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 product in different online 

stores. Such price analyses allow significant savings of time and money. The customer is 

no longer in a position to physically visit a variety of stores and compare prices in order to 

make purchase decision. 

¶ Transpor tation Costs - If the purchase is performed online, there is no need for consumer 

to drive to the store location. Buying over the Internet does not require any driving which 

results in transportation and time savings. 

¶ Variety of Choices ï It is much easier to find the product, size and style that the customer 

li kes in online. It can also be very easy to determine whether offered product is available. 

Online sales does not restrict customers geographically since it can be bought in stores 

around the world via computer with access to the Internet with a few clicks of the mouse, 

and therefore the quantity and variety of products 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 buy it. 

¶ Waiting Time - If the purchase is performed via the internet, it is not necessary to wait for 

the order at the cash register or turn in front of the cabin to try out the products and wait if 

crowded. There is no waiting if purchasing products online. 

 
Depending on the consumers habits, especially the once who have not grown up with information 

technology, the key disadvantage of online sales is lack of physical contact. Since the technology 

continues to progress, it is not excluded that some technological solutions wil l resolve identified 

deficiencies of online sales and the positive trend of online sales growth wil l continue. 

 
Main online sales disadvantages: 

¶ Delivery Cost - Delivery to the desired address is usually additionally paid. Shipping costs 

depend on the size and weight of the product. Many online stores offer free shipping option, 

but only if the cost of orders exceeding a predetermined minimum price. Delivers costs, 

especiall y for bigger and heavier products can make the online purchase unaffordable. 

¶ Immediate Satisfaction - When buying in physical store customer can try and enjoy the 

product immediately, this is not the case when buying online which can consequently lead 

to customer dissatisfaction once the product is delivered. 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 delivery preferences. 
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¶ Senses - When buying online consumer cannot see and try out desired product. Many 

consumers prefer buying clothes and shoes in stores because they can feel the material, try 

the right size and see the desired product in li ve. For a lot of consumers this is the biggest 

drawback of online sales, since the existence of a particular product in a virtual reality does 

not inspire the same sense of security as a product that can be felt, seen, tried and smelt. 

¶ Personal information - Some consumers are concerned about the potential security risks 

of storing and sharing personal information data and credit card number when buying 

online. Although such a risk exists as well in physical stores, many consumers consider 

online sales as additional security risks which are not wil ling to take. 

¶ Human Factor  - When buying online, there is no seller who wil l introduce the product, 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 interaction is present in all spheres of li fe. 

Although some consumers see lack of communication and the development of interpersonal 

relationships as advantage, the principle itself and the lack of interaction of the human 

factor is taken as a disadvantage. It does not develop the specific relationship between buyer 

and seller, which is normally created in physical store. 

¶ Professional Suppor t ï Online sales has customer support correspondence services (li ve 
chat), but in many cases technical and professional support to consumers is not available. 

¶ Products Quali ty ï The consumer can notice an error or malfunction of the product only 

when the product arrives. Although it is possible to pack the product and send it back in 

exchange for a new product or a refund, the cost of sending product 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 store there is a possibil ity 

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, supply and demand 

as well as the competitiveness of products and services is almost inevitable. 

 
2.2. In ternet service providersô examples 
Specialized internet services providers are websites which offer to the customers a variety of 

services. The most popular internet service used by most internet users is Google, search engine 

that allows its users to find required information in a short period of time with extraordinary 

precision. The purpose 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 products via internet, such as eBay and Amazon. There are also internet services li ke 

jeftinije.hr and crnojaje.hr. Jeftinije.hr is the internet service provider which allows users to 

compare prices of the desired product in different online stores. Crnojaje.hr is the internet service 

provider which allows users to purchase products with special low price offers. 

 
Amazon is the US company that is engaged in online sales and is the biggest internet reseller in the 

US market. Amazon started first as an online bookstore, then expanded the business to sell DVDs 

and CDs, possibilit y to download films, music and audio books, software, computer games, and 

similar. It also sells electronics, clothing, food, toys and jewelry. Amazon has become a major 

player in the US market when it comes to online sales, and is stil l growing on a yearly basis. The 

main characteristic of the Amazon, is buying products from companies or other stores on the 
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Internet. Amazon with its mechanism guarantees originality, origin and quality of products. The 

main reason for the constant growth of sales via Amazon is increased number of Internet users. 

Amazon is aware that constant discounts and actions attract new customers and retain old ones, 

and the latest innovation involves the delivery of the product within 30 minutes using the drone. 

Amazon has developed a subscription or Amazon Prime service that loyal customers can buy at 

$50 per year, and which includes various benefits such as free shipping, discounts, free Kindle 

books and similar. 

 
eBay is the internet service provider that provides online auction services of buying and selling. It 

works li ke internet marketplace, where users sell products to other users through the mediation of 

eBay. The original and main website is in the US, while there are many sites in other countries 

such as Australia, Austria, Belgium, Canada, China, France, Germany, India, Italy and many 

others. eBay customer confidence is gained with guarantee refund in the event of fraud, which has 

greatly affected the popularity of the service. Payments on eBay and Amazon are made via PayPal, 

which is the safest and fastest method of payment around the world. eBay buyers and sellers 

through PayPal enjoy hundred percent protection against potential fraud, since if the customer does 

not receive product, PayPal returns the money paid. 

 
Moreover, there are various internet service providers which offer services for product prices 

comparison in different 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 classify products such as for example clothes and shoes with couple of different 

categories such as men, women and children and sub categories that allow selection of specific 

types of products (shoes, shirt, jacket, accessories, etc.). 

 
3. DATA AND METHODOLOGY 
To test our hypothesis we have conducted interview based research with consumers from the 

Republic of Croatia. The survey instrument was designed in a way to demonstrate the influence 

and relevance of online sales. Selected consumers were asked about the frequency and purpose of 

using computers in order to see how frequently the potential Croatian consumers use computer and 

for what purposes, the frequency 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 Croatian consumers when making purchasing decisions via the internet. 

 
Our Survey was conducted online on 100 people. Considering 100 interviewed people, who were 

willi ng to take a moment of their time to fulfil l the questionnaire, majority was middl e-aged (28- 

32 years). To be more specific 34% were in the group between 28 and 32 years, 24% were in the 

group between 32 and 40, 17% were in the group between 24 and 28, 12% were in the group above 

40 years, 8% were in the group between 20 and 24 years, and 5% were in the group between 15 

and 19 years. 

 
The instrument of a survey was a questionnaire which contained ten questions. In the first question, 

the respondents had to had to indicate which group of age they belong, age groups were set from 

15-19, 20-24, 24-28, 28-32, 32-40 and over 40. In the second question, respondents had to answer 

whether they use computer on a daily basis with yes or no. In the third question, respondents had 

to answer whether they purchase via the Internet, offered answers were yes and no. In the third 
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question, respondents had to state for which purposes they use computers, possible answers were 

for work (work, college, school), information (news, newspapers), interaction through social 

networks, computer games and more. In fifth questions, respondents had to state how often they 

purchase on the internet, possible answers were once a year, once every three months, once a month 

and more. In sixth questions, respondents had to state what they usually buy online, possible 

answers were clothing and footwear, 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, possible answers were security transactions, product 

price, product 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, 

njuġkalo.hr, asos or others. In the ninth question, respondents were asked about key decision drivers 

when selecting the product, possible answers were product price, customer reviews, the reputation 

of online store, and delivery cost. In the last question, respondents were asked whether they 

purchase from Croatian web shops, possible answers were yes and no. Survey instrument has been 

created in order to prove importance of online sales and necessity 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 

respondents, use computer on a daily basis, while only 15.2% of them donôt use computer on a 

daily basis. This high percentage indicates nowadays computerization of society, especially 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. 
 

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

Chart 1: Frequency of using computers (authorôs research) 

 
From Chart 2 can be concluded that 74% of respondents perform online purchases, while 26% of 

them do not buy online. Almost 75% of respondents use computers on a daily basis, and if we scale 

this data to the number of computer users both in Croatia and around the world, it wil l give us a 

very large online market potential. Such a market as opposed to the classic market often is not 

conditioned by geographic location of consumers. The best example is the internet service 

providers such as Amazon and eBay, which sell their products almost al l over the world. Even if 

we reduce the number of consumers purchasing online, there is stil l an extremely large number of 

potential consumers. 
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Chart 2: Online Sales (authorôs research) 

 
As shown on Chart 3, 57% of respondents use computer mainly for work. Furthermore, 18% of 

respondents use computers in order to interact through social networks, which indicate 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 potential consumers in a particular area. 

Moreover, economic potential of social networks is huge and can be used for online and offline 

sales integration due to the fact that integration is not complete if it is not accompanied with high - 

quality commercial content on social networks. 
 

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

Chart 3: Reasons for using internet (authorôs research) 

 
Chart 4 shows that 29% of respondents purchase at least once a month via internet which is quite 

frequent. Furthermore, 30% of respondents purchase on a quarterly basis via internet which is not 

so often, while 33% purchase one a yearly basis which is very rare. It can be concluded that 59% 

of respondents represent serious buyers who quite often buy online. If we take into account the 

statistical data, and the fact that online sales wil l grow rapidly, it can be concluded that more than 

70% of respondents wil l 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 due to the 

fact that a large number of potential customers buy and intend to buy online in the near future. 
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Chart 4: Online sales frequency (authorôs research) 

 
If we look at survey data related to type of product usually purchased online, it turns out that 

respondents mostly buy clothes and shoes, 50% of them. Moreover, clothes and shoes together 

with fashion accessories make 69% of respondents buying habits. It can be concluded that fashion 

industry products are most frequently purchased online even though consumers buy online a variety 

of product categories, and if satisfied with previous experience they wil l continue to purchase 

diverse category of products. Furthermore, data showed that for respondents when using online 

stores, security of transaction is the most important, due to the fact that 42% of respondents 

indicated security of transactions as the main criteria when performing online purchase. Security 

of transactions is followed by product price since for 29% of respondents product price is the most 

important criteria. As shown on Chart 5, it turned out that delivery time, delivery cost and product 

quality are not so important to respondents when purchasing online. Results are very much in line 

with the activities eBay and other similar internet service provider are performing when it comes 

to discount price strategy of the products which can be purchased on their web pages. 
 

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

Chart 5: Online sales frequency (authorôs research) 
 

Moreover, survey pointed out that respondents mainly use eBay when purchasing online since 62% 

of respondents purchase through eBay. Most similar internet service whose credibil ity rival that of 
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eBay is Amazon, which is the second most popular internet service among respondents. 

Furthermore, 23% of respondents use Amazon, while 32% of use Croatian online stores. 

Additionally, it can be concluded that the most important criteria for online sales is the product 

price and transaction security, and both of named conditions are better acknowledged by eBay than 

their competitors. 

 
Product price is key item decision maker when purchasing online, due to the fact that consumers 

mainly prefer online shopping due to affordable prices. It is important to notice that under the same 

pricing conditions, consumers wil l choose nearby physical store over online stores due to delays in 

product delivery and inabil ity to try and experience the product before buying. 

 
5. CONCLUSION 
Technological progress is continuously changing world in every field of science. The technology 

gradually integrates with every aspect of the li fe of modern man, and outlines the way of modern 

man thinking. The purpose of technology is to make human li fe as simple as possible such as the 

purchase from warmth of our homes via the internet. Comfort and ease of this method of purchasing 

and product selection for many consumers is attractive and acceptable, especially for the younger 

generation. Already for a long period of time automation has been gradually increasing, particularly 

in manufacturing. It is just a matter of time before the same starts happening in the service sector. 

From an economic point of view robots are much cheaper and more cost-effective than humans 

who are predisposed to errors. The main example of automatization in service sector are self- 

service cash registers presented in many supermarket chains and Amazon drones which enables 

quick and easy products delivery with almost no cost for resources. 

 
It is just a matter of time before automation and technology development wil l completely ch ange 

the stores, especially if taking into account the fact that the internet has already significantly 

changed the way of purchasing. The integration of online and offline sales is an inevitable step of 

most retailers caused by technological progress. Moreover, in the near future we can expect 

complete disappearance of the conventional stores with shelves and exhibited products. As shown 

in theoretical part of this paper it can be concluded that loyalty rewards in terms of various 

discounts which primaril y include lower products prices encourage bigger online purchasing rather 

than buying same product in store. Combination of independent website and the official website of 

the social network allows customer reviews and feedback as well as low-cost promotion, which 

contributes to the credibilit y, while action in the form of free shipping over a certain amount and 

discount on online purchase emphasize online shopping. Over a long 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 attract different groups of consumers. 

 
Information technology development is intensively changing all aspects of human activities, 

including the retail sector. The development of specialized stores with interactive content that can 

adapt to each consumer needs is already in full swing around the world. It is just a matter of time 

when exhibited products wil l be replaced with a touch screen and other technological devices which 

adapt products to each consumer while taking into consideration individual consumer requirements 

through monitoring consumer habits and purchase history. 
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Our empirical research, which was conducted by interviewing a large sample of respondents, points 

out the necessity for online and offline sales integration. Due to the fact that majority of respondents 

purchased via the Internet, it can be concluded that consumers use benefits of online sa les in 

significant and statistically relevant number. Furthermore, consumers when buying online usually 

buy fashion industry products since the majority of the respondents answers that they mainly 

purchase fashion industry products. Following the results of the empirical research, it can be 

concluded that the internet now plays an important role which cannot be ignored, especiall y if one 

takes into account the continuous growth of sales via the Internet. Successful retailers must 

integrate online and offline sales and therefore implement development of an online store in their 

business plans. Through different sales channels a company can increase competitiveness and 

growth, and bigger success on the market wil l be guaranteed. 
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ABSTRACT 

In a public/private unionised monopoly, the common wisdom concerning the bargaining agenda 

in state-owned enterprises can change dramatically. Although the efficient bargaining (EB) 

agenda is considered more efficient than right-to-manage (RTM), the public/private monopolist 

always prefers RTM. Contrary to the assertions of the established literature, the private monopoly 

may be socially preferred over the public one, especiall y when the government highly considers 

workersô welfare. Moreover, a conflict of interest regarding the preferred agenda arises between 

the parties: despite the governmentôs efforts to manage public firms to taking care of workers and 

consumers, it chooses the bargaining agenda against those agentsô interests. 

Keywords: Efficient bargaining, Firm-union bargaining agenda, Public and private monopoly 

Right-to-manage 

 
1. INTRODUCTION 
Collective bargaining takes on a crucial role in labour-management relations within the public as 

well as in the private sector of the economy. The course of action defining the union -firm 

bargaining is essential both for labour market regulations and the configuration of production 

activities in industries that can be characterized by the presence of private and public monopolies 

(state-owned enterprises, henceforth SOEs). The present paper aims to clarify some element of 

controversy in the labour-management relations and negotiation process, which are indispensable 

for the suitable functioning of labour and product markets, and to assess the social welfare 

consequences. In particular, this paper analyses the bargaining agenda selection (right-to-manage, 

RTM, vs. eff icient bargaining, EB) in a public/private unionised monopoly and the subsequent 

effects on firm profits, union utilit y, consumerôs surplus and overall social welfare. These subjects 

are relevant in Continental Europe, most notably in Germany, as well as in countries that have 

experienced/are experiencing a transition process from former communistic/centrally planned 

state-oriented toward liberal/free-market-driven economies. Germany ranks first among European 

countries with regard to the importance of state-owned assets (in terms of capital worth)1  and, 

recently, the interest for the public ownership seems to have increased. In fact, the State of the 

Lower Saxony holds at least 15% of Volkswagen AG, granting 20% of the group's voting rights 

(Volkswagen AG, 2015). Moreover, in Germany, unions have a sufficient presence, notably in the 
 
 
 

 
1  This primacy is in part due to the heritage of state-owned enterprises by East Germany and to the public banking 

system managed at the provincial Lªnder level. 

mailto:luciano.fanti@unipi.it
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public sector.2 Concerning the former communistic/centrally planned economies, the question is of 

relevance in the privatisation process, when sectors of the economy 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 protections, also interventions regarding 

labour are crucial to improve economic efficiency. According to an OECD (2014) report, countries 

such as Czech Republic, Estonia, Hungary, Lithuania, Latvia, Poland and Slovenia, despite the 

ambitious privatisation programmes undertaken in recent decades, stil l present large SOEs 

dominating several economic sectors, most notably in industries considered of ñstrategic 

importanceò, such as coal and chemicals, transportation, and utilities (electricity and gas, 

telecommunications). For example, Slovenia counts for 39 SOEs with a 10% weight of employees 

over the total dependent employment, Hungary represents 371 SOEs (5%), Estonia 53 SOEs 

(4.5%), and the Czech Republic 125 SOEs (4%). Croatia shows even more remarkable figures: 584 

SOEs account for 68% of the GDP (Hamh, 2013). Noteworthy is the fact that those countries have 

a sufficient unionsô presence, especiall y in the publ ic sector (Armingeon, 2006). Previously, 

scholars have investigated whether SOEs pay higher wages than identical privately-owned firms 

and the long-run effects of privatisation on wages and market equilibrium (De Fraja, 1993; Haskel 

and Szymanski, 1993; B§rcena-Ruiz and Garz·n, 2009). More recently, Ishida and Matsushima 

(2009), Andaluz (2011) and Choi (2012) have examined the effects of wage regulation for civil 

servants employed in the public sector and the issue of whether there is a preferable Cournot or 

Bertrand competition in a mixed private-public duopoly when unions are present, respectively. 

However, none of those papers performs an analysis of the bargaining agenda in a public monopoly. 

The reference framework of the present article is a classic unionised monopoly. The issue of the 

bargaining agenda selection has been investigated in a private oligopoly context (Bughin, 1999; 

Buccella, 2011; Fanti, 2014, 2015). Such papers focus on the strategic effects played by different 

bargaining arrangements on the firmsô oligopolistic competition. Recently, Fanti and Buccella 

(2016a,b) have studied this subject in a private monopoly with managerial delegation and 

consumption externali ties. These papers have shown that, also in the private monopolistic context, 

the choice of the bargaining agenda is relevant for monopolists and society. The early literature 

considering the comparison between public and private monopoly (and oligopoly) outcomes 

includes De Fraja and 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 

Frajaôs model to the EB case. On the other hand, it broadens the aim of De Frajaôs work, which 

mainly focuses on the relationship between public and private wages and the effects of privatisation 

on wages. The current study analyses the choice of alternative bargaining agendas in public and 

private monopoly firms and compares the equili brium outcomes not only in terms of relative wages 

but also of the various agentsô relative welfare and social 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 both private and public monopolies, regardless of the agenda. 

The profits are always higher under RTM; however, in public companies, profits tend to be negative 

when the weight of the union in its objective function becomes sufficiently high during 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 

aff iliation 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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Conversely, the unionôs utilit y and consumersô surplus are always higher under EB. More 

interestingly, the RTM agenda always emerges as the sub-perfect equilibrium with private as well 

as public monopolies. A priori, this result with regard to the public monopoly is not expected, 

because 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 this finding is that, compared to the RTM agenda, 

EB negotiations have an extremely negative impact on profits that overcome the positi ve effects of 

the unionôs and consumerôs welfare. By contrast, challenging the conventional wisdom, in the case 

of private monopoly, the overall social welfare under RTM may be higher (lower) than EB, 

provided that the poli tical 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 unions and firms exists also in the case of public firms, despite the fact that the 

latter takes care also of the unionôs welfare. Moreover, there are always conflicting preferences 

between the government and consumers. 

 
Upon comparing public and private monopoly outcomes, another interesting finding emerges. 

Although the private monopoly only takes care of its own profit while the public one cares for the 

overall welfare, social welfare may be higher in the former case (provided that the polit ical 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 unionôs 

welfare should prefer a private monopoly, while the union and the consumers prefer a public 

monopoly. In fact, at the heart of the idea (even a political one) that the government must own and 

manage a public firm is to achieve a social welfare higher than in the presence of a self-centred 

private monopoly. 

 
However, this longstanding cornerstone does not deal with the existence of labour unions and the 

different bargaining agendas. The finding of the current paper regarding social welfare arises 

precisely due to the effects of the presence of a labour union and reverses the well -established 

results shown early by De Fraja and Delbono (1987, 1989), obtained in monopolies without unions 
in which, ñAs the intuition might suggest, WM [i.e. the social welfare in the public monopoly case] 

is greater than the welfare in all other casesò (De Fraja and Delbono, 1989, p. 305). Thus, if ñla 

raison d'°treò of a public firm is to achieve the highest benefits for workers and consumers, this 

paper obtains an antipodal result: a welfare-maximizing government prefers a private monopoly. 

 
Even more striking is that the more ñleft-wingò the government is oriented (i.e. in the sense that it 

strongly cares about workersô welfare), the more preferred the private monopoly is. The remainder 

of the article is organized as follows. Section 2 presents the basic ingredients of the model, while 

Section 3 analyzes the union-firm bargaining problem in the context of a private monopoly, and 

Section 4 re-examines the subject in the presence of a public monopoly. Section 5 deals with a 

discussion of the comparative statics of the two scenarios. Finally, Section 6 summarizes the key 

findings and implications and suggests directions for future research on the subject. 
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2. THE MODEL  
Let us consider that there is only one firm in the market producing goods. The standard inverse 

demand function the monopolist faces is 
 
 

 

(1) 

p = a - bq 

 

where p and q  are the price and quantity of goods, respectively. Assuming that the production 

function is  q = 

function is: 

L  (e.g. De Fraja, 1993),3  where L is the employment, the monopolistôs profit 
 

 

p = (a - bq)q - wq 2 
, 

(2) 

 
where w is the wage per unit of output. We assume that the monopolistic firm is unionised and the 

union members are sufficiently large to meet the firmôs labour demand. We consider the two typical 

negotiation models of the trade-union economics (Booth, 1995): 1) the Right-to-Manage model 

(RTM) (e.g. Nickell and Andrews, 1983), in which wages are the outcome of negotiations between 

firms and unionised labour. However, once wages are set, the firms have the right to choose the 

employment levels, and 2) the eff icient bargaining model (EB) in which the union and the firm 

bargain simultaneously regarding wages and employment (or, more realistically, hours of work) 

(e.g. McDonald and Solow, 1981; Ashenfelter and Brown, 1986; Manning, 1987a,b). The union 

has the following utility function: 
 
 

 

(3) 

V = (w - w̄ )L , 

 

 

where wÁ is the reservation or competitive wage. Recalling that q = L , (3) becomes: 
 

 

V = (w - w̄ )q2 
, 

 

 

that is, the unionôs objective function is to 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 unionôs utility whose analytical expression, following De Fraja (1993), is: 
 

SWPUB  = CS + p + mV (4) 

 
in which the parameter m Í (0,1] is the weight attached to the union's utili ty, assumed exogenously 

given, as detailed in the next section. 
 

 
 
 
 

3  As De Fraja explains (1993, p. 462, footnote 8), the rationale for the assumption of decreasing returns to scale 

technology resides in the fact that a simple functional form characterised by constant average and marginal cost leads 

to the undesirable result that, if private and public firms have the same cost, then only the public firm produces all the 

output, crowding out the private one from the market. 

http://en.wikipedia.org/wiki/Robert_Solow
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1-b  b 

w 

 

3. PRIVA TE MONOPOLY  
 

Let us begin by ill ustrating the case of private monopoly firm4 under the cases of RTM and EB.5 

 
3.1. RTM  institution 

 
Proceeding backwards, with RTM negotiations, the monopolist solves the profit maximisation 

problem at stage 2, obtaining the output as function of the wage 
 
 

 
 
 

(5) 

 

q(w) = 
a 

. 
2(b + w) 

 

At stage one, the monopolist-union bargaining unit selects w to maximize the following generalized 

Nash product, 
 
 

 
 
 

(6) 

 

max 
 

w.r .t . w 

N = (p )  (V ) = èê(a - b q)q - wq
2
 

1-b 

ø
ú 

 

[(w - w )̄q 
 

2 
]
b 
,
 

 

where  b  represents the  unionôs bargaining power.  After  substitution  of  (5)  in  (6),  standard 

maximisation techniques6 lead to the bargained wage: 
 
 
 

(7) 

RTM 

PRI = w̄ (1 + b) + bb 

 

and, consequently, the equili brium output is 

 
Table 1: Equilibrium outcomes, private monopoly (Authorsô own calculations) 

 
 

 
 
 
 

4 In the rest of the paper, the subscript PRI (PUB) denotes the private (public) monopoly. 
5 We note that the equilibrium outcomes of the Simultaneous EB equal those of the Sequential EB for both private 

and public monopoly (the straightforward demonstration is omitted here for economy of space). 
 

6 All the details about analytical derivations are available upon request from the authors. 
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q  = 

1-b  b 

q 

w 

 
 
 

 
(8) 

 
RTM 

PRI 

a 

2(w  ̄+ b )(1 + b) 

 

Using (7) and (8), the other equilibrium outcomes, summarised in Table 1, are easily obtained. 

 
3.2. EB institution 

 
Under EB, the private monopolist-union bargaining unit simultaneously selects at the first stage w 

and q to maximise the following generalised Nash product 
 
 

max 
 

w.r .t . w,q 

(9) 

N = (p )  (V ) = èê(a - b q)q - wq
2
 

1-b 

ø
ú 

 

[(w - w )̄q 
 

2 
]
b 
,
 

 

From first-order conditions of the EB game, the following system is obtained: 
 

q(w) = 
a(1 + b) 

2(b + w) 

 

(contract curve), (10) 

 

w (q ) = 
qw (̄1 - b) + b(a - qb ) 

q 

 

(rent sharing curve), (11) 

 
The solution of the system (10)-(11) yields 

 
 

EB 

PRI 

 

(12) 

 
 
 

=  
a 

2(w  ̄+ b ) 

 
 
 

(13) 

EB 

PRI = wPRI 

RTM 

 

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

 
4. PUBLIC MONOPOLY  

 
Consider next a public monopoly firm. The government instructs the public monopolist to 

maximise the social welfare in which the weight on the unionôs utility is less than one. In the words 

of De Fraja (1993, p. 460) the rationale for this assumption is that ñthere may be politi cal reasons 

why an increase in union utility is not considered as positi ve an occurrence as an increase in the 

profit accruing to the Treasury or as a reduction in the price of the goodò. In the following sections, 

we investigate the cases of RTM and EB. 
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2 

 

Table 2: Equilibrium outcomes, public monopoly (Authorsô own calculations) 
 
 
 
 
 
 
 
 
 
 
 
 
 

4.1. RTM  institution 
At stage 2, the public firm maximises the social welfare function in (4). The maximisation problem 

yields the following output function: 
 
 
 

 
(14) 

 

q(w) = 
a  

. 
b + 2[(1 - m)w + mw ]̄  

 

At stage 1, under RTM, the public monopoly-union bargaining unit selects w, to maximise the 

generalized Nash product 
 
 

max N
 

 

= (SW
 

 

)
1-b 

(V )
b  
= 
ë b q 

1-b 

û 
+ (a - b q)q - wq2 

+ m[(w - w )̄q2 
]ü
 
 

[(w - w )̄q
2 
]
b
 

PUB PUB ì 
2
 

 

 

(15) 

w.r .t. w í  ý 

 

where b is the unionôs bargaining power. Inserting (14) in (15), the maximisation leads to the wage 
 

w
RTM   
= 

2w (̄1 + b - m) + bb 
 

 

(16) 

PUB 
2w (̄1 - m) 

 

and, substituting back (16) into (14), the equili brium output is 
 
 
 

 
(17) 

 

qPUB 

 
RTM  
=
 a 

(2w  ̄+ b )(1 + b) 

 

Using (16) and (17), the other equilibrium outcomes are easily obtained and reported in Table 2. 

 
4.2. EB institution 
Under EB, at the first stage, the public monopoly-union bargaining unit simultaneously selects w 

and q to maximise the following generalised Nash product, 
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w 

 
 

max  N
 

 

= ( SW
 
)
1-b  

(V )
b  
= 
ë b q 

1-b 

û 
+ (a - b q)q - wq2  + m[(w - w )̄q2 ]ü

 
 
[(w - w )̄q

2 
]
b
 

PUB  PUB  ì  
2
 

 
(18) 

w.r .t . w,q  í  ý 

 

From the first-order conditions of the EB game, the following system is obtained 
 
 
 

 
(19) 

 

q ( w) = 
a(1 + b) 

2m(w  ̄- w) + (b + 2w) 

 
 

 
 
 
 

whose solution is 

 
 

 
(20) 

w (q) = 
2qw (̄b + m - 1) + b(b q - 2a) 

2q(m - 1) 

 
 
 

 
(21) 

 

qPUB 

 
EB  
=
 a 

2(w +̄ b ) 

 
 
 

(22) 

EB 

PUB = wPUB 

RTM 

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

 
5. COMPARISON OF EQUIL IBRIUM RESULTS 
This section studies the agenda selection under the different firmôs ownership and the related 

welfare effects. First, we show the choice of the agenda and compare whether and how wages, 

quantities, profits, unionôs utility and social welfare differ between the two analysed bargaining 

institutions. Second, we compare private and public outcomes. 
RTM EB

 

Let us define the following differentials: 
Dxi = xi 

- xi     , x = p , V , q, SW ; i = PRI , PUB 
. 

 

5.1. Private Monopoly 
 
Result 1. Wages are identical under RTM and EB7; the profit under RTM is always higher than 
EB, while the unionôs utili ty and consumerôs surplus are always higher under EB than RTM; SW 

under RTM may be higher (lower) than EB, provided that m is sufficiently low (high) and wÁ,b, b 

are sufficiently high (low). 
 

Dp PRI  > 0, DVPRI  < 0, DqPRI  < 0, DSWPRI
 
>  < 2b

2 
(w  ̄+ b ) + (b + 2w )̄b - 2b 

0 Û m 

Proof: <  >  2b(w  ̄+ b )(2 + b)  . 

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

 
7 Given that in a monopoly there is no strategic interaction in quantities (i.e. employment), simultaneous or 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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While the finding concerning profits, union and consumer is expected, the result that the overall 

social welfare can be larger under RTM than EB is unexpected. However, if the weight attached to 

the unionôs util ity in the social welfare is adequately low, the profit gains under RTM are large 

enough to overweigh the relative losses for union and consumers in the overall social welfare 

evaluation. 

 
5.2. Public Monopoly. 

 
Result 2. Wages are equal under RTM and EB; although the profit tends to be negative when m 

tends to be sufficiently high under both agendas, this is always significantly higher under RTM 

than EB,8 and the profit differential in favour of RTM increases with the unionôs increasing power. 

As in the case of the private monopoly, the unionôs utili ty and consumersô surplus are always higher 

under EB, while SW is always higher under RTM negotiations. 

Proof: 
Dp PUB  > 0, DVPUB  < 0, DqPUB  < 0, DSWPUB  > 0. 

 

Corollary 2. Although interested also in the consumer and unionôs well-being, which are larger 

under EB than RTM, a public monopolist always chooses the RTM agenda as the private firm. 

 
In line with the intuition, Result 2 states that the public monopoly incurs large profit losses when 

it bargains also over employment, especiall y when both the unionôs util ity is highly evalu ated in 

the social welfare function and the unionôs power is large. In fact, given the identical bargained 

wages under the two agendas, a larger production (and, therefore, a lower price for the goods) in 

the product market under EB than RTM leads the margins for the public company to decrease or, 

more precisely, causes the losses to increase. On the whole, lower production levels under RTM 

paying identical wages as in the EB case would guarantee lower total costs for the public 

monopolist. 

The intuition behind Result 2 and Corollary 2 is that the EB arrangement causes an extremely 

negative effect on profits which more than counterbalance the positive effect on the unionôs and 

consumerôs welfare. As a consequence, a public monopoly firm behaves li ke a privat e one in the 

choice of the bargaining agenda, despite the util ity of the union may have in its objective, at the 

limit, the same weight of the profit. Therefore, we can conclude that both private and public 

monopolies prefer the RTM bargaining agenda. 

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

 
The finding that the RTM agenda arises regardless of whether the firm is public or private poses 

some relevant questions. As the conventional wisdom believes, does public monopoly obtain the 

highest social welfare under RTM? How does the agenda selection affect the well -being of each 

single   agent?   To   discover   the   answer,   let   us   define   the   following   differentials: 
RTM  RTM  RTM ,  ,  ,   ,  .

 
Dx  = xPRI - xPUB x = w CS V  SW 

 

 
 
 
 
 

8 For instance, when 
a = 1, w  ̄= 0, b = 1 and b = 0.5 

, profits under RTM are negative for m > 0.5 , while those under 

EB are always negative. 
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Lemma 1. Wages in the private monopoly may be higher than in the public monopoly, provided 

that wÁ is sufficiently high. An increase in m unambiguously lowers the reservation wage threshold, 

while an increase in ɓ decreases it if the unionôs polit ical weight is high enough.9 

Proof: Dw
RTM   > 

0 Û w  ̄
> 

w¯̄ = 
(1 - 2m)b 

; 
µw¯̄ 

< 0, 
µw̄  ̄> 

0 Ý m 
< 1 

. 

<  <  2m µm  µb <  > 2 

 
Result 3. Both consumersô welfare and unionsô util ity are higher under public monopoly. 

Proof: 

a
2 b 2 

(4w  ̄+ 3b ) a
2
b

2 
[2mw  ̄+ b (m + 1)]

 
DCS RTM  

= -  < 0; DV RTM  
= -  < 0. 

8(2w  ̄+ b )(w  ̄+ b )2 
(1 + b)

2
 4(1 - m)(w  ̄+ b )(2w  ̄+ b )(1 + b)

2
 

 
The rationale for this result is straightforward. The private monopolist selects the employment 

level, taking into consideration only i ts labour demand. On the other hand, the public monopolist 

has a broad objective function, which leads it to hire a larger number of workers. As a consequence, 

the industry output and the consumer surplus (which is directly linked to output levels) in the 

presence of a public company are larger than with a private one. Concerning the union, from Result 

3 it is evident that the positi ve effect of employment on its utilit y is always larger than that of 

wages. In fact, the union util ity differential is always negative, even when the wage paid by the 

publi c company is lower than that of the private one. 
 
Result 4. The private monopoly is more efficient than the public one when b, m, and wÁ are 

sufficiently high and b is sufficiently low 10. 

Proof: 

DSW 
RTM  => 

0 Û w  ̄
> 

< < 

 

w *̄  = 
b [b(1 - 3m) + b   b(1 + m)

2 
+ 4m ] 

; 
4bm 

 

µw
o*  

µm 

 

< 0 ; 
µw

o* 

µb 

 

< 0 ; 
µw

o* 

µb 

 

> 0 . 

 
From Lemma 1 and Result 4, it can be easily checked that, in the relevant parameter space, it holds 

that w̄ *  > w̄  ̄. Therefore, if the reservation and, consequently, the bargained wage are sufficiently 

high, the private monopolist restricts its output to such a level that the increase in the final price 
guarantees profits which more than offset the losses of consumers and the union. 

As demonstrated, the answers are not univocal. However, a surprising conclusion is that a private 

monopoly may be more eff icient than a public one, with the private monopolist capturing all 

eff iciency gains. More interestingly, this occurs when the union is strong, but also its util ity 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 aspect of labour union-firm management relations; i.e. 

the choice of the bargaining agenda, in the context of a public/private unionised monopoly. The 

paper has focused on the impact of different agendas, namely RTM and EB, on profits and overall 
 

9 We refer to De Fraja (1983, p.461) for a thorough analysis of why the wage paid by the public monopolist may be 
lower than that which a private monopolist would pay. 
10 It is easy to observe that this interesting result is due to the presence of a union. In fact, without unionisation, the 

established result of De Fraja and 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, the profits 

are always higher under RTM, and the unionôs utilit y and consumerôs surplus are higher under EB, 

regardless of whether the industry is a private or a public monopoly. Challenging the conventional 

wisdom, the analysis has found that, under unionisation, the RTM is the preferred negotiation 

agenda both for the private and the public company, although the economic theory considers the 

EB agenda more eff icient than the RTM one. 

Moreover, in contrast to the established literature, we have found that, under RTM, the private 

monopoly may be socially preferred to the public one, provided that the unionôs weight, the 

reservation wage and the unionôs bargaining power are high enough. Noteworthy, we have also 

found that, rather paradoxicall y, the private monopoly is socially preferred to the public one when 

the government attaches high weight to the unionsô welfare in its object function. Moreover, a 

confli ct of interest on the preferred bargaining agenda emerges between the government o n 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 public firms precisely because it is 

concerned about the interests of workers and consumers, it selects the negotiation agenda against 

the interest of those economic agents. 

To facil itate analytical tractability, the model presents some limitations. For example, we have used 

specific functional forms to define the demand schedule and the union utilit y. We have considered 

only the output choice with homogenous goods in the product market. The findings in the paper 

are also far from being exhaustive. A direct step would be to develop the research toward a mixed 

duopoly with price competition and heterogeneous products. Moreover, the strength of the present 

results can be verified in an extended game framework where R&D investments, managerial 

delegation, externalities in consumption and capacity choices are also taken into account. 
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ABSTRACT 

Statistics indicate that motor third party liabil ity (hereinafter MTPL) represented more than one 

third of total premiums paid in 2015. In the 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 companies. MTPL forms more than 50% of the 

total business in most of these insurance companies. But the public is increasingly speculated and 

discuss about the liberali zation of prices for MTPL. In other words, they want that the insurance 

companies would be able to independently define premium for this type of insurance. MTPL 

insurance is concluded during a "technical inspection", so through entities where drivers must be 

verified each year by the technical condition of the vehicle. These technical inspections are 

affordable and convenient, especially due to the fact that it is financed by commissions from the 

sale of MTPL. The fears of experts on insurance and on the economy are: the liberali zation of the 

MTPL may causes the collapse of insurance market or it may happen that the insurance entities 

begin to merge and begin to create a monopoly at this market. According them, the main cause 

would be a price war that ultimately damages the clients of insurance companies because they wil l 

not have to pay damages. The fears do not stop only at the insurance market. Some forecasts say 

that due this process, the overall economy of Serbia can run into problems and to poor liquidity. 

In this article we want to confirm or deny public concern about the problems that could occur due 

the liberalization of MTPL. First of all we wil l build on the analysis of the experiences from the 

Slovak insurance market and from the other V4 countries. This article wil l focus on the analysis of 

insurance market; we wil l identify opportunities and applications in the Serbian insurance market. 

We wil l examine the current situation in the Serbian insurance market, its historical development 

and perspectives. 

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

 

1. INTRODUCTION 
Serbian insurance market ranks among the poorly developed markets, which are Europe's concerns. 

Insurance covers only 2% of GDP. If we compare this situation with the European Union countries, 

there is the share of insurance 7% or more. In addition, the growth in GWP (Gross Written 

Premium) is very slow. Without a li fe insurance and motor third party liabilit y (MTPL) increase 

done by the state, this increase should not exceed 2% per annum. The average premium per 

insurance policy is decreasing (li fe insurance), which is caused by stagnating economies and the 

war insurers. Serbian market is characterized by a large number of insurance companies, which 

have a negative impact on the market. Very high competition prevents an increase in GWP through 

constant dumping prices. Analysis of the state of the market in recent years is not very promising 

mailto:jan.janac@fm.uniba.sk
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for Serbia. One insurance company has already 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 do not exist. It is estimated that the share of state - 

owned companies is over 30%. For example, the largest state-owned company is also the largest 

payer of insurance, exactly 18 milli on EUR per a year. 

 
After the democratic changes that occurred in early 21st century, it was expected that the Serbian 

insurance market would be grow rapidly. The arrival of several foreign insurance companies 

supported mentioned assumption (e.g. Generali, Grawe, Unipol, Uniqa ...). Expectations were not 

nearly confirmed a rise in the last 10 years does not exceed 40% of GWP. The GWP of Serbia is 

about EUR 670 mil lion including both li fe and non-li fe insurance. GWP of Slovakia, which has 

about 2 milli on inhabitants less, is more than 2 billion per year. Based on the above facts, the 

Serbian insurance market can be regarded as a highly undeveloped, but very potential for the future. 

 
MTPL nowadays constitutes almost half of the GWP of non-li fe insurance in Serbia. It means that 

its impact on the insurance market is huge. It is important for the government to exercise caution 

when they want to change the legislation. Several insurance companies have more than 70% of 

total premiums directly from MTPL and are highly dependent on this type of insurance. National 

Bank of Serbia (NBS hereinafter) really pushes the insurers to reduce the share of the total portfolio 

MTPL premiums. Insurance companies fail to meet the requirements of the NBS, due to a slowly 

evolving market. 

 
The price of insurance defined by Serbian government and it is not possible to avoid the legislative 

specific rules. According to the Law on compulsory insurance in the transport sector, government 

directives and guidelines of the NBS, the MTPL insurance is specified and there is determinated 

bonus-malus system. Insurance companies are required to strictly keep the rules. 

 
Fears of experts who deal with insurance, but also the companies themselves mainly concern the 

MTPL market liberalization. Fears are constantly increasing. This is mainly due to the stagnating 

market of other insurance type. In case of decreasing MTPL prices, insurance companies may face 

financial problems. Mentioned case involves particularly the insurance companies, which are 

highly dependent on the analyzed insurance type. Then clients wil l feel their financial problems, 

because insurers wil l not have sufficient funds for the payment of damages. Experts believe that if 

MTPL liberalization occurs in the market, the price war wil l begins and insurance companies wil l 

try to attract customers with cost. They can increase their market share. Marketing costs and 

commissions wil l increased, which will additionally burden on the insurance sector. 

 
2. METHODOLOGY AND DATA 
The research is processed by using a wide scale of the scientific methods and procedures. The 

specific range of methods was based on the research needs of the individual parts. The intention is 

to follow the logical continuity of this paper, the correctness and the adequacy of information and 

data. One of the research parts is focused on the 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 publications and scientific articles, papers by various authors (e.g. Ġlahor ï 

Majerļ§kov§ - Bartekov§ (2016), Janaĺ, J. ï Mariak, V. (2013), Roġt§rov§ (2015), Roġt§rov§ ï 

Rentkov§ (2016), Komorn²k ï Majerļ§kov§ (2016), Janaĺ (2009), Koġ²k (2007), Jovanoviĺ 

(2015)). Empirical research has been elaborated and it is based on the case study. We analyze the 
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situation in Serbia, in connection with the legislation. On the basis of the analysis, we compare the 

situation in Slovakia before and after liberalization and demonopolization. 
 

Article represents the basis of the planned long-term research which expected the use of more 

scientific methods such as mathematical modeling which wil l give more accurate results. 
 

3. SERBIAN MTPL MARKET 
The total annual sum of insurance in Serbia is 670 milli on EUR. 35.6% is created by MTPL. Next 

followed by property insurance, hull insurance and other types of non-li fe insurance. Life insurance 

is the least developed type of insurance. Even at present, the situation in Serbia is bad.  Less than 

5% of population has a life insurance contract. However, the li fe insurance sector recorded the 

largest increase and it is expected that within five years the GWP of li fe and non -aligned. Compared 

to the V4 countries, more than 70% of the population has a kind of life insurance. 

 
In addition, there is an increase of signed contracts MTPL (more cars). In July 2014 there was a 

raise of the minimum tariff  prices MTPL. This brought an increase in premiums of more than EUR 

50 million. This value does not mean a lot for developed and economically advanced states, but 

the Serbian market represents an increase of almost 10% in non-li fe insurance. The most 

appropriate comparison would be with the year 2013, due to changes in premiums in mid-2014. 

We may keep a record premium growth of 33% compared to premiums written. Premium growth 

is due to the increase in the number of vehicles that we see through the increase in the number of 

closed MTPL. In 2015, it was concluded MTPL 288,582 more than in 2014. 

 
Figure 1. The comparison of MTPL increasing and the number of insurance contracts (authorsË 

work accoring to own research and www.nbs) 

 

 

The loss ratio remained at the same level of 33% of the increase in insurance could be used for 

purposes other than the payment of damages. We can expect an increase in the loss ratio in the 

future, mainly due to the increase in the value of vehicles and their spare parts. According to the 
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experience of the V4 countries, we can expect that the increase wil l be caused by the ever increasing 

compensation for personal injury of passengers. 

MTPL sale works through technical inspection of vehicles (TPV) as well as through insurance 

agents (the employees of insurance companies, independent agents - entrepreneurs and insurance 

intermediaries). Today, there are over 1300 technical inspections of vehicles in Serbia. The vehicle 

insurance can be sold during them. Exact statistics are not known, but it is estimated that almost 

70% of MTPL can be sold through mentioned sales channel. For comparison, 161 TPV currently 

operate in Croatia and only 280 in Turkey. Some insurance experts claim that it is necessary to 

prohibit the sale of TPV through MTPL. Experts call for stricter regulation of the sale of MTPL 

market. On the other hand, TPV holders are concerned. The main problem is the lack of resources 

for their normal functioning, unless they are able to earn commission on MTPL sales. Huge market 

TPV competition led to the minimization of prices for technical inspection. We can prove a number 

of examples, when TPV provide the services to verify the technical 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 (authorsË work according to own 

research and www.nbs) 

 

 
 

The law on compulsory insurance in the transport sector in paragraph 45 commands the maximum 

commission of 5% of gross premiums. The aim of the Act was to ensure a competition between 

sales channels and a balanced competitive environment. Whereas the third insurance market 

consists of MTPL only, this obligation of insurance are met and they are stil l looking for additional 

ways to motivate sales and distribution channels to prefer a particular insurance company. MTPL 

price is clearly a fix set by the State. There is no alternative to motivate sales networks than through 

commissions. It is estimated that the average reward per sale is higher than 5%. It can be received 

through marketing, rental and so on. The average fee for other types of insurance is around 20%, 

so that it is diff icult to believe that the sales network wil l be sold MTPL for 5%. 
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Insurance Act permits in Serbia only by an entity selling insurance policies. Insurance policies can 

be sold by: 

1. Insurance companies 

2. The insurance agent - traders 

3. Insurance agents - a limited liabilit y company or joint stock companies 

4. Insurance intermediaries (brokers) 

5. Other special licenses granted 

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

 
TPV have the right to sell li censed 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 the price war. 

 
Besides TPV, there are more and more agencies that specialize in handling documentation 

regarding registration of cars. The Agency provides clients a free TPV and also the MTPL 

insurance policy. If their only business is an administration in restoring registration of the vehicle 

and it will charge less than $ 10, it's almost impossible to establish this business. It is clear that they 

earn money from the sale of MTPL insurance. 

 
Fleet car insurance also has its role in the insurance market. It is stil l greater, because of the growth 

in the number of cars registered in the company. Companies are trying to optimize fixed costs, and 

one of 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 year 

2. Hull insurance - 370 EUR per year 

3. CMR insurance - 240 EUR per year. 

 
In cases where the company owns 80 trucks, general insurance is ú 104,000 per year. Each 

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 should be), 

who creates an additional pressure on the price of insurance. It is common for insurance companies 

to provide discounts on other types of insurance negotiated by the firm. In this particular case kasko 

(ull y-comprehensive motor vehicle insurance) has come to a level of 230 EUR per year insurance 

for one truck with trailer (CMR 170 EUR annual premium). 

 
Other insurances than MTPL are getting to levels below current standards. It causes a negative 

technical result of insurance. The total paid damages for hull insurance were 4,251,274,000 RSD 

in 2015. Total premiums written were 5,984,490,000 RSD. It follows that 71% of written premiums 

is created by damages. The commission for brokers is 20%. If we count the 20% brokerage 

commission, marketing costs and overheads together, insurance companies operate at a loss. 

Insurance companies are not capable of limiting the decline in premium per insurance unit. They 

try to reduce the coverage for hull insurance, which contributes to clientsË dissatisfaction. The 

whole problem starts at MTPL and strong competition in the field of insurance. 
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4. MTPL REGULATORY FRAM EWORKS 
Three laws directly affect the MTPL insurance in Serbia. There is a number of government and 

NBS decisions, namely: 

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

2. The law on compulsory insurance in transport - defines the right area MTPL. 

3. The law on transport safety - marginally defines MTPL. 

4. The decision of NBS in the lowest price MTPL 

5. Decision NBS bonus-malus system. 

 
All measures, regulations and laws including MTPL aim to define exactly MTPL and prevent a 

disloyal competition. Things work differently in practice, there is a need for tighter controls carried 

out by the NBS. 

 
The law on the compulsory insurance in transport distinguishes four types of insurance: 

1. Insurance of vehicle owners ï MTPL 

2. Insurance of passengers in public transport from the consequences of the accident 

3. Insurance of aircraft owners from liabili ty to third parties and passengers 

4. Insurance of owners of boats. 

 
MTPL Act defines all the formalities related to the insurance claim settlement and the way to record 

back with insurance. 

 
We can say that the law on compulsory insurance in traff ic is clear and well -conceived. The 

legislation could change in individual acts that define the TPV and their work. Appropriate 

selection would be a tightening of the market rules. TPV should be primaril y concerned with safety 

in traff ic and not with the selling of insurance. A regulated TPV price TPV may help that goa l. It 

would be necessary to define clearly the sales channels of insurance and to prevent income from 

the sale of insurance to those who should have their income from other activities ( i.e. from those 

for which they are registered). 

 
5. THE MTPL MARKET IN SLOVAKIA AND ITËS HISTORICAL CHANGES 
The market with a compulsory insurance for damage caused by motor vehicles (hereinafter referred 

to as MTPL) was until 2001 the monopoly of the Slovak Insurance Company. Adoption of the Act. 

381/2001 Coll . The market has evolved and in 2002. It  began to write its history without a 

monopol. Seven insurance companies started to offer this type of insurance (Allianz - Slovensk§ 

poisŠovŔa, a. s.; Ļesk§ poisŠovŔa - Slovensko, a. s.; ERGO poisŠovŔa, a. s.; Generali PoisŠovŔa, 

a. s.; Komun§lna poisŠovŔa, a. s.; KOOPERATIVA poisŠovŔa, a. s.; UNIQA poisŠovŔa, a. s.). 

 
Huge business opportunities occurred when the market was demonopolized. Insurance companies 

faced a particular risk, because they were entering uncharted territory. Insurance companies felt 

the critical need for a guarantee fund. They did not know the suitable level of financing. The 

Guarantee Fund pays compensation for the uninsured or unidentified drivers. Neither former State 

Slovak insurance company did not have exact figures how many drivers were moving around 

Slovakia. A comparison with police databases did not exist. It was therefore necessary to begin to 

estimate the amount of the guarantee fund only "by an estimate". 

 
Another much more serious and still actual threat, is the risk of long-term commitments from third 
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party liabil ity insurance (MTPL). These long-term commitments lack a sufficient historical 

statistics, so they are diff icult to predict. During the liabil ity insurance (which is also the PDP) the 

complexity of the situation is in the fact that the insurance company finds any harm done to the 

client during the period of insurance conditions both on property and personal health. Their injuries 

in the form of long-term health problems are a clear example that often does not show immediately 

after the accident. If an insured person replies on broken two years later, stil l she has the right to 

compensation for damage caused to him." 

 
After initial problems in 2004, the price war among insurers began. It was caused as a result of the 

objective of obtaining the greatest number of clients. This brings MTPL (Motor Insurance) to a 

negative technical result and certain market players start to think about this type of insurance. 

Slovak economic reforms and the continuous increase 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. This assumption proves to be wrong. 

 
The situation is not different on the MTPL market as it was 5 years ago. Moreover, it creates an 

additional price pressure caused by the growing influence of insurance intermediaries low price 

MTPL insurance presents as its main sales argument. 

 
6. RECOMM ENDATIONS FOR POLICY OF SERBIA AND THE SERBIA N INSURANCE 

LAW 

 
We formed seven recommendations for MTPL legislative framework: 

1. The liberalization of markets should run in a sufficient advance. Insurance companies and sales 

networks need enough time to prepare. 

2. The liberalization will bring lower MTPL prices L, which would be necessary to limit by the 

functioning bonus-malus system and a single database of claims,. 

3. In addition to lowering prices, we can expect an increase of marketing costs and cost of 

obtaining the client (commissions). 

4. To increase the MTPL commission of 5% to 15%, necessary to abolish insurance companies and 

sales channels for the speculation of additional expenditure on the acquisition of the client. 

5. Before starting the liberalization, firstly to raise initially MTPL premiums. Then the subsequent 

decline wil l not affect the qualit y of the settlement of claims. 

6. State-set TPV prices. 

7. Clearly define who and under what conditions can sell MTPL insurance. 

 
In addition to legislative changes, it is necessary to prepare for the liberali zation of the insurance 

company. Therefore, we present the several recommendations: 

1. Focus on profitable types of insurance with smaller market shares. 

2. Establish a clear strategy and action plan in the event of market liberal ization MTPL. 

3. The share of MTPL insurance in the portfolio should not exceed its share of the total market. It 

is diff icult to change it, but the way leads through innovative li fe insurance and non-li fe insurance 

products. 

4. Deal with the most innovative and profitable type of insurance. 
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7. CONCLUSION 
Serbia's insurance market is highly dependent on the MTPL market development. Therefore, it is 

more than important to decide on strategic changes very carefull y. The question arises whether the 

liberalization of the market MTPL is really necessary? If it is necessary, we can find another 

question ï to what extent? But perhaps the 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 protection for the final consumer - the client. Serbia's path 

to the European Union will cause the market liberalization of MTPL. The question is: How the 

liberali zation will be applied in practice? We can take Slovakia as an example; we can observe the 

liberali zation of the insurance and also the demonopolisation. Positive and negative impacts of this 

change can be identified. Therefore, it is important to establish clear rules. 
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ABSTRACT 
In  North  African  countries  (Algeria,  Morocco,  Mauritania  and  Tunisia),  a  considerable 

improvement of the situation of the telecommunication operators has been noticed during the 

nineties. The evolution in these countries was very different depending on their economic policies, 

their effort of reorganization of their telecommunication sector and their technological change. 

Theses differences wil l be exhibited and analyzed by comparing the operatorsô performances over 

a decade (1992ï2001). Our approach is based on the Promethee II method and the software 

ARGOS, a multiple criteria analysis is performed, taking into account a larger scope of analysis. 

This method of analysis provide the two dimensions of performance for Promethee : that are the 

service to the community and the enterprises performances, often in conflict. 

Keywords: case study, multiple criteria decision aid, Promethee, African telecommunications re- 

forms, dynamic performance analysis 

 
1. INTRODUCTION 
Since the beginning of the eighties, the telecommunications sector knew two great evolutions: a 

fast evolution of technology on one part, and several policies implying regulatory reforms, the 

liberali zation and the privatization on the other part. These evolutions differ according 

to countries and to their development levels. If the developed countries knew very early the waves 

of liberali zation, privatization, and globalization of their economies, it is only at the end of this 

20th century that the African public companies knew these phenomena, since they remained for a 

long time the kept hunting of the authorities. 

 
Some arguments were advanced to explain this tendency and why these companies kept a level of 

financial profitabil ity and/or productivity which is generally regarded as very low, if not poor [12, 

14]. The economic opening by the liberalization for the services market and the deregulation of the 

communication infrastructures sharpened the appetite of the principal telecommunications 

operators of the zone OECD [9, 15] and privatization has become common across Africa [8]. And, 

even if there are still very strong disparities between the various countries of the zones North Africa 

and Middle East, a true explosion shocked the telecommunications sector during these last years. 

The number of private fixed lines knew or wil l know a clear increase (up to 67% between 1999 

and 2007 according to IDATE). First operators on Internet made their appearance. 

 
The national markets were opened to the competition and the services of mobile telephony have 

been developed. 

Let us concentrate ourselves on Maghrebian telephony. We are interested in the regulatory reforms 

in five countries: Algeria, Libya, Mauritania, Morocco and Tunisia [17]. Like other developing 

countries in Africa and elsewhere, the Maghreb countries have modified seriously their lawful 

mailto:sabrikarimprof@gmail.com
mailto:sabrikarimprof@gmail.com
mailto:sabrikarimprof@gmail.com


73 

 
 

18th International Scientific Conference on Economic and Social Development ς 
άBuilding Resilient Societyέ ς Zagreb, Croatia, 9-10 December 2016 

 

 

 

frameworks for attracting foreign private investors and they have recently opened their telecom 

networks to the competition and the privatization: the state monopoly of the telecom is 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 stil l being penalized by 

its past behaviour, reprobated by the international community. 

 
In the comparison of the four other countries, appeared several differences in terms of reforms and 

of key macroeconomic and sectorôs figures, these differences may be considerable in terms of 

macro economy and demography : the comparison of telecom performances must then lay upon 

ratios and productivities, rather independent of the sizes differences. 

 
We shall focus this paper on quantitative method in view of comparing performances of the telecom 

Maghrebian sectors. 

 
The Section 2 wil l present the multiple criteria ranking by the method Promethee II included in the 

software ARGOS. 

 
This analysis highlight the evolution of the productivities and the service and enterprise 

performances of four countries sectors among the five quoted in the previous paper : Algeria, 

Morocco, Mauritania, Tunisia, since it was impossible to obtain the corresponding figures for 

Libya. 

 
2. MULT I-CRITERION ANALYSIS BY PROMETHEE OF THE 

TELE COMM UNICA TIONS PERFORMANCES OF THE MAGHREBIAN OPERATORS 

 
2.1. Data and ratios presentation 
The data concerning the telecommunications operators in the four Maghrebian countries during the 

period 1992ï2001are gathered in Table 1 hereafter while on Table 2, we computed ratios being 

free of the rates of money changes and inflation. 

 
2.2. Recalli ng the Promethee I I  method 
Multiple criteria methods are well known in the li terature [6, 16, 19]. One of the best known method 

is the second release of Promethee II  by Brans et al. [1]. The Promethee II method is an outranking 

multiple criteria device that provides a preorder of items by making pair wise 

comparisons of these items (telecom sectors in our case), first for each criterion, and then for all 

criteria. The final ranking is obtained according to the decreasing order of the preference flows of 

the items. Among the six kinds proposed by the method, we used only one kind of criterion: the 

pseudo-criterion with a linear preference between the two thresholds (Fig. 1). 
 
 
 
 

Figure following on the next page 
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Fig. 1. The linear pseudo-criterion used in Promethee : P(d) = 0 if |d| Ò q, there is indifference; 

P(d) = 1 if |d| > p, there is a strong preference; P(d)=(|d|īq)/(pīq) else , there is a weak preference. 

 
 

 
 

Let a and b stand for two items and let d(a,b) be the difference of their evaluations on a criterion 

c. We assume that a positi ve d(a,b) corresponds to 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 (= clearly 

stated), i.e., when |d| > p, the preference threshold, and is assumed to take the value 0 when an 

indifference between a and b is decided, since their evaluation difference 

does not reach the threshold q. Between these two decisions, a weak preference is expressed and P 

linearly 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 us write Pc(a,b) ſ Pc(d(a,b)) : the preference function for the criterion c. 

 
The method defines then a multi-criteria preference index as the weighted average of the preference 

functions Pc for all criteria. In our application, we considered that the three criteria of each point 

of view had the same weights. In a decision aid context, there is a subtle aid to supply to the deciders 

for the choice of weights attributed to the criteria (for instance, the software visual decision and, in 

some respect, ARGOS present a special 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-economic consideration indicates a special weighting. This is the reason why we have 

adopted everywhere the same weights of criteria, famil ies and dimensions of performance. 

 
The index Phi (a,b) is computed by the next equation : 

 
Phi (a,b) = [P1 (a,b) + P2(a,b) + P3(a,b)] /3. (1) 

 
This index is called the (multi-criteria) preference flow of a over b. We are more confident that a 

is preferred to b according to all criteria of the considered family, when the flow value is closer to 

1. Of course, a is surely preferred to b, when the unanimity of criteria is in favour of a, and Phi(a,b) 

= 1 then. 
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At this stage, Promethee proposes to build a graph on the set K of considered items : its nodes are 

all of the compared items : a,b,c, . . . of K; the arcs joining two items are valued by Phi(a,b) and 

Phi(b,a) for a pair (a,b). Then, the method computes two flows for an item a: 

Phi+(a) = × b Kɴ Phi(a,b) : the leaving flow; 
Phiī(a) = × b Kɴ Phi(b,a) : the entering flow. (2)

 
One may interpret the leaving flow as a multi -criteria force of preference of a on the other items in 
K, and the entering flow as a multi-criteria preference weakness of a. 

In Promethee II , a balance of flows is completed, delivering a net preference flow for each item a 

on all of the others items and for all criteria of the family: 

 
Phi(a) = [Phi+(a)] ī [Phiī(a)] : the net flow in favour of a. (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 point is that we did not divide the flows by (nī1), n being the number 

of items in Eq. (2), like in the classical method, in order to point out the maximum number of 

possible dominances. 

 
2.3. Methodology of the multi-cri teri on analysis at three levels 

In order of analyzing by a multi-criterion method the performances of the telecommunication 

sectors in the four Maghreb countries, we took as a starting point the work [7]. Authors based their 

analysis on two dimensions of performance of the public companies: namely the effectiveness of 

the public service and the eff iciency of those in terms of using resources. These authors constituted 

a hierarchy at 3 levels of the selected criteria. Here we have initiall y 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 technical-economic, we aim at collecting the 

performance of the sector from the points of view of the user in technical terms and of the economic 

health of the sector : they wil l be the two families : economic and lines. 

This first dimension is a general performance function measuring the importance of the (public) 

service given to the user and to the country by the telecom sector. The second dimension evaluates 

the physical and financial enterprise performances of the set of companies of the telecom sectors; 

this is done by countries and they are entitled under the names of family: traff ic and income. We 

adopted only one type: the linear pseudo-criterion (with two thresholds of decision), since this type 

fits well less reliable data than usual and avoids a strong preference for a small variance. The first 

threshold (q) is the limit between a decision of indifference between two actions and a decision of 

weak preference. 

 
For the calculation of multi-criterion preference flows of all sectors, we used software ARGOS [5], 

which has the advantage of being able to treat directly two levels of hierarchy of criteria. Recall 

however that the multi-criterion flows are not reduced in an interval [0,1] in this software, as it was 

in the original Promethee method. Table 2 synthesizes the criteria and the famil ies with their 

thresholds. The second column indicates the thresholds q which mark the end of an indifference 
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between two  operators due to the  weakness of the  differences in evaluation between  these  two 

operators on a same criterion;  a third  column  indicates the thresholds p 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. 

(Continues on the next page) 
Networks 

of the 

country 

 
Years 

Outgoi ng total 

traffic  (minutes] 

(I) 

Persorll1el 

(full time) 

(2) 

Principal 

lines 

(3) 

 
Teledensity* 

(4) 

I ncome 

(USD] 
(5) 

I nvestment 

(USD] 
(6) 

Population 

(* 1000) (7) 

A lgeria 1 992 

1 993 

1 994 

1995 

1 996 

1 997 

1998 

1 999 

2000 

2001 

11 8 01 4 368 

78 289 000 

79 000 000 

84 332 632 

93 040 368 

1 57 7 1 2 352 

1 21  282 248 

1 43 41 5 1 68 

1 51  837 328 

209 1 91  000 

1 9 208 

22 7 1 2 

1 8 492 

1 8 423 

1 8 554 

1 8 81 7 

1 8 230 

1 7 809 

1 7 900 

1 7 900 

962 247 

I 068 094 

I 1 22 409 

I   1 76 31 6 

I   278 1 42 

I 400 343 

I   477 000 

I   600 000 

I 761 327 

I  880 000 

36.627 

39.71 5 

40.820 

4.921 

44.743 

48.21 3 

50.056 

53.422 

57.965 

60.968 

245 1 92 307 

287 066 381 

250 1 1 4 090 

224 464 960 

227 506 849 

224 345 867 

287 248 893 

290 821  691 

305 607 228 

361  642 061 

173 397 435 

1 48 479 657 

1 08 528 237 

77 465 379 

1 28 493 1 50 

98 631  086 

146 305 754 

1 1 4 465 975 

1 05 465 31 1 

96 464 646 

26 27 1 

26 894 

27 496 

28 060 

28 566 

29 045 

29 507 

29 950 

30 386 

30 836 

Morocco 1 992 

1 993 

1 994 

1995 

1 996 

1 997 

1 998 

1999 

2000 

2001 

1 02 577 360 

1 25 073 1 68 

1 30 01 1  616 

1 29 986 000 

1 29 343 496 

1 49 570 000 

1 81  000 000 

21 9 500 000 

245 000 000 

270 000 000 

I  I   484 

1 2 632 

1 3 396 

1 4 626 

1 4 772 

1 4 208 

1 4 1 50 

1 4 068 

1 4 51 1 

1 6 200 

654 000 

827 000 

I 007 000 

I   1 28 000 

I   208 000 

I   300 528 

I   393 355 

I   47 1  000 

I   425 000 

I   1 91 335 

25.600 

31.724 

38.621 

42.373 

44.461 

47.261 

50.31 6 

52.786 

49.643 

40.841 

563 700 234 

500 537 634 

550 1 08 695 

659 367 681 

695 1 83 486 

683 001  049 

773 541  666 

867 857 1 42 

I 1 28 880 526 

I   41 5 929 203 

25761 1    241 

1 9365591 3 

269 1 30 434 

31 2 41 2 1 77 

1 97 591  743 

1 80 797 481 

1 31  666666 

237 346 938 

22 1  072 436 

229 209 687 

25 547 

26069 

26 074 

26621 

27 1 70 

27 518 

27 692 

27 867 

28 705 

29 1 70 

Mauritania 1992 

1993 

1994 

1995 

1996 

1 997 

1998 

1999 

2000 

2001 

4 357 334 

4 277 51 1 

4 503 822 

4 1 27 943 

4 889 1 59 

5 475 1 63 

6 300 266 

8 078 267 

9 029 041 

9 800 000 

400 

41 0 

456 

451 

443 

456 

454 

480 

720 

600 

6 750 

7 499 

8 426 

9 249 

10 204 

1 3 045 

1 5 030 

16 525 

1 8 969 

25 1 99 

3.262 

3.531 

3.865 

4.1 35 

4.444 

5.535 

6.21 3 

6.655 

7.445 

9.640 

25 830 1 73 

20 428 772 

24 081 566 

24 936 425 

27 444 978 

29 720 1 1 8 

28 278 862 

2 880 974 

25 230 202 

26 905 588 

I   401  81 5 

3 294 429 

9 443 275 

1 2 39 1  1 53 

1 7 431  861 

1 2 683 569 

5 565 577 

4 095 269 

4 830 423 

4 462 846 

2069 

2 1 24 

2 1 80 

2 237 

2 296 

2 357 

241 9 

2 483 

2 548 

261 4 



77 

18th International Scientific Conference on Economic and Social Development ς 
άBuilding Resilient Societyέ ς Zagreb, Croatia, 9-10 December 2016 

 

 

 
 

 
 

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

 

Table 2 - Ventilation of the cri teri a according to the families and dimensions, the 

thresholds. 

 

 
Source : calculation of Karim Sabri from ARGOS results. 
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Table 3 - Promethee I I  preference flows of general performance dimensions by sub-periods 

for  telecomin four  Maghrebian countri es. 

 
 

Table 4 - Promethee I I  preference flows of performance by families of cri teria by sub- 

periods for  telecom in four  Maghrebian countries. 
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3.4. In terpretation of the results of the multiperiod and multi -cri terion rankings 
According to Table 2, we got three levels of analysis of the performances of the telecom sectors in 

Maghreb for every year 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 applications of Promethee II to th e 

data of Table 1 for each family of criteria, taking into account the ventilation and the thresholds of 

Table 2. Each cell of Table 4 contains a multi -criterion net preference flow (multiplied by ten for 

more readabilit y) indicating how much the corresponding country sector dominates the other ones 

in this family, if it is positive. A negative flow indicates how much the sector is dominated by the 

others in its family. For instance in 1992, the Mauritanian sector dominates the 3 other sectors in 

traff ic and income (the flow is then +30/10 = +3). All other figures results of flows additions, 

vertically or horizontally. The horizontal total additions give zero, since the flows of dominating 

sectors are exactly compensated by those of the dominated ones. 

 
Let us interpret some figures of Tables 3 and 4. For instance we shall compare the first line 

representing the year 1992 and the last line of the year 2001. In these lines, we observe first the 

traff ic performance, remembering that the traff ic family wil l synthesize 3 criteria that are the ratios 

where the importance of traff ic is reported respectively to the number of lines, to the number of 

personals and to the investment. These 3 ratios can be considered as 3 measures of productivity in 

terms of traff ic produced by the available resources of each sector in lines, manpower and capital 

variation. In 1992, we observe that Mauritania has a positive flow of 30 while Morocco, Tunisia 

and Algeria have the three negative flows ï3, ï12 and ï14 respectively. 

 
For understanding well these figures, we must remember that we proceed to a multiple criteria 

comparison of relative performances of the 4 sectors and that the sum of these four figures is zero 

(at the rounding close) ï the balance of flows by family and by line should be zero. By obtaining a 

high positi ve preference flow of 30, we see that the telecom sector of Mauritania in 1992 is 

dominating the other 3 sectors of Morocco, Tunisia and Algeria in terms of its capacity to produce 

good ratios traff ic/resources. 

The Algerian and Tunisian sectors have relatively weak ratios. 

 
Nine years later in 2001, the situation of this family is quasi similar except for 2 observations: if 

the dominance of the Mauritanian sector (a flow of 15) on the 3 others still exists, its impor tance 

has been divided by 2, while the Tunisian sector is now second in the ranking for this family. Let 

us consider for these two lines 1992 and 2001, the relative performances in terms of production of 

income with these same resources, i.e., the family of income. 

 
In 1992, the situation of the four compared sectors is nearly the same for this ratio 

income/resources: Mauritania has the same dominance (30) and the ranking is identical; this is not 

a surprise since a higher traffic for given resources should generally produce a higher income. 

However, it must be observed that the Moroccan sector has reached the Mauritanian sector 

performances in 2000 with a flow of +11 in 2000 and +14 in 2001. This disparity of performance 

of the Moroccan sector in terms of traff ic and income could be explained by an increasing of the 

price paid by minute in this sector since 2000. This tendency of a better relative financial 

performance of the Moroccan sector is perceptible during all the sub-period 1998ï2001 that 

follows the phenomena of privatization of this sector. 
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If we aggregate the flows of the 2 families for obtaining the flows of the general enterprise 

performance showed in Table 3, we are not surprised that the Mauritaniaôs sector is stil l considered 

more dominating in 1992 with a mark of 60. Since the traffic and the income ratios reported to the 

same resources are normally highly correlated, it seems that there is some kind of double counting 

in these aggregated flows in this dimension of enterprise performances. This potential double 

counting tends to disappear when a differential of prices marks the compared sectors li ke in the 

years 2000 and 2001. 

 
Until now, we can summarize our analysis by observing that the Mauritanian sector has higher 

ratios of traff ic and income than the 3 other sectors but that this relative better   performance is no 

more true with respect to the Moroccan sector that becomes the best or equivalent in terms of 

income and not in terms of traffic at the end of the period 1992ï2001. The last observation that the 

Moroccan sector has relatively progressed in terms of income but not in traff ic ratios may leave us 

with the supposition that the privatization was not so favourable to the consumer who wil l pay a 

relatively higher unit price. 

 
So it is useful to observe the other general objective of a telecom sector : its capacity to supply 

some public ser -vice, measured here by the production of lines by 1000 inhabitants and by used 

resources in terms of manpower and investment for the family lines, and measured for the family 

economic by the traff ic and the investment of the sector reported to the number of 1000 inhabitants 

or to the sector income. As the theory announced it, there may exist some confli ct between the two 

general objectives of the enterprise performance and of the public service, although the relative 

excellence of a sector would be to be very good in the two dimensions. Clearly this kind of relative 

excellence is not reached 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 the worst 

in terms of service to the consumers and to the economy, and that for all the period 1992ï2001. 

This result is no more astonishing if we recall that the Mauritanian telecom sector is still li ttle 

developed. 

 
From a very general point of view, by looking at the total of flows for the whole period at the 

bottom of Table 3, we read the following figures for the service: Tunisia 375, Algeria 8, Morocco 

ï10 and a very low score of ï374 for Mauritania! 

 
This clearly means that the Tunisian telecom sector produced the relatively best service in Maghreb 

and the Mauritanian one the relatively worst. For the other dimension of enterprise performances, 

it is also clear that the Mauritanian sector was the best with a score of 297 and the Algerian one 

was the worst with a mark of ï261. The general rankings according to each of these 2 dimensions 

and together are thus: 
 
 
 
 

 
Table following on the next page 
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Table 5- The general rankings according Enterpri se performances dimension and Service 

technical-economic dimension. 
 

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

Source : calculation of Karim Sabri from ARGOS results. 
 

Finally, let us observe that the Tunisian telecom sector is the sole sector having a posi tive 

preference flow for the two dimensions for all the period (2;375): it is not so far from a relative 

excellence in Maghreb. 

 
3. SYNTHESIS AND CONCLUSION 
According the Promethee II multiple criteria comparisons of the four countries, taking into account 

the two general objectives of a utilit y 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 

classical dimensions, we observed, without a great surprise, that the leader in enterprise 

performances : Mauritaniaôs sector becomes the last ranked in service. This is some confirmation 

of the theoretical hypothesis that it is diff icult to be the best or even good in 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 second in enterprise performances. More details were obtained 

in decomposing these two general objectives, each one into two families of criteria. For the first 

dimension : the enterprise performances, the productivities of the resources were declined in terms 

of traff ic and of income of the telecom sectors. Of course, these two kinds of ratios are mainly 

different by the unit price of the traffic : when the countries tariffs are constant or have the same 

moves, both ratios produce the same moves. So, the Mauritanian sector practiced a strong unit 

prices decrease from 1995 to 2001 while a small unit prices rise was observed in Morocco since 

1998. These corresponding ñbadò income performance move for Mauritania and ñgoodò income 

performance move for Morocco were indeed a benefit for the Mauritanian consumers and a loss 

for the Moroccan ones, since both traff ics increased in the same periods. For the second dimension 

: the relative 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 positions of the different sectors, 

we tried to observe the impact of regulatory and competition changes on these countries relative 

positions: the main conclusion for these moves through the three subperiods of analysis is that only 

small changes of ranks were observed revealing the weak influence of the technological and lawful 

changes on the relative positions of the telecom operators in Maghreb. 
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This latter conclusion, in turn, can be explained by two hypotheses: either the differences in 

technical and legal evolutions are too weak or these differences have not yet produced all their 

effects. 
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ABSTRACT 

Generations in the workplace has been the topic of scholar research and discussion among 

practitioners (Zopiatis et al., 2011, p. 1) for many years. However, one of the biggest challenges 

for many organizations in the coming years wil l be attracting and retaining a big number of 

employees, who are now joining the workforce and replacing the older workers who retire. In the 

time of increasing demand and tightening labour supply the emerged characteristics and 

expectations of the new generation of employees seem to be critical. If young employees find a job 

and feel that it meets their expectations, it is possible that they will be more likely to invest in it, to 

a considerable extent their specific skill s and knowledge so that they perform the job well. On the 

contrary, lack of employeesô engagement and poor performance as its consequence may contribute 

to a loss in the firmôs profits and a decrease 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 the workforce (Zopiatis et al., 2011, p. 2), stil l requires empirical analysis, especially that 

it may bring to the workforce quite distinct characteristics and may create interesting changes in 

attitudes and behaviours (Smola and Sutton, 2002, p. 381). Therefore, identifying and 

understanding well - young peopleôs work ï related expectations seem to be of high importance in 

designing the work context in a way which meets the specific criteria important to young people. 

As Kong et al. (2015, p. 148) stated: òmeeting young talentsô career expectations is an important 

step in enhancing their job satisfaction and working enthusiasmò. When employees are satisfied 

with their job, they are more likely to engage; work engagement in turn, may enhance their job 

performance and affective commitment to the organization (Karatepe et al., 2014, p. 20). Thus, to 

attract and keep the young and quali fied employees for a longer period, todayôs organizations need 

to re-think and develop human resource management (HRM) practices that wil l be working in 

synergy with the expectations of the youngest generation, who are increasingly entering the 

workforce now. On the basis of the above, the aim of this study was to explore Gdynia Maritime 

University studentsô expectations towards their future work in maritime transport as officers of the 

merchant navy. The research problem was to find an answer to the following questions: What are 

young people looking for in their future jobs? And what motivates them to work? Understanding 

young peopleôs expectations towards their future work may help employers to design jobs, improve 

working conditions and modify compensation packages in a way that will enhance their efforts in 

successful attracting, managing and maintaining well-qualified employees for longer. The data 

was collected from the first-year students of two faculties of Gdynia Maritime University: the 

Faculty of Navigation and the Faculty of Marine Engineering. Thus, students participating in this 

study were a part of Generation Y, whose work expectations may have marked them out from the 

previous generations of employees. Although the results cannot be generali zed, the findings of this 
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study revealed that high wages/ salaries, a clear division between working time and free time as 

well as opportunities to visit different parts of the world are the most important motivators in the 

process of choosing studies in a maritime university. The research value of this study may result 

from the fact that it addresses the issue of a need to do more research on Generation Y, because 

as the youngest and the fastest growing generation in todayôs workforce, it has not received yet 

much empirical analysis. Implications for the theory and practice, and directions for future 

research are also provided and discussed in this study. 

Keywords: career choice, career motivation, Generation Y, maritime university, seafarers 

 
1. INTRODUCTION 
It is emphasized that current demographic changes have a potential to cause a great managerial 

concern (Solnet et al., 2012, p. 37). It is not surprising then, given the fact that the largest diversity 

of generations is represented in todayôs workplace more than at any other time in history, that with 

this diversity come new challenges (Glass, 2007, p. 98). 

Although people from different generations are working side-by-side (Gursoy et al., 2013, p. 40), 

Generation Y as the largest pool of young people in the job market today (Twenge et al., 2010, p. 

1120), is described as more demanding than previous new employees have ever been (see Solnet 

and Hood, 2008, p. 61). Their motivation and how they engage in a job differ in comparison with 

older employees (Kim et al., 2009, p. 548). Therefore, managers should recognize and understand 

young peopleôs job-related expectations and be willi ng to change their HRM practices in the 

context of new requirements of those entering the workforce. 

Therefore, the aim of this study was to explore Gdynia Maritime University studentsô expectations 

towards their future work as merchant navy officers. The research problem 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 reasons that justify the undertaken research problem: 

First. Generation Y employees have been described as quite different than previous generations 

entering the workforce (Solnet et al., 2012, p. 38); they possess different work values and job 

requirements (Kong et al., 2015, p. 150). These differences cause that young people may view the 

workplace in quite different, new ways (Kong et al., 2015, p. 150) 

Second. Taken the specific characteristics of Generation Y, there is a need to work with, engage, 

and manage Generation Y employees differently than previous generations (Wong et 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 employees are not very loyal and if 

they are not happy, they are going to be ñout of thereò (Gursoy et al., 2008, p. 453). 

Third. As the youngest and fastest growing generation in todayôs workforce, Generation Y has not 

yet received much empirical analysis (Twenge et al., 2010, p. 1119). 

Therefore, findings of this study may enrich the knowledge of Generation Y as future and provide 

useful guidance for practice, and trends in further research. 

 
2. GENERATION Y CHARACTERISTICS IN THE CONTEXT OF CHALLE NGES 

FACED BY EMPLOYERS TODAY 
The term generation refers to ñpeople who were born and raised in the same general time spanò 

(Gursoy et al., 2013, p. 41), and has been defined as an ñidentifiable group that shares birth years, 

age, location and significant li fe events at critical developmental stagesò (Kupperschmidt, 2000, p. 

66). Each generation that is entering the workforce brings with it its own and unique values and 

perspectives connected with work and work environment (Zopiatis et al., 2011, p. 1). Generation 



85 

 
 

18th International Scientific Conference on Economic and Social Development ς 
άBuilding Resilient Societyέ ς Zagreb, Croatia, 9-10 December 2016 

 

 

 

Y as the youngest generation in todayôs workforce (Park and Gursoy, 2012, p. 1196; Twenge et al., 

2010, p. 1119) may also bring its own set of changing values (Smola and Sutton, 2002, p. 380). 

Generation Y sometimes called Gen Y (Solnet and Hood, 2008, p. 60; Twenge and Campbell , 

2008, p. 862; Glass, 2007, p. 99); GenMe, (Park and Gursoy, 2012, p. 1196; Twenge et al., 2010, 

p. 1118), Millennials (Twenge et al., 2010, p. 1118; Gursoy et al., 2013, p. 42; Twenge and 

Campbell, 2008, p. 862; Park and Gursoy, 2012, p. 1196; Glass, 2007, p. 99); iGen or nGen 

(Twenge et al. 2010, p.1118) is described in some sources (e.g. Gursoy et al., 2013, p. 42; Gursoy 

et al., 2008, p. 450) as the demographic cohort born between the years 1981-2000. 

Generation Y grew up with technology, computers and Internet as a significant part of their li ves 

(Wong et al., 2008, p. 880; Gursoy et al., 2013, p. 42). They are said to be the first who were born 

into the wired world (Sola and Sutton, 2002, p. 365), additionally with rapid economic, 

technological and social changes (Kwok, 2012, p. 233). These all circumstances may influence 

their work values, attitudes and behaviours making them enjoy the challenge of new opportunities 

(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, there is no doubt that they should be treated as valuable 

members 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 spontaneous, technology 

savvy, embracing innovation and change easier than others, they were also more energetic and 

productive and aware of new trends in the market. 

This generation is also described as self-centred and demanding (Maxwell et al., 2010, p. 53). 

Learning and development is extremely important to employees of Generation Y (Solnet et al., 

2012, p. 46). Younger 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 thus strongly important to them (Grobelna and Marciszewska, 2016). They seek 

out creative challenges (Armour, 2005) and are more likely than the older generation to show 

ñoutside-of-the-box-type behaviorò (Gursoy et al., 2013, p. 45). They challenge conventional 

norms (Gursoy et al., 2013, p. 45) and believe that rules are made to be broken (Gursoy et al., 2008, 

p. 453). 

Although they are hard and ambitious workers and can ñput much of themselvesò into their work 

(Gursoy et al., 2008, p. 453), Generation Y employees 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 li ve (Twenge et al., 2010, p. 1122; Gursoy et al., 2013, p.47) 

and are seeking a balance between their personal and work li fe (Gursoy et al., 2013, p. 46). The 

study results of Gursoy et al. (2013, p. 46) showed, that Millennials were likely to be the ones with 

the least attachment to the work. It can be said that li fe outside the work seems to be much more 

important to them than anything at work (see Gursoy et al.2013, p. 46). They also place a great 

emphasis on leisure time (Twenge et al., 2010, p. 1131). 

Based on the above, it is not surprising, that if the job does not meet their expectations they do not 

hesitate to leave it. Lack of long-term commitment may be a significant challenge for todayôs 

employers, especially that young people do not stay in a job for too long , ñ(é) they believe in 

their own self-worth and value enough that they are not shy about trying to change the companies 

they work forò (Armour, 2005). 

Summing up, the organizations value employees who are creative, who are wil ling to try different 

things and explore new work processes (Twenge and Campbell, 2008, p. 869). Yet,  to attract and 

retain such young employees and benefit from their unique skills and abil ities, at the same time 

understanding their work attitudes and motivators should be of great importance as a significant, 

current topic for further empirical examination. 
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3. METHODS OF RESEARCH 
The data was collected using a questionnaire survey. Respondents were requested to fill in the 

questionnaires during designated teaching time agreed with lecturers. The purpose of the study was 

explained, students were also informed that their participation was voluntary. They were also 

assured of confidentiality and anonymity of their participation in this study. 

The research was conducted among first-year students of Gdynia Maritime University. Two out of 

four faculties of GMU were selected: the Faculty of Navigation and the Faculty of Marine 

Engineering. The choice was dictated by the desire to check what made students choose the studies, 

upon completion of which they wil l be able to start their professional careers as merchant officers. 

The research was undertaken two years ago and three groups of students were tested: 

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

(2) Faculty of Marine Engineering, in 2015, the number of students: 153 (WM2015); 

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

The partial results of the research concerning different groups were discussed in several 

publications - in particular the results 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 the labour market with regard to jobs at sea among Polish 

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

Beran, 2016b, pp. 577-606). The part of the study, the results of which are presented below, has 

the quali tative character. Its main goal was to find key factors of a choice of career paths associated 

with the sea. Students in open questions had an opportunity to independently formulate relevant to 

them characteristics associated with the work at sea. They were asked also to prioriti ze their 

preferences. 

 
4. RESULTS 
The study was conducted among students present at the university on the day the survey was carried 

out. These were students of the above li sted years and Faculties. Only 5% of respondents were 

women. Most students belonged to the age group 20-21 (89%), the older students (up to 24 years 

old) accounted for less than 3%, the younger (19 years old) - 1%. 7% of respondents did not answer 

the question concerning the year of their birth. Students who participated in this study constitute a 

part of the larger entity of Generation Y. The results obtained were surprising in relation to the 

number of motivators indicated by the student - slightly more than 10% of respondents did not give 

any reason why they would be willing to start work at sea. Less than 90% mentioned one reason, 

75% - two reasons and only a half of the students surveyed identified three factors that influenced 

their choice of studies and future work. The most commonly chosen motivator for studies necessary 

for future work at sea were "high wages/ salaries", followed by "nature of work at sea", "the world 

exploration" and "job security". The essence of these motivators will be discussed together with 

the results of the study. To check whether the choice of factors was not conditioned by membership 

to any particular group of students, an nonparametric test was used for more than two independent 

groups ï the Kruskal-Wallis test. Such testing was indispensable, because in case of potentially the 

same experience for one group, the results achieved in this group might strongly influence the 

results of the whole probe. Consequently, this could lead to concerning the students choosing to 

work at sea as a future career path. The following hypothesis test was adopted: 

H0: F1(x) = F2(x) = é = Fk(x); 

H1: ɱ mÍn; m,n ⱦ [1;k] Fm(x) Í Fn(x);
 

wherein Fi(x) is the cumulative distribution characteristics of the x-the group. 
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 High wages/ 
 

salaries 

Chi-Square 3,000 

df 2 

Asymp. Sig. (2-sided) ,2231 

 

 
 

The factor "high wages/ salaries" was indicated in each of the questioned groups as the most 

common (Fig. 1). The statistics of the Kruskal-Wallis test (Table. 1) indicate that the choice of 

"high wages/ salaries" as the most preferred motivator was not linked to membership to any 

particular group of respondents. 
 

 
 

Table 1: Kruskal-Walli s Test (own 

elaboration) 
 
 
 
 
 
 
 
 
 

 
Figure/Chart 1: Percentage indicating "high 

wages/ salaries" as a determinant to choose 

studies as the way to work at sea (own 

elaboration) 

 
Students pointing out to high earnings, added that working on the land wil l not provide so quickly 

such a level of earnings as offered by work at sea at the beginning of their career. They stressed 

the fact that the relatively quickly achieved level of wages/ salaries wil l al low 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 career at sea. Off icers 

from the Central European countries, including Poland, receive a monthly salary which ranges from 

a half of the annual GDP per capita (the lowest-ranking officers) to the amount corresponding to 

the annual 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 chi2 = 0.000; p = 1.000> 0.05 there is no reason to reject the null hypothesis - preferences as to 

the choice of studies because of the nature of work are not derived from a particular, specific group 

of respondents. Students indicated many aspects of the uniqueness of organization of work at sea, 

as compared with organization of work on the land. It was important to precisely separate working 

hours from free time. In practice, there are many solutions used 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 

the case of longer contracts - up to 4 months) or time on the land is half of the time at sea (contracts 

for 6 or 8 weeks). 
 
 
 
 

Table following on the next page 
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 Nature 
 

of work at sea 

Chi-Square 0,000 

df 2 

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

 

 World exploration 

Chi-Square 2,000 

df 2 

Asymp. Sig. (2-sided) ,2231 

 

 

Table 2: Kruskal-Walli s Test (own 

elaboration) 
 
 
 
 
 
 
 
 

Figure/Chart 2: Percentage indicating the 

"nature of work at sea" as a determinant to 

choose studies as the way to work at sea (own 

elaboration) 

 
It was often emphasized that the time at sea, even when intended to relax, could not be regarded as 

"truly" free time. Only after returning home, time for relax is actually the time off work. The time 

without a risk of sudden call to do something, without having to stay after working hours, without 

an unexpected business trip, etc. The students thought it was important to precisely define a ca reer 

path. As the respondents stated: "anyone who properly applied for the job, gains experience and 

fulfil s the formal requirements, knows exactly what position, after what time, they should/ can 

expect". 

Within the current legislation obtaining the diplomas certifying higher qualifications of merchant 

officer takes 12 - 24 months of work at sea (depending on the position) (IMO, 1978; 

RozporzŃdzenie MIiR, 2014). Students due to a lack of experience, did not take into account the 

fact that obtaining a higher diploma does not mean automatic promotion - this depends on many 

factors. Writing about the nature of work, some students pointed to an important aspect of 

responsibilit y. The ship positions do not merge - competences do not overlap. This means that each 

crew member carries a great responsibil ity for safety of the crew, or cargo on the ship. 

Another motivator to work at sea is a possibil ity to travel while working (Fig. 3, Tab. 3). 

 
Table 3: Kruskal-Walli s Test (own elaboration)    

 
Figure/Chart  3:  Percentage  indicating  "the 

world exploration" as a determinant of the 

choice of studies as the way to work at sea 

(own elaboration) 
 
The parameter test statistic chi2  = 2.000; p = 0.2231> 0.05 indicates that there is no account on 

which we can reject the null hypothesis - preferences as to the choice of studies because of an 
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 Job security 

Chi-Square 3,000 

df 2 

Asymp. Sig. (2-sided) ,2231 

 

 

opportunity 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 sea, perceive work at sea through the 

prism of stories, literature, and finally - stereotypes, as a job which creates many opportunities to 

explore remote corners of the globe. Some of the respondents associated the issue "learning about 

the world" with employment on ships with multicultural crews, which creates a possibilit y to get 

to know other nations, customs and religions. The choice of this factor fits perfectly into the image 

of representatives of Generation Y as shown in literature. A generation that is open to new 

challenges, is mobile, has no limits in changing residence and appreciates diversity. 

 
The last of the factors which was identified in this population more often than by every 10th 

respondent was ñjob securityò (Fig. 4, Tab. 4). The parameter test statistic chi2 = 3,000; p = 0.2231> 

0.05 indicates that there is no basis to reject the null hypothesis - preferences as to the choice of 

studies due to "job security" are not derived from a particular, specific group of the students 

surveyed. 

 
Table 4: Kruskal-Walli s Test (own elaboration)    

 
Figure/Chart 4: Percentage indicating ñjob 

securityò as a determinant of the choice of 

studies to open the way to work at sea (own 

elaboration) 

 
This motivator was indicated by the students who were well acquainted with organization of the 

labour market of jobs at sea. It was confirmed by additional comments on the shortage of merchant 

navy officers, observed for more than two decades (European Commission, 2011). Off icers 

deficiencies relate primarily to officers coming from the developed countries - well-educated, 

highly competent. Shortages in officers are observed first of all in Western European countries - 

even those that are perceived as the maritime countries (UK, Denmark), USA, Japan. This is a 

consequence of prosperity and high average earnings in these economies. Young people do not 

want to work at sea, because in the rich countries differences between earnings on the land and at 

sea are far smaller than in Central and Eastern Europe, Asia or Africa (Drewry Maritime Research, 

2014, p. 41, Deloitte Global Services, 2011, pp. 1-20). 

 
5. IMPLICA TIONS AND CONCLUSION 
Taking into consideration the sample of undergraduate students from Gdynia Maritime University 

(Poland), findings of this study offer important contribution to better understanding of young 

peopleôs expectations towards their future work. The main results of this study showed that even a 

choice of a job, so specific as work at sea, requiring separation from the loved ones - is made by 

representatives of Gen Y on the basis of the following function reasons: high wages/ salaries, clear 
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separation of working time and free time, opportunities and challenges of learning about the world, 

other nations, cultures etc. Although the results of this study cannot be generalized, they should be 

viewed as some insight into Generation Y management theories and perceived as a guide for future 

research. By understanding well the expectations of the emerging workforce, employers may be 

more able to provide tailor-made HRM practices, starting from recruitment as the first stage of a 

comprehensive process of employees searching (Dolot, 2014, p. 61). However, to manage young 

employees effectively, organizations should - ensure that - all candidates are individuals who fit 

into the organizational culture and specific -job characteristics. Thus, it is important to focus not 

only on an individualôs skill s and knowledge, but also on the whole person including, among other 

aspects, her/his general disposition to work in the industry (Solnet et al., 2012, p. 45).   By 

developing effective HRM practices, which are in line with young peopleôs job expectations, the 

organizations demonstrate commitment to their entering workforce, having in mind the fact that 

ñGen Y employeesô organizational commitment will be directly related to the level of commitment 

they perceive the organization has in them personallyò, as Solnet and Hood (2008, p. 64) proposed 

in their study. Therefore, managers should promote awareness and understanding among young 

generations entering the workforce today and develop human resource management strategies that 

aim to recognize and utili ze the talents of well ïeducated and industry - trained graduates. 

Additionally, educators and practitioners should cooperate to provide undergraduate students with 

broad and wellïdeveloped consulting programmes to support them 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 practice experiences should be offered as an obligatory part of the curriculum, 

and a clear picture of the career development should be provided by practitioners. This research 

has also opened several directions for future studies. First, it is underlined that òselecting the right 

person for the right jobò (Lee-Ross, 2003, p. 268) is of high importance, particularly in jobs 

demanding true enthusiasm, passion, interest and kind of sacrifice from its candidates, therefore 

personality traits as a factor determining the career choice are also recommended for future 

investigation. Second, the future research should also focus on changes in job expectations that can 

be created by graduates entering the workforce. It is important to remember that after several years 

of experience and moving up the career ladder, the work values less influential at first may become 

more important later (Chu 2008, p. 327). Therefore, it is recommended to extend the research and 

continue it among members of Generation Y with different working experience and job positions. 

Third. It is important not to overlook individual differences that may exist between indi viduals of 

the same generation, especially that there are only the few studies that examine demographic 

heterogeneity within the Mil lennials (Ng et al., 2010, p. 281). Thus, including more individual 

variables to explain the work-related expectations of the young is proposed for the future 

investigation. As a conclusion note, to be competitive in todayôs market, employers need to 

understand and respond to work-expectations of Generation Y. This study holds the potential for 

helping todayôs managers to be more effective in their efforts to attract, motivate and retain well - 

qualified employees, which is a pivotal in such industries as shipping, where the competitive 

advantage is attained through people. 
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ABSTRACT 

 

Everywhere in the Muslim world, the feast of sacrifice (Aµd Adha) is of paramount importance 

owing to its religious and ritual characteristics as well as its social and economic dimensions. 

The main concern of the present study is the contemporary changes of this specific type of religious 

feast witnessing the increasing emergence of informal jobs related to this fundamental religious 

event; an event which is currently oscill ating between religion, rituals and the thriving of informal 

work. The present paper seeks to identify and understand the changes this feast h as undergone, 

impregnated with the emergence and development of informal jobs. In fact, Aµd Adha keeps running 

the economic activities of a large number of unemployed people or people living in precarious and 

unstable conditions in the city of Casablanca. 

More than 2 million sheep are slaughtered during this feast, which resulting in the circulation of 

an important, formal and informal cash flow. 

Keywords: Casablanca, Economy, Informal, Precarity, Ritual, Sacrifice feast 

 
1. THE SACRED DISTORTED BY THE CRISIS 
Researchers in social sciences are agreed on the fact 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  famous book entitled ç The 

Elementary of The Religious li fe è. 

ç As we have progressed, we have established the fact that the fundamental categories of thought, 

and consequently of science, have religious origins. We have seen that the same holds true for 

magic and consequently for the different 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 

the great social institutions were born of religion.Į.ò 

mailto:Khalid.lahyani@gmail.com
mailto:biadtaha@yahoo.fr
mailto:biadtaha@yahoo.fr
mailto:biadtaha@yahoo.fr
mailto:sadikmaliki@yahoo.fr
mailto:sadikmaliki@yahoo.fr
mailto:sadikmaliki@yahoo.fr


94 

18th International Scientific Conference on Economic and Social Development ς 
άBuilding Resilient Societyέ ς Zagreb, Croatia, 9-10 December 2016 

 

 

 
 

 

Durkheim continued his thesis by stating that ñonly one form of social activity has not yet been 

expressly attached to religion _economic activityò1. 

Today, because of the financial crisis and violence in the labor market, economy plays a crucial 

role on the sacred day of sacrifice in Muslims. This feast has now become dynamic. Constraints 

and obligation have made it necessary for men to leave the sacred, its practices and obligations to 

the extent that the economic dimension has become dominating in this sacred feast. 

First, let us start by defining what a sacrifice is. For this purpose, we adopt Hubert and Maussôs 

definition. ç Sacrifice is a religious act which, through the consecration of a victim, modifies the 

condition of the person who accomplishes it or the condition of certain objects which the - said 

person is interested in. è2 

It should be remembered that the feast of sacrifice is not compulsory, but simply recommended. It 

concerns a (Sunna) that ended up as a necessity. 

The feast of sacrifice does not only have a religious connotation, but also has ritual origins that go 

far as far back as the pre-Islamic era. In this connection, the Holy Koran does not make any 

reference to the necessity of sacrifice. Instead, the feast ( Lôaµd)  marks the end of pilgrimage in 

Mecca that takes place every year on Dhou Al Hijj a  10th of the Muslim calendar. 

Within time, one can notice the gradual disappearance of certain aspects of this religious practice, 

to the extent that we now see only the spectacular and superficial aspects of this feast. 

For example, one can note the disappearance, in certain people, of feast-related practices, such as 

the words or expressions said during the slaughtering, the fact of giving the poor a third of the 

sacrificed animal as a sign of mutual aid and charity,  etc. 

In this respect, let us cite late King Hassan IIôs injunction to Moroccan people in 1996 to renounce 

sheep sacrifice3, and which was amply obeyed. 

The feast of sacrifice was the subject matter of a number of anthropological and historian studies. 

Thus, the Moroccan anthropologist, Abdellah Hammoudi, in his book entitled: ç The Victim and 

its marks. An essayç on the Sacrifice and Masquerade in the Maghrebè4, analyzes the celebrations 

and rituals that accompany Aµd al-Adha in all its dimensions. In fact, many of the ritual practices 

that go along with this feast are now anchored in the Moroccan folk culture. 

Through his study, Hammoudi further makes it clear that the bleeding beast constitute the 

beginning of a ritual cycle that ends 30 days later after the Achoura ceremony, known for alms or 

charity giving, eating of dry fruit and the sale of toys for children. The sacrifice, then, marks the 

end of the past year and the Achoura marks the coming of the New Year. 
 

 
1 Ibidem 
2 Jean-Paul Colleyn, ç Le sacrifice selon Hubert et Mauss è, Syst m̄es de pens®e en Afrique noire, 2 | 1976, 23-42 
3  Speech by Late Hassan II during the feast of sacrifice in 1996 ç There shall  be no compulsion in religion ". Our 

grandfather The Prophet, Peace and Prayer Be Upon him, had accomplished the Sacrifice on behalf of his Oumma, 

as is reported in the Sunna, according to which the prophet, while , scarifying two big sheep,  had said: " This one is 

form me, the other is on behalf of my Oumma. By complying with the tradition of Godôs Messenger Peace and Prayer 

Be Upon him, and by following his behavior, we invite our dear people to refrain from accomplishing the sacrifice 

ritual dôAl-Aµd this year. We will do it, if God wills, on behalf of our people, by accomplishing the sacrifice for 

ourselves and for every member of our people. By so doing, we will be faithful to the Sunna of our Prophet and the 

precepts of our charia©. è 
4 Abdellah Hammoudi, ç The Victim and its marks. An essayç on the Sacrifice and Masquerade in the, Edit Seuil, 1988 
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He stresses that other ceremonial activities impregnated by games; laughter and din (noise) go 

along with these religious celebrations. And according to Moroccan religions, seven days following 

the feast of sacrifice, there is a ceremony called ç the Boujloud è, i.e., skin bearer, also called 

ç Bou-l-Btayn è or ñBilmawenò in Berber. During this ceremony, people wearer masks, laugh and 

are, sometimes, allowed to break the rules of the two religious feasts. Incidentally, these 

celebrations remind us of carnivals that take place in many European and Euro-Mediterranean 

countries. 
 

The historian Nicolas Michel5, moreover, examines the production relationship inside the tribe 

ç Kabilaè, where economy is extremely precarious and fragile to the extent that it intensely poses 

the problem of subsistence. Therefore, there appear many community and solidarity ritual forms of 

behavior, namely, inter alia, the çmudd Sidi Belôabbasè, which is the first measure of grain destined 

for the poor. Nicolas Michel analyses the dimension of the relationship between economy and 

religion in pre-colonial Morocco. We, for our part, attempt to go further by evoking another 

economic method, mainly informal, which has been increasingly fast growing during the feast of 

the Sacrifice in the last few yearsé 
 

We have done moved from a purely religious practice, where people sacrifice sheep if they can 

afford it, to a societal practice in order to ç to keep up with the Jones è, where people wear masks 

and transgress established codes of such a religious feast, and where certain impoverished and 

disadvantaged people prioriti ze profit making and survival rather than sacrifice. 
 

Incidentally, the feast of ç sheep è involves scarifying other animals rather than ç sheep è: some 

people slaughter a she-goat, others prefer an ox é We also witness an overshadowing of and 

detraction from the characteristics of the animal of sacrifice, namely its color é 
 

Also, the act of scarifying in the city differs from that in the countryside6 to the extent that one can 

evoke different slaughtering ways. 
 

The explosion of economic interests goes along with a reduction of religious morals, characterizing 

this feast. Faced with financial or economic inabilit y, people sign up for a loan,   sell their cars, 

furniture or real estate to buy the sheep of sacrifice. 
 

While some professional activities slow down, or even stop during the days of the feast (especially, 

activities related to real estate, crafts, groceries) given that people working in these occupations 

travel up to over a hundred  kilometers to celebrate   the feast properly with members of their 

families7, there emerge never ïending , seasonal  informal jobs. 
 

 
5  Nicolas Michel, Une ®conomie de subsistances, Le Maroc pr®colonial, Institut Fran­ais dôarch®ologie orientale, 

Textes arabes et ®tudes islamiques. 35 /1, 1997 
6  Anne-Marie Brisebarre, Maisonneuve & Larose, La f°te du mouton. Un sacrifice musulman dans l'espace urbain, 

2002, P 79 
7 Holidays lasting for ten days, twenty days or even a month. 



96 

18th International Scientific Conference on Economic and Social Development ς 
άBuilding Resilient Societyέ ς Zagreb, Croatia, 9-10 December 2016 

 

 

 
 

 

 
 

2. HETEROGENEOUS INFORMAL JOBS RELATED TO THE FEAST OF SACRIFICE 

The number and importance of informal jobs increase considerably during the feast of sacrifice in 

the city of Casablanca. This religious feast brings about direct and indirect seasonal jobs. Ten days 

before the feast, during the day of the feast and 3 days subsequent to the feast. Such jobs are often 

practiced by non-professionals. 

 
Our field observation and our experience during the days of the feast have made it possible for us 

to bring out the following informal jobs: 

 
- Sheep transporter: on shoulders, motorcycles, carts é 

 
- Sheep slaughtering: this act is carried out by a professional (the butcher) accompanied by one of 

his sons or brothers. We also find non ïprofessional old men who are used to slaughtering sheep 

accompanied by one or two young men.. 
 

- Roasting of the sheepôs head and legs. Prices vary between DH 20 to DH 30 depending on the 

size and volume of the head and legs. 
 
- Sheep Skin collector ç Btana è: they move along the alleys of the city, riding a donkey or on foot 

dragging a small cart and shouting loudly. 

 
People then call them from their roofs and throw the sheep skin ç Btana è to them. Nowadays, 

People get rid of the Btana, whereas in the past they used them to make interior sheepskin 

decoration articles or rugs. 

 
Collectors, then, put them in a visible area in the street or sell them for DH 5 a piece. ç Souf è 

(wool), is removed and ç jald è (leather) is used for craft purposes. 

 
The jobs of making such products, it should be noted, 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 putting them in sunny places to dry and, later on, use them as furniture. Such practices 

have disappeared given the sharp decrease in prices of furniture and 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 social practices underlie the thriving of informal 

activities during the ñAidò. 

 
- Knife sharpening: men and young boys from various neighborhoods in the city, or even from 

different neighboring cities. During our field observation, we met a knife sharpener from the city 

of Ben Gu®rir. These non-professionals make between DH1000 and DH 1400 per day. 
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- Seller of accessories of the feast of sacrifice: charcoal, straw, ropes, onions, small barbecues, 

braziersé 
 

- Beggars of the feast: 
 

Beggars knock at peopleôs doors to ask for charity, which, on the day of the feast, comes in the 

form of meat. The collected meat is, then, sold by these beggars. 
 

 

People have recourse to practitioners of these jobs even if they know they are not professionals and 

that they can make mistakes during service provision. 
 

 
 

3. CHARACTERISTICS OF URBAN PRECARI TY OF INFORMAL JOBS OF THE 

FEAST OF SACRIFICE 
The interviews we have been able to conduct with people practicing these informal jobs and 
activities during the feast of sacrifice 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 noticed this trait during our observation and interviews. 

 
- Practitioners of these jobs seize the opportunity of the feast to make some money. They work all 

day to have their tools ready and show their innovative ways of work, as if they were in competition 

with each other. 

 
-This concerns momentary activities 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 opportunity in order to make money, 

although this is always at the expense of their celebration of the religious feast and the activities 

related to it: visiting relatives... 

 
- These activities generate gains for the unemployed and modest-level people, as they (activities) 

make it possible for them to meet their and their familiesô needs in the subsequent months. 
 
 
 

4. CONSLUSION 
Authorities turn a blind eye to these informal jobs. Is it a sign of tacit approval of an activity, which, 
although illegal, seems to be the only solution, at least for the time being, to enable young people 
living in precarious and unstable conditions to meet their needs? 

 

In fact, authorities do not intervene as long as no  harm is caused. Starting a fire is, thus, tolerated. 
Resellers and middlemen (Chanaka) fuel speculation and cause prices to go up to the detriment of 
not only citizensô purchasing power but also the interests of li vestock farmers. 
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Today, we are face to a religious feast, which, in the Moroccan popular culture, has turned into an 
economic opportunity where illegal activities and informal jobs have become common and full y 
established practices. 
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ABSTRACT 

The  emergence  and  rapid  development  of  information  and  communication  technologies 

revolutionized the way of life known so far and created completely new unknown possibilities. 

Several tedious, manual, repeating and boring tasks became automated and are carr ied out so 

smoothly and efficiently that it leaves a vast amount of time to exploit previously lost creative and 

innovative ideas constantly generated by any human mind. Nowadays cutting edge technology 

combines several gadgets into one small handy device: phone, camera, computer etc. The compact 

intelligent helper always present at our side - the smart phone, becomes an indispensable 

prerequisite for an entrepreneur or managerial professional in todayËs digital era of turbulent 

dramatic changes and multicultural global business environment. A smart phone provides a small 

bundled mobile office managed by the entrepreneur himself/herself thus allowing him/her to react 

to expected and unexpected events immediately after notification from everywhere and not to be 

limited by the office hours. This paper deals with research carr ied out among entrepreneurs and 

managerial professionals aiming to discover the importance of smart phones in real business 

environment and the perceived impact of such devices on the performance and execution of daily 

business operations. Sample included entrepreneurs and managerial professionals of small and 

middle sized companies who participated in this research through survey consisting of questions 

concentrated on activities carr ied out in virtual environment accessed through cell phones, 

advantages and drawbacks of these ICT means. The research findings showed that the phone usage 

is no longer limited to phone calls; on the contrary, written communication through electronic mail 

communication and other messaging applications are becoming more frequent. However, 

traditional phone call conversation is preferred for business communication. The research findings 

showed also gaps between the possibili ties and the actual uses of cell phones to execute the 

business operations. 

Keywords: Business Operations, Globalization, Mobile Gadgets, Information and Communication 

Technology, Virtual Environment, Virtual Collaboration 

 
1. INTRODUCTION 
Humans communicate ever since they exist (Gon­alves, Ferreira, Gon­alves, Putnik, and Cruz- 

Cunha, 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 

methods and channels for communications (D§videkov§, Greguġ and Bureġ, 2016, in press). With 

the emergence of the digital technology, the information and communication technology (ICT) was 
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developed and irreversibly revolutionized our li ves. No other previous technology that has existed 

so far has had such an immense global impact as ICT (Al -Rodhan, 2011, p. 18). It changed every 

aspect of our lives: the way people work, communicate, learn, spend time, and interact (Jorgenson 

and Wu, 2016, pp. 383-385). 

ICT allow real-time communication and collaboration across practically any distance (D§videkov§ 

and HvoreckĨ, 2016, pp. 283-284). ICT interconnects individuals from the most remote locations 

and farthest corners of the world and assembles them in a common virtual space that is accessible 

to everyone creating an augmented reality. By establishing this virtual working space, ICT 

bolstered the productivity more eff iciently than any other former technology (Hidalgo-Per®z, 

OËKean Alonso and Rodr²guez Lop®z, 2015, pp. 450-451). The development of ICT enabled 

overcoming large geographical distances, raised the amount of storable knowledge into very large 

data volumes and made it accessible from everywhere at any time, it notably cut down the execution 

times of conducted tasks, extended the space and augmented the environment for collaboration and 

excessively increased the rate of information interchange around the globe (D§videkov§ and 

Greguġ, 2016, pp. 102-107). ICT enabled the knowledge and expertise acquired during millennia 

to be instantly globally accessible to broad public, to each one individual on the planet through the 

means of ICT in the virtual environment (D§videkov§ and Greguġ, 2016, in press). Current ICT 

has made it possible 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 long time (days, weeks, months, ye ars) to 

share information, today it takes, in reali ty, only fractions of seconds, to share some information 

with a broad public (D§videkov§ and Hrdliļkov§, 2016, pp. 151-155). Today when the world is 

being shaped through abrupt instant and discontinuous changes it is essential to get information at 

an instant pace for a timely reaction. The real time requires such a technology that enables sharing 

and receiving information quickly (Ivanochko, Urikova and Greguġ, 2014, pp. 515-518). 

Another significant impact factor of current business environment is globalization that evokes 

immense pressures on the competitiveness of business organizations struggling to succeed in the 

environment full of competing rivals. ICT and in particular the mobile technologies provide 

powerful tools extensively fostering the inter- and intra-enterprise collaboration and economizing 

the cost effectiveness at the same time (Ivanochko, Urikova and Greguġ, 2014, pp. 310-315). 

The dominant technology drivers, mobile cellular and telecommunication technology (Kumar, 

Stauvermann and Samitas, 2015, pp. 102-104) together form a technology that represents the high 

tech little wonder of our time: the smart phone. 

The smartphone integrates several technologies into one small device that can accompany us 

everywhere thanks to its tiny dimensions and small weight. Smartphones are considered handheld 

computers rather than traditional phones (Ahn, Wijaya and Esmero, 2014, pp. 9-11). These very 

powerful devices can be used in many innovative ways (Guenaga, Mentxaka, Egui luz, Romero and 

Zubia, 2012, pp. 1-3). These representatives of publicly accessible most advanced technology 

incorporate a variety of individual devices into one small equipment: phone, computer, camera, 

music player etc. (D§videkov§, 2016, p. 314-316). Smartphones now carry an email client, Web 

browser, GPS functionality, desktop synchronization tools, as well as organizer functions such as 

diary, contacts, notepad and a voice recorder (Charlesworth, 2009, pp. 32-33). 

Smartphones penetrate many facets of our everyday li fe through the broad utili zation they offer 

(Wang, Xiang and Fesenmaier, 2014, pp.1-4). 

Nowadays a smartphone that became commonly owned by a broad public gained much better 

input-output capabil ities 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 

among broad  public  in  just  five  years since  their introduction  achieved  immense  explosive 
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dimension that took for ecample to fixed-line phones 31 years (Monhyung, 2010, p. 79). One of 

the significant factors that had a large impact on the omnipotence of the smart phones besides the 

integration of all the individual gadgets into one device is the bundle of applications that comes 

with it. Mobile applications are buil t in set of software programs that run on a smart phone and 

provide added value for the end user by performing certain tasks (Islam, Islam and Mazumder, 

2010, pp. 72-74). Smart phones and mobile apps are user friendly, inexpensive and easy to use 

incorporating services from various fields including support of business operations li ke word 

processors, email clients, organizers etc. Therefore, smart phones enable boosting of business 

opportunities through their endless support and possibil ities. 

The aim of this paper is to identify the actual uses of a smart phone in business environment. In 

other words, which communication types and channels represent the most frequently used features 

of a smart phone among business professionals and which feature is being perceived as an added 

value with the highest importance. 

This paper is organized as follows: Methodology selected and used for conducted research is 

depicted in section 2. Sample examined during the research analysis is briefly ch aracterized in 

section 3. Section 4 provides research findings are presented followed by brief insights. Research 

results arising from conducted research are reviewed in the conclusion. 

 
2. METHODOLOGY 
This section briefly depicts the chosen methodology used for the execution of the performed 

research. Furthermore, this part discusses the selected collection technique including the 

explanation of its preference. 

The case study of the use of means of ICT for daily business operations was carried out in form of 

a complex survey consisting of several interrogative sections. Inquiries included in the 

questionnaire aimed to concentrate on various aspects of cell phone uses among participants. 

Questions were of various types: open and closed questions, assignment of importance categories, 

etc. 

The first part of the survey dealt with characteristics of respondents related to their further grouping 

and categorizing for more detailed comparisons. This may show different tendencies in 

distinguished groups of participants. Among such attributes belong: 

¶ Age, 

¶ Gender, 

¶ Educational background, 

¶ Income level, 

¶ Employment status, etc. 

More detailed analysis of individual separate groups of respondents may identify the most affected 

group of professionals by a specific influencing factor. 

A preselection of the sample was done based on the second part of the questionnaire related to: 

¶ Phone device possession, 

¶ Cell phone types in use. 

Next section of the survey concentrated on the types of uses of the ICT mean by the respondents: 

¶ For which activities the end users consisting of entrepreneurs and managerial employees 
are using their mobile gadgets for. 

This interrogative part intended to highlight the mobile phone feature that is of highest importance 

for examined group of users represented by investigated sample. 

Next objective of this section was also: 
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¶ To identify the variety of activities for which the phone is used for by the respondents. 

Findings of such a research investigation may help for further future conceptual model proposals 

of eff icient utilization of a mobile phone devices by execution of daily business operations and 

activities. 

Furthermore, such a research may stress the gaps between the possibili ties offered by the modern 

information and communication technology means and the actual practical utilization among 

business professionals. 

The findings may highlight the need and necessity of additional services and features of future 

mobile phone gadgets that would provide the implementation of missing activity proce ssing 

possibilit ies to the designated group of entrepreneurs and managerial professionals. 
Last survey section dealt with following aspect: 

¶ Subjective perception of the importance of a cell phone device for the survey participant 

accompanied by his/her reasoning. 

This part aimed to clarify perceptions of mobile phone devices through subjective assessment of 

its features constituting the most important services with greatest added value for the end users. 

This intends to highlight the most favored and valuated feature and service of this tiny gadget 

showing direction of further innovation fields of this cutting-edge technology that may be mostly 

appreciated by the consumers. 

 
3. SAMPLE  
For the convenience of the reader, this section deals with more detailed description of a variety of 

attributes characterizing the research sample participated in the survey. 

The research aimed to examine individuals in business world who are mostly relying on mobile 

information and communication technology by their profession: namely entrepreneurs who are 

frequently travelling to meet with their customers and contract partners and often work at client 

side; and managers whose position includes communication and availabilit y by definition. 

Entrepreneurs alike managers work with people and coordinates activities of their subordinates in 

order to achieve the goals (D§videkov§, D§videkov§ and Greguġ, 2015, pp. 20-21). ICT enables 

coordination across boundaries to achieve new levels of eff iciency and productivity and opens up 

a new possibilities for increasing value through better communication and information sharing (Li 

and Lin, 2006, pp. 1641-1644). 

To meet the designated group for interrogation, the research was conducted on a business 

conference dealing with innovation in business environment driven by technology development. 

The survey was completed by individuals attending the business conference providing insights on 

new technology trends and opportunities in daily business activities and operations. The 

participating individuals consisted of entrepreneurs and management professionals employed in 

various companies. 

 
Table1: Proportional Sample Coverage of Gender Categories (Source: Survey) 

 
Male Female 

87% 13% 
 

The disproportions between the male and female groups can be explained by the unequal 

occurrence of the genders in given professions, in particular, the management positions are mostly 

occupied by men as well as the entrepreneurial path is more often chosen by men than by women. 
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Table 2 depicts the age categories of available sample and table 3 shows the diversity of 

respondents according their employment status. As it can be seen, the sample fulfill s the designed 

group: 12% entrepreneurs and 82% employed on managerial position. 

 
Table2: Proportional Sample Coverage of Age Categories (Source: Survey) 

 
Year category 1-25 26-35 36-46 47-59 60 and more 

Sample differentiation in percentage 0% 25% 31% 38% 6% 

 

Table 3: Proportional Sample Coverage of Employment Status Categories (Source: Survey) 

 
Employment status categories Sample diversity in percentage 

Unemployed/Part time or seasonal employment/Student 0% 

Full time employment 82% 

Entrepreneur 12% 

Retired 6% 
 

Further preselection of the sample was done by the premise of smartphone ownership/possession. 

This condition was fulfilled by 94% of all respondents. Therefore, the collected data is being 

considered as representative for the purpose of conducted research. 

 
4. RESEARCH FINDINGS AND DISCUSSION 
For the convenience of the reader the research findings are divided into separated subchapters 

followed by corresponding discussion. 

 
4.1. Types of most frequently used services provided by smar tphone 
Smart phones 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). Smartphones dispose of phone, email client, web 

browser, camera, GPS functionality, computer and organizer features (Charlesworth, 2009, pp. 32- 

33; D§videkov§, 2016, p. 314-316). Yet, how are these features of these mobile tiny wonders 

utili zed? The answer for this question provided by the respondents is depicted in fig.1. 
 

 
Other (internet) 

Games 

Banking 

Calendar 

Camera 

Other communication/messaging type 
(viber, skype, whatsapp, Χ) 
Email 

 

Phoning 
 

SMS messaging 
 

 
 

Figure 1: Types of Most Frequently Used Services (Source: Survey) 
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The phoning is being used by all survey participants, what represents the main purpose of a mobile 

phone device. Various types of messaging (SMS, messaging clients over internet) are being used 

by up to 56% and email client is utili zed by 50% of respondents. 

The low use of games (only 13%) shows that the entrepreneurs and managers perceive their smart 

phone more than a powerful business tool than a playful utensil . 

The use of smart phone for the service of a camera (50% of respondents) may indicate also the use 

of the feature instead of office appliance like scanner or fast notebook, where shooting a photo is 

much faster than writing it down. 

 
4.2. Most frequent communication channel 
Variety of communication channels integrated in a smart phone includes oral (phoning) 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 asynchronous communication. The 

most associated embodying of it in virtual environment depicts the email. A synchronous version 

of written communication represents the instant messaging, that facili tates written communication 

between users in real time. 
 

 
 
 

phoning (mobile network, VoIP) 

messaging (SMS, over internet) 

email 
 
 
 

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

 
If compared to the communication in private li fe that is mostly executed orally and visually, the 

preferred communication in business environment is written conversation. The results of the survey 

depicted in fig. 2 and 3 surprisingly show that the entrepreneurs are using oral conversation 

(phoning) more frequent in business activities than in private li fe: Phoning was used by 100% in 

work issues and only 88% in private issues. 
 
 
 

 
phoning (mobile network, VoIP) 

 
messaging (SMS, over internet) 

 

 
email 

 
 

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

 
4.3. Response time 
Todayôs world is characterized by dramatic turbulent changes shaping the business environment 

(Achrol, 1991, pp. 77-93). The omnipotent availabil ity of smart phone services for contacting a 
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person allows a fast response to an impulse provided by the technology. The technology mirrors 

the current need of instant response to the dramatic and turbulent changes through its features and 

possibilit ies (Ivanochko, Urikova and Greguġ, 2014, pp. 515-518). 

As depicted in fig. 4, from 19% to 62% of all survey participants respond to information received 

through emails or messaging immediately after receiving. This fast and instant reaction enables 

faster processing in a business operation and enables the shortening of the task execution 

(D§videkov§ and Greguġ, 2016, pp. 102-107) bolstering the productivity and eff iciency on this way 

(Hidalgo-Per®z, OËKean Alonso and Rodr²guez Lop®z, 2015, pp. 450-451). 

 

 
 

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

 
4.4. Reasons for  the preference of a smar t phone perceived by respondents 
Through all the possible and innovative applications of a smart phone device, the powerful 

invention found its place in every aspect of our li ves. Boasted by the immense utili zation, 

smartphones penetrate many facets of our everyday activities (Wang, Xiang and Fesenmaier, 2014, 

pp.1-4). 

The research team aimed to address the awareness of the end users of the utili zation of smart 

phones. In other words, why do they choose this appliance and not the traditional phone? The 

answer to this inquiry may highlight the most valuated attribute of it the customers appreciate at 

most. 

 

 

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

 
The most appreciated added value of a smart phone in comparison to a traditional phone is the 

broad utili zation of it through the applications it provides at hand. This could be also expressed 

through the formulation: ñincorporates everything I needò provided by one of the respondents. 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 phone importance for the end users that is directly addressed by the 

subsequent subsection. 

 
4.5. The significance of a smar t phone perceived by respondents 
The ubiquitous technology that combines so many appliances in one powerful device (Nichols and 

Myers, 2006, pp. 60-63) became indispensable for many users, especially young generation became 

nearly inseparable from their phones (Porath, 2011, pp. 86-99). Smartphone, the all-rounder, fosters 

any activity through the offer of several features and services enabled by integrated applications 

and connection to the internet. The smart device mediate the access to everything we need: 

¶ It represents the source of information provided via connection to the internet: notifications, 
searching the web, emails, etc. 

¶ It enables oral conversation through phone call connection and written communication via 

messaging or emails. 

¶ It facilities visual communication through video cal. 

¶ It allows entertainment in form of playing games, watching videos or playing music. 

¶ It develops and enrich the skill s and knowledge through information or e-learning. 

¶ It makes it possible to shoot and share photos: to keep records of experiences, to take fast 
notes, to make a copy of a documenté 

The device represents a very useful utensil that is so small, handy and light that it can be always at 

hand. All its features can be integrated in execution of business operation. Respondents appointed 

their smartphone as an essential work tool for business world (fig. 6). 

 
 

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

 
5. CONCLUSION 
This paper deals with some aspects of the mobile information and communication technology that 

are enriching our lives in every facet. The emergence of smart phones, the tiny powerful devices 

that incorporate a bundle of individual handy appliances into one handy gadget, creates new 

opportunities of innovative utili zation of smart phones in business environment. Through the 

omnipotent availabilit y and unlimited reachabilit y and connection, the smart phone fosters the 

shortening of processing cycles and operations in business activities. It allows to instantly react to 

important issues even outside the regular office or working hours. 

The research described in this paper conducted in form of a complex survey among business 

professionals included identification of most frequently used features of smart phones aiming to 

determine the most appreciated added value on end user side. The assessment of the smart phone 

importance was done directly by interrogating the respondents and evaluating their aware responses 

as well as indirectly by assessing their answers to inquiries dealing with communication channel 

uses and response times as the communication represents the most important facet of business 
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operation. The conducted research represents an explorative examination of the actual use of smart 

phone potential in actual business practice. 

The great possibil ities of smart phone utilization represent object of continuous research endeavors 

of many researchers around the world. The theoretical use of smart phones synergic features that 

provide augmented working environment are being researched in countless publications. However, 

the actual uses of these devices by the entrepreneurs and managers in practical business li fe are 

stil l limited. Gaps between the theoretical and practical utili zation provide a large room for 

improvement, innovations and support of science towards the business world. Despite these gaps, 

the smartphone denotes an essential work tool for business professionals already today (fig. 6). 
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ABSTRACT 

Start-ups are a part of SMEs, but there are specific due to their global potential, innovative idea, 

scalable and repeatable business model. There is an increasing rate of SMEs and Start-ups in 

recent years. It is clear that Slovakia has a high innovation potential and significant development 

begins in the area of Start-ups. Accelerators and incubators are deeply connected with Start-ups. 

Mentioned institutions offer financial and nonfinancial support to Start-up projects. Moreover 

accelerators are a source of venture capital and their fund chosen projects. Strategic and project 

management in accelerator has specific traits and rules. Founders and owners of accelerators are 

often experienced entrepreneurs, business angels, moreover venture capital funds or even 

governments. Business accelerators invest venture capital in Start-up members of their 

acceleration program. Mentioned institutions use several investment criteria which often differ. 

The US and UK accelerators use several metrics and schemes, but there are new trends in investing 

to Start-ups in newer institutions and in several countries. 

In the following publication we analyze processes in accelerators and their investment criteria. We 

wil l focus on acceleration programs, investment decision-making, and a business model scheme. 

The research wil l be based on case study of real Slovak accelerator operating in conditions of 

Slovak ecosystem and data collected within well -known global accelerators. The result of the 

publication will be the li st of relevant criteria useful for Start-up accelerators in Slovakia or all 

over the world which want to value their investment properly. 

Keywords: accelerator, Start-up, investor, venture capital, investment criteria 
 

 

1. INTRODUCTION 

The research in Start-ups of the Slovak Republic is stil l an innovative topic about which there is 

just a small amount of scientific publications. This article provides valuable information about the 

issue of accelerators and incubators. Start-up accelerators 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. Acceleration programs are not standardized and 

vary between different accelerators in different parts of the world. 

 
2. LITERATURE REVIEW 
In recent years, the business environment has undergone several changes including financing new 

business ideas. It has today several new modern forms. In the US, the support of Start-ups through 
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incubators belongs to the traditional type of assistance to new businesses. Incubators are generally 

institutions providing non-financial support to projects in their incubation programs. The greatest 

amount of financial support in recent years has been provided in the form of venture capital, which 

we wil l discuss in the next part of the paper. Venture capital is already in some cases of financing 

projects in the initial stage of the idea or just the sketch of business model. Accelerators are mixed 

forms of the incubator and venture capital, because they provide financial support to members of 

the acceleration program. 

 
2.1.     Accelerators 
Business Accelerator is an intense (typically three-month) sales program that includes mentoring, 

training activities, networking and focusing on fast-growing companies that at the end of the 

program wil l 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 

accelerated the growth of their future business. (RENTKOVĆ, K. ï ROĠTĆROVĆ, M., 2016, p. 

1945). In exchange for professional consultancy and link to the investors who wil l provide them 

with venture capital accelerator gets a share in future company. 

 
Term accelerator can determine the organization to which business Start-ups enter and leave it as 

a group of people who passed through a well-defined and time-bound exercise program. It usually 

takes from three to six months. At the end of their program Start-up accelerator wil l provide a 

financial support for the implementation of business plans by the Slovak Business Agency 

definition and take into account the earlier practice of the US accelerator. Provision of capital ma y 

occur at the beginning of the acceleration program, which may have different lengths. (SBA, 2014) 

 
2.2. Venture Capital 

Venture capital is defined as a source of financing for new businesses. Venture capital funds pool 

investors' cash and loan it to Start-up firms and small businesses with perceived, long-term growth 

potential. (Rentkov§ et al., 2015). Venture capital 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 

returns for the investor. There are several types of venture capital and they differ in Start-upôs stage 

and amount of investment. Individual investors usually invest mainly one type of capital. (SBA, 

2014) 
 

 

Venture capital is aimed primaril y at companies which are unable to raise funds for initiating and 

developing a common external source (eg. Bank loans). Venture capital consists of two types - 

private equity capital and venture capital. Some authors consider private equity capital and venture 

capital as synonymous. The publication of the two terms distinguished. 

 
Pre- seed capital is used for financing of ideas and research projects with the goal of building a 

successful company around it in later stages. Pre- seed start-up are working on the business model 

and description of value creation for future customers. (KOTTULOVĆ, J.,MITKOVĆ, ō., 2016, 

p. 340) 



112 

 
 

18th International Scientific Conference on Economic and Social Development ς 
άBuilding Resilient Societyέ ς Zagreb, Croatia, 9-10 December 2016 

 

 

 

Seed capital represents sources used for market research and all activities before companyËs 

establishment. Investor finances the testing of investeeËs entrepreneurship with seed capital.  Seed 

financings may be directed toward product development, market research, building a management 

team and developing a business plan (RENTKOVĆ, K. ï ROĠTĆROVĆ, M., 2016, p. 1945). A 

genuine seed-stage company has usually not yet established commercial operations - a cash 

infusion to fund continued research and product development is essential. These early companies 

are typically quite diff icult business opportunities to finance. 
 

 

Start- up capital is applied to overlap initial costs including purchase of new machinery and 

equipment, purchasing of technologies, development of technologies, initial costs for marketing 

etc. Start- up capital is used for financing of start-up for the first two years of operation. ( MILLER, 

P.- BOUND, K., 2011, p. 10) 
 

 

2.3. Investment cri ter ia 
Investment decisions are based on its importance rank among the company. The main objective of 

the investment decision is the differenciation of projects that will be realised in the company a nd 

therefore wil l have to invest resources and vice versa exclusion projects, unsuitable for investment. 

Success of individual projects is for business prosperity. This is a priority strategic decision-making 

nature in line with corporate strategy, strategic 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 subject of selection criteria and evaluation of mentioned projects. The 

investment can be explained as an activity to increase the amount of tangible and intangible assets 

of the company. 

 
Among the specifics of investment decisions compared to the general economic activity we should 

include: (KOMORNĉK et al., 2015, p. 35) 

Å Long-term decision making on average within 5 to 10 years 

Å Increase of the risk of initial expectations of return the company 

Å Capital-intensive operations associated with high initial investment exceeding possibili ties 

of individual or economic entity 

Å Diff icult coordination of participants of the investment process 

Å The use of new technologies, products, processes or know-how 

Å Possible serious consequences for infrastructure and ecology 

 
Start-ups belong to forms of small and medium enterprises. Making an investment decision about 

Start-ups can be based on the theory of investment decision-making in enterprises. There are three 

basic criteria for financial investment decision as following: (BREALEY et al., 2008, p. 11) 

1.   The financial profitability of investments, respectively, completely all net income that the 

investor wil l receive from the time of the capital injection until the final investment income. 

2.   The risk rate of investments is measured by the level of risk associated with the possibilit y that 

the expected revenue achieved. For the calculation of investment risk is used variance and 

standard deviation from the mean income of the investment. 

3.   The liquidity of your investment, which is directly related to the rate of cash received in the 

sale of the object of investment, typically securities. 
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In practice, the criteria with a maximum value can often be prevented. Achieve maximum yield is 

not possible 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, profitabil ity ratios reflect 

the return on investment and are one of the most common ways of measuring it. 

 
Ġlahor distinguish following basic methods of evaluation of investment projects: (ĠLAHOR, L., 

BARTEKOVĆ, M. 2016, p. 1350). 

1.   Maturity of the project or Discounted Maturity 

2.   Net Present Value 

3.   Internal Rate of Return or Modified Internal Rate of Return 

4.   Profitability Index 
 

 
The payback period of the project is a static method of assessing capital investment and the 

simpliest form of measuring the economic efficiency. The payback period is the time it takes for 

cash proceeds settled cash outflows related to the project. For a given period, the investment wil l 

repay itself from the income it generates and entrepreneur has a zero profit. If we compare multiple 

projects, we will give a priority to those which have a shorter payback period. The time factor is 

neglected in calculating the payback period. On the other hand the discounted payback includes 

time as an important factor and reduces the value of the future cash flows of capital costs expressed 

discount rate raised to specific years of the project li fe, where cash flows are created. When 

calculating the net present value of a project must find the present value of each cash flow generated 

in each time period, so cash receipts and expenditure. The declared value of the discounted cash 

flow includes an invested capital. (VALACH, J. et al. 2010, p. 14) 

 
Profit Net Present Value of the project is the the sum of project discounted cash flows. If the result 

is positi ve, then the project should be accepted and implemented. In case of a negative net present 

value of the project it should be rejected. When we compare more mutually exclusive projects, we 

take one that has a higher positi ve net present value. (ĠLAHOR, L., BARTEKOVĆ, M. 2016, p. 

1352) 

 
Internal rate of Return of the project is therefore the expected return. If the internal rate of return 

greater than the cost of capital invested is often represented by a weighted average cost of capital, 

the project adds value to owners and can be realized. (ZIKMUND, M., 2010, p. 11). Profitabilit y 

Index or Rentabil ity is equal to the present value of the project income and the present value of the 

project costs. The project is acceptable if the prof itability index greater than 1.0. The larger the 

index value profitability, the higher the value of the project. 

 
Productivity, investments, return on capital employed and return on invested capital in the long 

term is determined by using profitability indicators. It is a term that refers to total investment 

earnings. This is a basic indicator measuring investment. The profitabilit y of the company needs to 

know the financial analysis in analyzing ratios. Profitabilit y is often used in decision- making about 

activities excluded from the company or vice versa, if the business plan on future activities. And 

profitabilit y is often a part of the incentive component of remuneration management. (ZIKMUND, 

M., 2010, p.11). Return on investment is a popular indicator that rather than within the corporate 

ratings used for assessing individual investment projects. The company calculates it for potential 

investors and actual shareholders who want to find out what is the return on investment. It is 
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calculated by dividing the profit or loss for the current period and investment amount. 

(KOMORNĉK et al., 2015, p. 35) 

 
The decision to invest in a new project often means more business opportunities for the company 

and its management. Each project or Start-up, which expands business opportunities for the 

enterprise means certain options with a positi ve value, also called managerial option. If the project 

has a positive value managerial option, its value for the owners and management is higher. The net 

present value calculated from the discounted revenue and expenditure of the project is higher too. 

(ĠLAHOR, L., BARTEKOVĆ, M. 2016, p. 1350). 

 
2. METHODOLOGY AND DATA 
In the practical part of the publication we wil l focus on the analysis of business accelerators and 

investment criteria they use during decision-making about new Start-up projects. We use the 

method of comparison when comparing acceleration programs, investment decision criteria and 

the business models of three selected accelerators. Objects of research are: world-famous business 

accelerator Y Combinator, TechStars and Slovak accelerator Flemio. The research wil l be based 

on case studie of accelerator Flemio, operating in the Slovak Start-up ecosystem. The author 

conducted accelerator in its scientific research and also has, in view of her job position, a direct 

impact on strategic decisions accelerator and thus access to the necessary information. Also we 

wil l use data collected from other accelerators surveyed through a questionnaire survey and 

secondary analysis of statistical data provided by the University of Berkeley. The output will be a 

li st of relevant investment criteria applicable for accelerators in Slovak and global conditions that 

wish to accurately assess their investment. 

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

founded in 2005. It is located in Sill icon Valey, California. It became a model for accelerators in 

the America, Europe and worldwide. Y Combinator invests twice a year a smaller sum of money 

to a large number of Start-ups. In the last cycle he has invested over 120 thousands of dollars into 

107 projects. Acceleration program ends with a Start-up presentation to investors at Demo Day. In 

2011, investors Yuri Milner and Ron Conway offered investment of 150 000 dollars for each Start- 

up, which has undergone the program of Y Combinator. A mentioned remarkable validation of the 

business model helped founder Paul Graham to create an Y Combinator brand. The company has 

changed into the world's best known accelerator. (Y Combinator, 2016) 

 
An original feature is undoubtedly the way of investing in batches, respectively series. In one year 

Accelerator invests in two series, each with a separate cycle. Accelerator supports a large number 

of Start-ups in one cycle. The method of funding helps to develop synergies between Start-ups that 

are in various stages of the li fe cycle and they can assist each other. 

 
Since the founding Y Combinator in 2005 the institution has supported more than 1,173 projects. 

Accelerator earns about 2 million per year only from successful exits. 

 
The main objective of acceleration program is to successfully pass the initial stage of Start -up li fe 

cycle and to help Start-up to build something that is sufficiently exceptional, so that the project will 

receive funding for the achievement of other milestones. In addition to the main goal of the 

accelerator it focuses on the process of negotiation with investors and the acquirers. Much emphasis 
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is placed on guidance in communication or initial presentation to investors including the 

negotiation about shares and taking decisions on acquisitions. 

 
Y Combinator accelerator program offers members the financial resources. They need to cover 

their expenses during the running of the program. The investment is historicall y at an average of 

20,000 dollars. The initial stage of the project li fe cycle has several phases according to the type of 

project. Ycombinator provides venture capital for the very first milestone. Start -ups are later 

introduced to investors who can finance other phases. 

 
Accelerator TechStars now operates in four cities in the United States. It inspires and supports a 

network of associates in different countries. Currently it produces the entire ecosystem to help 

entrepreneurs build their businesses. David Cohen and Dale Felt created the accelerator TechStars 

in Boulder, Colorado, with hope to transform and strengthen Start-up ecosystem in the region in 

2007. Today accelerator TechStars supports along 762 Start-up projects, of which 90% were 

successful. (TECHSTARS, 2016) 

 
The targets of Techstar can be summarised as the investment assessment and the ecosystem 

improvement. TechStars is currently known for its numerous exits, and as the only accelerator ever 

prove the multiple exits. Techtars Start-ups received investment in 75% of cases. Then they could 

continue in li fe cycle after the succesful completion of acceleration TechStars and a presentation 

to investors. 

 
TechStars was originally founded to improve Start-up ecosystem in the US, but founders are trying 

to improve an ecosystem worldwide via the huge network buil t from accelerators, investors and 

mentors, called Startup network. 

 
TechStars provides investment into Start-ups in its program. Accelerator has funded more than 800 

projects. The connection with future capital is a crutial benefit for the members of the accelerator 

program. Investors can provide capital for next stages of Start-up li fe cycle. 

 
Flemio is currently the youngest accelerator in Slovakia. It was established in 2014, but the first 

beginnings of the idea have already occured in 2013. The Flemio concept has evolved from the 

decisions of business angels and Start-up enthusiasts to help talented people and transform their 

ideas into real business. Flemio currently has ten internal employees and five Start-ups. It's a small 

accelerator working according to the scheme of American accelerator. Acceleration program lasts 

one year and the aim is to create a Start-up from surviving firms prepared to obtain finance from 

venture capital investors with a return on your investment within two years. 

 
Flemio is very uncommon, because only this accelerator focuses on ideas and Start-ups at the very 

beginning of the initial stage. It is original not only in the Slovak Republic, but also within 

neighboring countries. It is innovative in the personal mentoring access and in the support of Start- 

ups. Flemio supports projects through creating a prototype and negotiating with investors. 

(ROSTAROVA, 2015, p. 239) 

 
Flemio is focused on the information technologies sector, such as previous accelerators. The focus 

is logically chosen by the experience of the founders. Accelerator was closer dedicated and invested 

in various projects. Today, the accelerator is trying to more specialize in software products in 
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comparison with hardware Start-ups. A minimum viable product is easier to define and to create. 

The accelerator is a private company and its objective is to generate profit. The goal is not a priority 

because the main objective is to build functional and independent companies. 

 
Slovak Start-ups ecosystem is specific and very immature in comparison to the US but also to the 

countries of Western Europe. Flemio whole team wants to work on improving the ecosystem in 

Slovak region, as well as on engaging in scientific activities in the field of Start-ups. Flemio tries 

to implement projects that wil l enrich the ecosystem. 

 
The owners of the accelerator provide cofinancing to Start-ups. The accelerator provides 

investment mainly through human resources that work on the project. Investment amount is 

variable and ranges between 20,000 and 100,000 euros. The accelerator is involved in covering the 

travel and entertainment expenses, but does not pay wages to founder of Start-ups. Flemio is a 

small accelerator that provides incubation of a maximum of five projects per year. The initial 

acceleration program lasted one year, but for now passes accelerator for a new business model and 

the acceleration program lasts six months. 

 
3.1. Investment cri ter ia of research sample 
In the theoretical 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 

payback period. 

 
Management option is used by the management of all surveyed accelerators and reflected always 

in the focus of the accelerator program. TechStars and Y Combinator emphasize the synergies 

between the selected projects to each other. Both accelerators under its brand form a ne twork of 

companies that are able to work together to test their products to make your subcontractors and so 

on. The net present value of Start-up projects is very diff icult to identify in advance. Accelerators 

are not using it as an investment criterion, as well as in their successful projects it is very different. 

Similarly profitabilit y index is not a predictable indicator of Start-ups. 

 
Internal rate of return, according to the statistics of accelerators averaged 13.3 percent. The 

questionnaire survey reveals that this example in the case of Y Combinator's internal rate of return 

of investment in recent years from 23 to 25 percent. 

 
Table 1: Financial results of accelerators (authorsË work accoring to own research and 

www.seeddatabase.com) 
 

Financial relult Value  

Average investment  $20,000 

Average share in projects  6% 

Average number of projects/ year  20 

Investment/ year  $400,000 

Revenue of investment/ year  $1,400,000 

Payback time  3,5 years 

Internal Rate of Return  13,35% 
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Payback period is estimated at five years, when Start-ups pass through all stages of their life cycle. 

Both studied accelerators - Y Combinator and Techstars- however, indicate an average payback 

time of 3.5 years. Table 1 is prepared on the basis of research performance accelerators at the 

University of California, Berkeley. It captures the average results of test elements 186 accelerators 

in different countries. 

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

defined a business accelerator as an institution that provides the same benefits to Start -up project 

in financial and non-financial forms, such as investment, working space, mentoring, education, 

etc., in exchange for equity stakes in Start-ups. We analyzed the acceleration programs of three 

accelerators and Y Combinator, TechStars and Flemio. They are different institutions, but it is 

possible to find many links between their programs. For accelerator Flemio can be based in 

comparison to world leaders Y Combinator and TechStars advised to focus more on building its 

brand. It wil l bring its portfolio of projects many important contacts and the possibil ity of obtaining 

additional investment. It is harder to tap into investment companies and build your brand 

internationally for Slovak accelerator, but Flemio has a right direction. We focused on investment 

criteria of  Start-up accelerators. The theoretical part of the article summarized that for projects 

account their profitabil ity, risk and liquidity. We have defined risk capital, which is associated just 

with Start-up projects and investments of accelerators. Just venture capital is characterized by a 

higher risk and a higher expected return compared with other forms of capital. It is quite 

challenging to find out all the investment criteria of accelerators, but we were able to identify the 

most frequently used. Target value internal rate of return is 13, 35 percent according to the different 

samples of examined accelerators. Annual investment in the project would return 3.5 times. The 

optimum share of Start-ups is 6 percent, with an aliquot amount of investment is 20 thousand 

dollars. It is necessary to note that the results are the average and individual results vary 

considerably within accelerators. Table investment cri teria and the case studies of TechStars and 

Y Combinator provide clear guidance for Flemio and future worldwide successful accelerators. 
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ABSTRACT 

Airline operational problems associated with flight scheduling, aircraft scheduling and crew 

scheduling are usually solved in two phases: crew pairing and crew rostering and management of 

irregular operations. Each problem has its own complexities. This study examines the crew pairing 

problem, one of the most comprehensible problems encountered in airline planning. The study aims 

to generate a set of crew pairings with minimal cost, covering all fli ght legs and fulfi lli ng legal 

criteria. Drawing from the previous studies which seek to solve the crew pairing problem through 

genetic algorithm, the present study proposes a hybrid genetic algorithm approach. To test the 

algorithm, optimal crew pairings have been generated by making use of the flight data obtained 

from an airline company operating in Turkey. 

Keywords: Airline crew pairing, Set covering, Genetic algorithm, Heuristics 
 

 
1. INTRODUCTION 

The airline industry widely utili zes operations research techniques since the 1950s (Barnhart and 

Talluri 1997). Operations research models have had an enormous influence on operations and 

planning within the airlines industry. The fundamental airline problems can be classified as 

operational and planning problems. The airline crew scheduling problem is one of the most 

important planning problems by all airline companies because the total crew cost, including 

salaries, benefits and expenses is the second largest cost, after the fuel cost, for airlines. (Bazargan, 

2004). Unlike the fuel cost, a large portion of flight-crew expenses can be controlled (Anbil , 1992; 

Pavlopoulou et al., 1996; Desaulniers et al., 1997; Klabjan et al. 2001; Barnhart and Cohn 2004; 

Kohl and Karisch 2004; Deng and Lin 2011). Also airline crew scheduling problem is an NP hard 

which means it cannot be exactly solved in a reasonable computation time (Klabjan et al., 2001; 

Ekenback, 2002; Barnhart et al., 2003; Souai and Teghem, 2009; Deng and Lin 2011; Zeren and 

Ozkol 2012; Azadeh et al., 2013; Aydemir-Karadag et al., 2013; Deveci and Demirel 2015). 

 
The airline crew scheduling (ACS) is generally divided into crew pairing problem and crew 

rostering (or crew assignment) problem. In this paper, we focus on the first stage of the crew pairing 

problem. The aim of the airline crew pairing problem (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 generation and optimization. The model has been formulated as set covering 

problem. In this study, we have applied an evoluationary algorithm, including genetic algorithm 

(GA) and a hybrid genetic algorithm (HGA) with integrated local search for solving the crew 

pairing problem. 

mailto:muhammetdeveci@gmail.com
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2. RELATED WORKS 

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

the crew scheduling problem. In these studies generally SP (set partiti oning) or SC (set covering) 

are considered for solving the crew pairing optimization problem. Beasley and Chu(1996) proposed 

a genetic algorithm-based heuristic for non-unicost set covering problems. Levine (1996) presented 

a hybrid genetic algorithm which consist of a steady-state genetic algorithm and a local search 

heuristics. Ozdemir and Mohan (2001) studied a genetic algorithm applied to a flight graph 

presentatiton that represents several problem-specific constraints. Kerati et al. (2002) demonstrated 

how to solve the global airline crew scheduling problem by a genetic algorithm method. Kornilakis 

and Stamatopoulos (2002) used a two phase procedure for crew pairing problems. Chang (2002) 

utili zed a genetic algortihm for aircrew-scheduling model.  Souai and Teghem (2009) presented a 

methodology is based on a hybrid genetic algorithm. Azadeh et al. (2013) proposed a particle 

swarm optimization (PSO) algorithm synchronized with a local search heuristic for solving the 

crew scheduling problem. Moreover, two other hybrid algorithms based on GA and ant colony 

optimization (ACO) algorithms have been developed to solve this problem. Zeren and Ozkol 

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

overview of previous work on relevant genetic algorithm studies is provided in Table 1. 

 
Table 1: An overview of some previous studies using genetic algorithm in airline crew scheduling 

problem. 
 

 

 
Author  (Year ) 

Crew 

Pair ing 
Crew 

Rostering 
Problem 

Type 

 
Application 

 
Flight Data 

Data 

Acce 

ss 

Airl ine/ 

Country 
Formulat 

ion 

Beasley and Chu (1996) x - - Random 
generated - Priva 

te - SC 

Levine (1996) x - - Real - Priva 
te - SP 

Ozdemir and Mohan (2001) x - Daily Real - Priva 
te - - 

Kerati et al. (2002) - x - - - Priva 
te - - 

Kornilakis and 
Stamatopoulos (2002) x - Monthly Real 2100 Priva 

te 
Olympic 
Ai rways SC 

Chang (2002) x x Weekly Real about 700 Priva 
te Taiwan - 

Souai and Teghem (2009) x x Daily Real up to 631 Priva 
te - SP 

Zeren and Ozkol (2012) x - Monthly Real 714 Priva 
te 

Turkish 
Ai rlines SC 

Azadeh et al. (2013) x - Daily Random 
generated 

25, 50, 100 and 
150 

Priva 
te - - 

 

 

3. AIR LINE CREW PAIRING PROBLEM  

Crew pairing problems seek to find the crew pairing with minimum cost which would meet the 

needs of each flight leg on the schedule. Flight schedule is used as an input at this stage. Then, 

duties and pairings are generated according to the rules laid down by airline companies, Directorate 

General of Civil Aviation (DGCA) and the Federal Aviation Administration (FAA).  Fig. 1 shows 

the duties and crew pairings generated in l ine with the flight legs used in the flight schedule. The 

following definitions are used in adressing the crew pairing problem (Bazargan, 2010): 

 
Duty: A working day of a crew may consist of a few flight legs. The period of a duty is determined 

by FAA regulations as well as by individual airline company rules or crew unions. For example, 
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one of these rules: airline pilot sor cabin crews cannot total fly more than 8 hours and total duty 

time 14 hours in a 24-hour period. 

Sit connection: A connection during duty is called a sit connection times. Generally, airlines 

consider minimum and maximum sit connection times, generally between 30 minutes and 3 hours 

(sometimes 4 hours). 

Rest:  A connection between two duty period is called to as rest, layover or overnight connection. 

 
Fig. 1 shows a pairing that begins and ends at the IST Airport, a local airlines crew base in 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- 

in and sign-out times. According to this figure, a crew pairing is a sequence 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, the airline has to pay for their per diems, taxi fee, hotel, food, 

and so on. The first duty period contains three flight legs while 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. The decision rules is provides a legal pairing. 
 

 
Crew pairing 

 
 

 
Total Flight Time Total Flight Time 

 
 
 

Brief Site time Site time 
 

Debrief 

 

Brief Site time Site time Debrief 

 

 
IST 

(Home base) 
ADA

 

06:00 07:00 

 

ADA IST 
 
08:15 09:15 

 

IST AMS 
 
11:05 14:25 

AMS IST 
 

12:20 16:50 

IST AYT 
 
18:00 19:20 

AYT IST 
 
20:15 22:35 

 

Duty Period 1 Duty Period 2 

 
Time Away from Base 

 

Figure 1: Example crew pairing with IST airport as crew base. 
 

Deadhead: Deadhead is a flight in which cabin crew fly from the airport where their last flight 

duty ends not as crew members but as passengers to the airport where they wil l perform their new 

flight duty. 
 

 
4. PROPOSED METHODOLOGIES 

The main purpose of the crew pairing problem is to minimize the total cost of assigning crews to 

flight legs. The proposed methodology 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 search algorithm is employed for pairing generation. This algorithm searches in the 

space of all possible subsets of all flight legs (Kornilakis and Stamatopoulos, 2002). In the second 

stage, minimum cost crew pairing that covered all the flights at the flight schedule is selected 
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among the legal crew pairings. The evoluationary algorithms are used in order to solve the CPP. 

The schematic diagram of the proposed methodology for crew pairing problem is shown in Fig. 2. 
 

 
Set of 

Flight 

 
 

 
(1)  Local,  tim e and 

tempor ary 

constr aints 

(2) N um ber of fli ght 

legs 

 
Input 

Depth-first search 

algorithm 
 

 
Generate al l legal 

duty periods 
 

 
Depth-first search 

algorithm 

 
 
 
 
 
 
 
Stage 1: Crew pairing 

generation 

 
Huge number of 

possibilities 

Generate al l legal 

pairings 

 
 

Initial ise population 
 

 
Repair and then local 

optimization heuristics 

 
Evaluation: Calculate the fitness of 

individuals 

 
 

Selection: Binary tournament selection 
 

 
 

Yes  No 
Pc 

 
 

Crossover: One point 

crossover  
Mutation: Bit fl ip random

 

 
Repair and then local 

optimization heuristics 
Stage 2: Optimization 

 
 

Evaluation: Calculate the fitness of children 

 
 

Replacement strategies: Steady-state 

replacement 

 
 

 
Term ination 

crite rion ?  
No

 

 

 
Yes 

 

Solution 
 

Figure 2: The stages of the proposed methodology. 
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Population initiali zation is the first phase of genetic algorithm. In this phase, a random population 

is created that contains N chromosome. Fitness value of a chromosome equals to the objective 

function of the problem (Demirel and Deveci, 2016). Fitness function adopted in this study is 

explained below. 
 
 
 
 

(1) 
 

 

Subject to; 
 

 
 
 
 
 
 

Following the selection of parent (ancestor) chromosomes that wil l generate new offspring, they 

are sent to genetic operators called parent selection, crossover and mutation operators. These 

operators play an important role in terms of the diversification of chromosomes. Binary tournament 

selection is adopted in this study as it delivers a better performance when compared to other types 

of selection operators. One point crossover is utili zed in this study. The mutation operator ensures 

that the algorithm is not stuck at a local optimum, chromosomes in the generation do not repeat 

themselves and diversity in the population is maintained. We are adopted in bit-flip mutation for 

this problem. An operator system in which a random gene is altered (bit-flip) is showed in this 

study. 
 

Child chromosomes generated after crossover and mutation processes are not guaranteed to be 

feasible. The method suggested by Beasley and Chu (1996) is applied to repair potential non- 

feasible chromosomes. Non-feasible chromosomes mean the state of non-coverage of all flights. A 

chromosome must be covered in each leg of flight. 

 

                                                            (2) 

 

A local optimization step is incorporated in order to render the solution algorithm more effective. 

This algorithm is a local optimization process which ensures that fitness of a chromosome is not 

impaired once it is made feasible even when it is omitted from the solution set of redundant crew 

pairings (Beasley and Chu, 1996). Last step of genetic algorithms is population replacement. In 

this approach, two children are generated in each iteration. Then, this child chromosome replaces 

the worst individual in the population. 
 

5. EXPERIMENTAL RESULTS 

In order to examine the performance of the proposed one genetic algorithm and a hybrid genetic 

algorithm, we have used the crew pairing problem which contains four different instances. Parent 

selection is performed using binary tournament selection with a tour size of 2. The population size 

is set 30. The crossover probability is set 0.8. The each generation of an EA, only two children are 
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generated. It replaces the worst individual of the parent population. The results that were obtained 

from every two algorithm is given at below Table 2. This table shows the average and best fitness 

values obtained by each method over 30 runs of four instances, with the best of the two methods 

average fitness given in bold and best fitness given in underline. 

 
Table 2: Performance comparison of genetic algorithm and hybrid genetic algorithm based on 

average fitness and best fitness obtained from 30 trails for each instance. 
 

Ins, 
Flight  

Pairings 
Standart Genetic Algorithm  Hybrid Genetic Algorithm 

Legs Average Best Average Best 

1 149 4307 44982.5 42783 43778.4 41895 
 

2 208 6711 62024.2 59948 60210.5 56360 
 

3 371 9194 117475.8 112370 114567.2 104985 
 

4 506 11116 167366.4 160312 164243.3 159145 

 

When this graphic is examined, it is understood that best algorithm is hybrid genetic algorithm 

among these two algorithms. 
 

 
6. CONCLUSION 

In this study, some studies at the literature were examined with the aim of solving the problem of 

crew pairing and a hybrid algorithm was developed for a robust and effective study of the 

recommended algorithm. We present an approach for the objective minimum cost in airline crew 

pairing problem. This problem was solved in two stages. At the first stage of the problem, legal 

crew pairings were formed in accordance with legal restrictions of DGCA (Directorate General of 

Civil Aviation in Turkey) and special restrictions determined by the airline company. At the second 

stage, lowest cost crew pairing that covered all the flights at the flight schedule was selected among 

the legal crew pairings. This selection was done with different evaluationary algorithm. This study 

compares the performance of two evaluationary algorithms, including Genetic Algorithm (GA) and 

Hybid Genetic Algorithm (HGA) for solving the crew pairing problem. It was proved that it was 

the best 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 

has been recognized and developed in many natural, social and humanistic sciences during the 

20th century, with a special contribution from John von Neumann and John Nash. This paper deals 

with game theory application in the relationship between educational system and labour market, 

which are not sufficiently coordinated in Croatia, though the problem is recognised by relevant 

Croatian institutions. Croatian Government, Ministry of Science, Education and Sport, and 

Ministry of Labour and Social System outline several goals in their most important documents. 

One of them is the need for harmonisation between educational system and labour market as an 

important condition of an effective educational system, more productive labour market, and for 

launching of a number of positive trends in economy. This paper aims at presenting available 

strategies and finding optimal ones by using game theory. The analysis is based on assumed values 

which means that solutions are not specific. It demonstrates the perspective and meaning of game 

theory as a method of making optimal strategic decisions for both dominant partners of the 

Croatian Government. 

Keywords: game theory, educational system, labour market, strategy 

 
1. INTRODUCTION 
Game theory presents a set of interactions which create analytic base for making decisions, often 

in risky and indeterminate conditions. 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 optimal solution that will bring the biggest benefit or the smallest damage 

to players and community. Formal establishment of game theory is the publication of the book 

"Game theory and economic behavior", written by John von Neumann and Oskar Morgenstern in 

1944. The problem presented in this paper refers to harmonisation of the educational system and 

labour market needs, while the subject of research is game theory and its application in the process 

of harmonisation of the educational system and labour market in the Republic of Croatia. The goal 
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of this paper is to find the optimal strategy to enable higher employment rate, especially for young 

people, and greater competitiveness and eff iciency of the entire Croatian economy. The hypothesis 

assumes that bringing the optimal strategies in process of harmonisation of the educational system 

and labour market, and making proper allocation of funds can improve development of Croatian 

economy because of oriented knowledge, motivation, and preparedness of employees, especiall y 

the young ones, to work. 
 

2. BASIC FEATURES OF GAME THEORY 
Game theory is a scientific discipline which describes different confli ct situations and finds 

appropriate models for their solution. The number of participants is at least two, and the beginning 

of the game is a moment when one or more players choose one of the available strategies. Strategy 

is a set of instructions with guidelines what to do in every possible situation during the game. It 

depends on the expected result of the interaction. The move presents the best alternative between 

possible alternatives of each player. 

(http://userwww.sfsu.edu/langlois/ShortGameTheoryCourse.pdf). Set of a larger number of moves 

makes the initial stage of the game. After the first move in the game, the result is a specific situation, 

which determines who is going to make the next choice, and what are the alternatives. The structure 

of the game is determined by four elements: the identity of the players, the rules, the result, and 

payoff. The whole game is based on two assumptions: rationality and general knowledge (Sharma, 

2015, referenced by Jadreġkiĺ, Ceroviĺ, Crnkoviĺ Stumpf, 2015, p. 3). 
 

2.1 The most impor tant concepts and types of game theory  
The  components of  game  theory are  players,  strategies,  moves and  the  presumption  of  the 

rationalit y of each player. There are several concepts and types of games, very important in game 

theory: 

Nash's equili bri um ï the basic premise is that any change or selection of a new strategy influences 

the choice of another player or players. Players in Nash's equili brium make the best possible 

decision, taking into account the decisions made by other players. 

Prisoner's dilemma ï 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 

accused for the same crime (Keļek, 2013, p. 80). 

Dominant and dominated strategy ï if some strategy 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 obviously bad for the player, despite of the potential moves by other players. 

Pareto's optimal result ï a game solution where the result of one player is better only if the result 

of another player is worse. 

Game of coordination or  assurance ï model of the game similar to prisoner's dilemma, but the 

winning strategy is cooperation. 

Except the li sted ones, there are more concepts and models of game theory, li ke tragedy of 

commons, the battle of sexes, games based on the number of participants, interests, on the amount 

of available information, payoffs etc. 
 

2.2 A shor t review of the development of game theory 
The first traces of game theory date back to the 3rd century BC, when Chinese philosopher Sun 

Tzu published the book called "The art of war". In the 19th century economists Cournot and 

Bertrand developed duopoly games as forerunners of noncooperative strategic games (Draġkoviĺ, 

2005, p. 170). However, the formal establishment of game theory is the publication of book "Game 

theory and economic behavior" written by John von Neumann and Oskar Morgenstern in 1944. 

http://userwww.sfsu.edu/langlois/ShortGameTheoryCourse.pdf)
http://userwww.sfsu.edu/langlois/ShortGameTheoryCourse.pdf)
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The authors analysed matrix game with two players and the sum zero, which means that the profit 

of one player must be equal to the loss of the other player. The Second World War influenced the 

development of game theory because military strategies were trying to be modeled by it. Shortly 

after the Second World War, John Nash appeared and popularized game theory with his 

discoveries. Considering the fact that during the period from 1994 to 2012 even ten economists and 

scientists won the Nobel prize for economy for their research in game theory, we can conclude that 

game theory has become one of the most successful branches of economy. 

Other important researchers in game theory are Lloyd Shapley, Martin Shubik, R. J. Aumann, 

Thomas Schelling, Robert Axelrod and Ariel Rubinstein. 
 
 

3. APPLICA TION 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 labour market, as well 

as the influence of Government on their harmonisation. In Croatia, the relationship between these 

two departments is not harmonised. First the game is played by two players, but after the first 

analyses, the Government wil l enter the game as the third player. All information will be complete. 

The sum wil l not be zero, and the game wil l be presented as matrix. The model of game theory that 

is going to be used is the game of coordination. 
 

3.1 The analyses of educational system and labour  market in Croatia 
The problem presented in the game is reallocation of resources for the goal realization. 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 

educational system. Assumptions are as follows: for both Ministries the Croatian Government 

made specific, equal budgets for the realisation of the goal, in accordance with responsibili ties of 

both Ministries. The goal of MLSS is the regulation of the labour market and meeting its needs, 

while the goal of MSES is forming educational programs and providing enrollment quotas for high 

schools and faculties. Because of limited resources, neither of the two ministries has sufficient 

amount for meeting their needs. Both ministries have two options ï mutual cooperation or 

noncooperation. 

The first Nash's equili brium and the optimal strategy is mutual cooperation. In that case each 

Ministry wil l allocate, in agreement, a part if its budget for harmonisation of the educational system 

and labour market, which will result in a high-quality and effective educational system with highly 

qualified work force, who will be able to find job immediately after finishing the wanted level of 

education. Except directly by harmonisation of high school and study programs, as well as 

enrollment quotas, common goals are realized by grants, supports for businesses, and by improving 

the system of professional practice. 
 

 
 
 
 
 
 

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

MSES (B) 
 

 
MLSS (A) 

Cooperation 
(part of budget) 

Noncooperation 
(A manipulates with 

resources for the goal 

realization) 

Cooperation 
(part of budget) 

Harmonisation of the 

goals of both M inistr ies 
A wins 
B loses 

Noncooperation 
(B manipulates with 

resources for the 

goal realization) 

A loses 

B wins 
Unequal reallocation of 

resources; partially or no 

goal realization 

Source: Authors' interpretation 
 

All these changes make faster improvements on the labour market. Also, because of mutual 

cooperation between MLSS and MSES, and sufficient funding, there is no need for funds that are 

planned for some other measures in each ministry. 

The second possible Nash's equili brium can, but also doesn't have to be, mutual noncooperation. 

Both ministries can decide not to cooperate because of dif ferent reasons: reallocation of funds for 

some other purposes, strong self-interests, politi cal interests of individuals, insufficient awareness 

about benefits of cooperation, incompatibilit y of common programs, lack of communication etc. 

The results might be: MSES would invest funds to reform the educational system, and also would 

partly harmonise the educational system with labour market needs by its own research, analyses 

and assessments. On the other hand, MLSS would invest funds to support employers, f irst of all 

small and medium enterprises, who make up more than 80% of all employers in Croatia, so they 

could employ people and implement active employment measures. Both departures would partly 

encourage economic activity, which could have positi ve effect on the entire economy, especially 

on GDP growth. 

On the other hand, the worst result of noncooperation would be complete dereliction of the goal 

realization. That means that both ministries would think that they don't need to harmonise 

educational system and labour market. Consequently, the economic activity wouldn't be 

encouraged, and the unemployment rate wouldn't be lower. The strategy which is the best for one 

player and the worst for another player in the one in which one ministry would li ke to coo perate, 

and the other ministry wouldn't li ke to cooperate. The ministry which wouldn't li ke to cooperate 

actually wants that the other ministry has greater responsibility for goal realization and sets aside 

bigger part of it's budget for the goal 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 action). Focal points for both ministries would be formed at the end of 

mandate, before new elections. For the 'winner' ministry the focal 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 focal point is noncooperation too, because it reallocated 

bigger part of its budget for the goal realization, but the goal isn't reached 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 'loser' ministry could conclude that noncooperation would payoff 

more, and will reallocate the budget for some other purposes. 

The worst result of this strategy would be if one ministry wouldn't li ke to cooperate, but the other 

ministry wouldn't take responsibil ity for the goal realization, which means that 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 don't want to cooperate, the difference is that now one mi nistry wants to 

cooperate, but doesn't want to sacrifice bigger part of budget for the goal realisation because of 

noncooperation of another ministry. This situation will probably cause a serious conflict in the 

Government, which may result in economic decline, economic and social crisis in the country, loss 

of the voters' trust, and potentially in the decline of Government and in early elections. In this 

serious situation, focal point for both ministries is cooperation, because potential problems will 

show that the realization of the goal is possible only by cooperation. Besides goal realisation, 

cooperation wil l cause stabile government and greater credibilit y with voters. 
 

3.2 Involvement 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 effective, and the reason is that each player wil l be punished or 

awarded by the leader. In game theory that means that after the first game, tit for tat strategy wil l 

follow, and the consequences of that strategy wil l depend of the players' behaviour. 
 

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

MSES (B) 

MLSS (A) 
Noncooperation 
(punishment) 

Cooperation (prize) 

Noncooperation 

(punishment) 
A = -10 

B = -10 
A = -10 

B = 20 

Cooperation (prize) A = 20 
B = -10 

A = 10 
B = 10 

Source: Authors' interpretation 
 

 
Nash's equili brium is in point (10,10), which presents cooperation. That is also the dominate 

strategy. Both satellites wil l get the winning points by cooperation, and both will achieve the 

desired level of action that wil l bring them both the greatest benefit, so-called win-win situation. 

This level of activity must be followed by synergistic activity and, as clearly mutual benefits are, 

the common perspective wil l be better for both satelli tes and the goal realization will be easier. 

The optimal strategy is strong and successful cooperation of all players in the game because that is 

the  only way for  the  complete  realization  of  the  goal  with  high  return  on  investment  and 

Government support. That wil l provide an incentive to the overall economy and increase the 

prosperity of all citizens of the Republic of Croatia. 

 
4. CONCLUSION 
Game theory studies interactions between rational players who create strategies that bring the 

biggest benefit in specific conditions to all players in the game. Firstly, game theory is explained 

in general, then its main components are explained, and finally, the application of game theory 

models in a cooperative game is presented through an example of the analysis of the educational 

system and labour market in the Republic of Croatia. Cooperative type of game presupposes 

cooperation between every player included in the game. In the first analysis the players are MSES 

as a representative of the educational system, and MLSS as a representative of the labour market. 

In the second analysis Croatian Government enters the game as a third player and a leader in the 

game with two satelli tes. In both analysis the optimal strategy is mutual coordination of all players. 
 

This analysis is carried out to show the importance of game theory and a wide range of its 

possibilit ies. The goal of this paper is not directed at making any decisions related to educational 
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system and labour market, but rather to emphasize the possibility of making decisions by using 

game theory. All information in the analysis are based on assumptions about rationality in game 

theory and are not  empiricall y proven. 
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ABSTRACT 

In Croatia tourism can be considered as major generator of economic activities and as well as an 

employment base for many unemployed proffesionals. The promotion of tourism in Croatia has 

been described in many proffesional and scientific papers, discussed in many conferences and 

publi c television. This paper describes online promotion of small hotels of Adriatic region in 

Croatia. In order to attract and increase number of visitors, smmal hotels need to improve its 

online position on the tourist market, while online advertising has been gaining import ance 

because of constant growing number of Internet users and technical progress of online technology. 

The aim of this papre is to analyise and describe the posibilities of online promotion of small hotels 

at the Adriatic region in Croatia. 

Keywords: small hotels, tourism, online promotion, Croatia 

 
1. INTRODUCTION 
NUTS II  region classification has been set up according to criteria by EUROSTAT for the area of 

the entire EU and ac-cession countries, it is necessary for eff icient tracking of use of funding from 

EU Structural funds. Even tough it is only a statistical divi -sion, that is with out elements of 

management character or a division of non-administrative type, the recent division of the Republic 

of Croatia on to two statistical region ï Continental and Adriatic Croatia, has stirred up the wider 

publi c on the area of Slavonia and Baranya, that is on the part of current Central and Eastern 

(Pannonia) Croatia. The main reason for this division is the possibility of withdrawal of funds with 

a smaller co financing rate, bigger choice of development priorities and the most generous grants 

of Objective 1.Convergence for the entire area of the Republic of Croatia until the year 2027, as 

claimed by sources from the relevant ministry of re-gional development and EU funds (Boġnjak & 

Toluġiĺ, 2012, p. 79). In Adriatic region there are seven counties: County of Istra, Primorje ï Gorski 

kotar County, Lika ï Senj County, Zadar County, Ġibenik ï Knin County, Spli t ï Dalmatia County, 

and Dubrovnik ï Neretva County. This paper will be focused on giving advice how to improve 

online promotion in small hotels of this seven counties. 

 
2. THE IMPORTANCE OF ICT IN THE CROATIAN HOSPITALITY  

ICT plays a major role in tourism, travel, hospitality, and the hotel industry (Chevers, 2015, p. 24.). 

Some studies have highlighted the importance of ICT in the tourism and hospitality industry 

(Andrliĺ, 2007; Ġeriĺ, Gil Saura, 2012; Sigala, 2003; Pitoska, 2013). Adoption of ICT tehnology is 

a critical success factor in enhancing hotel performance if we look in terms of internal measures 

li ke productivity and revenue, and also as customer satisfaction if we take a look on external 

measures (Sirirak, Islam, & Khang, 2011). ICT is also viewed as a strategic resource/asset (Aziz, 

Bakhtiar, Syaquif, Kamaruddin, & Ahmad, 2012) and a core competence in the hospitality/hotel 

industry, because it has the potential of providing business value and enhancing competitiveness 
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(Bethapudi, 2013; Richard, 2013; Sirirak et al., 2011). Some researches consider ICT as a key 

factor in competiti veness, because it reduces transaction and operational costs (Bojnec & Kribel, 

2004; Buhalis & OôConnor, 2005; Buhalis & Kaldis, 2008). Implementing ICT in the hotel industry 

also decreased costs, greater productivity, increased revenues, improved service quality, and 

improved guest satisfaction (Aziz et al., 2012). ICTs are becoming a key determinant of 

organizational competitiveness and productivity, allowing the tourism industry to increase its 

market share and boost its capacity to launch new innovations (Aramendia-Muneta & Ollo L·pez, 

2016, p. 88). 
 

World Tourism Institution (2008: 1) defines that ñthe purpose of e-marketing is to exploit the 

Internet and other forms of electronic communication to communicate with target markets in the 

most cost-effective ways, and to enable joint working with partner organisations with which there 

is a common interestò. The following chart shows the importance of online promotion in tourism. 

It can be seen that the percentage of tourists from almost 27% in 2010 to 30% in the survey of 

2014, which are using internet as a source of information when traveling on holiday. 
 

Chart 1.  The source of information when tourists decide to come in Croatia 
 

 

Percentage (%) 
 

NOT NEED ANY INFORMATION 

TOURIST FAIR OR EXHIBITION 

RADIO, TV, FILM OR VIDEO 

ARTICLES IN NEWSPAPERS AND MAGAZINES 
 

RECOMMENDATIONS OF TRAVEL AGENCY OR CLUB 

 
 
4,8 
3,4 
 
 
 
4,7 

 
 
 
 
 
 
 
 
7,8 

12,1 
11,6 

 
BROCHURES, ADVERTISMENTS, POSTERS 

RECOMMENDATION OF RELATIVES OR FRIENDS 

INTERNET 
 

FORMER RESIDENCE 

9,8  

 
15,2 

 
19,3 

 
 
 
28,2 

27,4 

 

 
 
 
 
 
 
 
35,1 

 

0 5 10 15 20 25 30 35 40 
 

TOMAS, 2010. TOMAS, 2014. 
 
 

Source: Attitudes and Expenditures of Tourists in Croatia ï 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% from 2010 and 51.3% from 2014, shows exactly that the official website 

of the tourist boards extremely important in their use of information on the selection of destinations. 
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This is another indication that the Internet is an essential medium in communicating and attracting 

tourists to Croatia. 

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

 

Source of 

information 

Percentage (%) 

TOMAS, 2010. 

Percentage (%) 

TOMAS, 2014. 

Web site of tourist board (national, 

regional, local) 

42.0 36.7 

Web site of 
accomodation 

41.5 51.3 

ĂOnlineñ tourist agency 

(OTA) 

35.4 33.6 

Social media (Facebook, TripAdvisor, 
Instagram, Twiteré) 

30.1 38.6 

 

Source: Attitudes and Expenditures of Tourists in Croatia ï TOMAS 2010., & 2014., Institute for 

Touirsm, Zagreb, 2010., 2014. 

 
We can see that the Web pages of private accomodation and social media (Facebook, 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 HOTELS IN CROATIA 

 
3.1. Shor t overview of hospitali ty industry in Croatia 
The development of the hotel industry in Croatia began in the sixties of the twentieth century, when 

the systematic construction of hotels started. Regards to the organizational structure and the 

average size of hotel facilities, the present Croatian hotel industry is characterized by certain 

specifics (Razoviĺ, 2014, p. 643). According to accommodation facil ities statistics in Croatia, 

hotels make only about 13 % of the total number of tourist beds in Croatia. Therefore, we can see 

that Croatia is not a dominant destination focused on the hotel guests. The most numerous share of 

tourists who come in Craoatia stay in apartments, private accommodation 49 % and camps 22 %. 
 

 
 
 
 
 
 
 
 
 

Table following on the next page 
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Table 2. Accommodation facili ties in Croatia by type (on 31st August 2015.) 
 

Accommodation type Number of accomodation 

facilities in 2015. 
Percentage (%) 

Hotels and aparthotels 135.322 13.1 
Tourist resort 30.836 3.0 
Apartments 15.371 1.5 

Camps 227.568 22.1 
Private rooms 512.583 49.8 

Spas 2.510 0.2 
Resorts 2.749 0.3 
Hostels 11.692 1.1 

Other accomodations 88.550 8.6 
Uncategorized facilities 2.131 0.2 

TOTAL 1.029.312 100 

Source:  Ministry  of  tourism,  (http://www.mint.hr/UserDocsImages/TUB2015HR.pdf  ;access: 

15.11.2016. ) 

 
The hotel industry all over the world has been facing constant changes: from innovations in the 

offer structure and marketing to modifi  cations in the human resources management and the 

appli cations of new technologies and design. These trends have resulted in increasing forms of 

cooperation in the hospitality industry, particularly among small entrepreneurs. The role of 

strategic alliances in increasing competitiveness in todayôs globalised tourism system is best 

analysed on the very case of small tourism service suppliers. Small and family-run hotels (SFH) 

are a particularly important and vital part of the tourism offer in a great number of European 

countries and play a much more signifi  cant role than in Croatia. The numerous fl  aws and problems 

SFH encounter in doing business can be eliminated by the very processes of strategic alliances 

(Vlahov, 2014, p. 24). The hotel industry in Croatian tourism is not yet the dominant force because 

the accommodation offer is fragmented (large number of private accomodation), disorganized 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 hotel business in Croatia 

is performed through hotels that have 100 to 200 rooms (3 star hotels), that were buil t in the sixties 

and seventies of the twentieth century for mass, undifferentiated market (Razoviĺ, 2014, p. 644). 

 
3.2. The development of small hotel business in Croatia 
As a dominant contributor in many economies the hotel industry is employing thousands of people 

and generating huge revenue annually and is currently the fastest growing economic sector in the 

world (Bethapudi, 2013; Paryani, Masoudi, & Cudney, 2010). Croatian law defines hotel as the 

unit that is obliged to provide accommodation and breakfast, and can provide catering and other 

services (Pravilnik NN/63/13 ļl. 3. i 6.). According to (Galiļiĺ et al., 2005, p. 14) hotels can be 

classified according to different criteria, such as by the size of the capaci ty and number of 

employees, although there are no fixed definitions for ósmall hotelô in the tourism literature 

(Arunothaipipat, 2011, p. 90). Buhalis & Main (1998) have set the definition of Small and medium- 

sized hospitality organizations (SMHOs) are less than 50 rooms and employ fewer than ten people. 

Small and family hotels in Croatia are able to answer the needs of the modern tourist in the most 

appropriate way by developing a new tourism product based on authentic experience, top quality 

and warm welcome of the local residents and entrepreneurs in the autochthonous surrounding and 

its rich cultural heritage. In the long run stimulating mutual cooperation and other types of strategic 

alliances among these businesses contributes to their increased competitiveness and of Croatiaôs 
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tourism system as a whole (Vlahov, 2014, p. 25). Tourist demand recently has begun discovering 

the specific quali ties of accommodation and stay in family hotel. In relation to large hotel 

capacities, family hotels have evident advantages, among which are more immediate relationship 

with guests, family atmosphere, hospitality and willi ngness to please the host and satisfy the needs 

of their guests-tourists (Razoviĺ, 2014, p. 654). The next table presents the SWOT analysis of 

family hotels in Croatia. 

 
Table 3. SWOT analysis of family hotels in Croatia 

 
Strength: 
- Defined institutional framework 

- Tenderers associated through their own 

association 

- On-line booking system of members of 

the association 

- Larger number of specialized objects 

- The increasing offer quality 

- The attractiveness of microlocation 

- Attractiveness of destination's macro 

environment 

- Value for money 

- Individual access towards guest 

- Hospitali ty and 'warmth' 

Weaknesses: 
- High indebtedness 

- The lack of working capital 

- Development of small family hotel 

industry 

- insuff iciently accompanied by credit 

institutions 

- Low profitabilit y 

- Legislation overnorming 

- Specificity of activity not recognized by 

- institutions 

- Insuff icient recognizabil ity of brand 

- Large seasonality of business 

- The lack of trained personnel 

- Uneven offer quality 
Oportuniti es: 
- Long-term favorable trends of demand 

- A more pronounced segmentation of 

demand 

- Tourism development in rural area 

- Development of cycle tourism 

- Development of 'soft adventure' tourism 

- Growing interest in "culture of li fe and 

work" products 

- Offer thematisation 

- Growing demand for alternative 'li festyle' 

accommodation 

- Growing demand for'' green 

'accommodation 

- The availabili ty of EU funds / programs 

- Modern forms of promotion 

- 'Niche Marketing' 

- Direct Marketing 

- Establishment of clear spatially planning 

determinants of new construction 

- Private-private and public-private 

coopera 

Threats: 
- Unselective system of incentives towards 

small family hotel industry 

- Non-transparent business environment 

- The level of fiscal and parafiscal taxes 

- Corruption at the local level 

- Loss of interest in family business 

- The image of cheap summer 'sun and sea' 

tourist destination 

- Underdeveloped system of destination 

management 

- Management of Croatian tourism 

development in accordance to interests of 

large capital 

 

Source: Institut za turizam Zagreb, Nacionalni program razvoja malog obiteljskog hotelijerstva, 

2013, p. 7., referenced by Razoviĺ, 2014, p. 655. 
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Modern tourists are well informed and know what they want. Nowadays, they prefer flexible, 

special, different accommodation facil ities in which they feel li ke they are at home. In these small 

hotels tourists want to feel relaxed and establish a friendly and direct relationship with its host. 

Hotels must meet the needs of tourists is usually defined as a small family hotels, so in this paper 

as a small hotel category it wil l be used the data from the website of National Association of Small 

and Family Hotels in Croatia (NASFH). 

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

 

Region/Hotel category **  ***  ****  *****  Total 

Istra region 1 13 8 0 22 

Kvarner  region 0 5 12 2 19 

Zadar region 0 9 4 0 13 

Ġibenik region 0 4 6 0 10 

Spli t region 0 14 24 0 38 

Dubrovnik region 0 6 4 0 10 

Total 1 51 58 2 112 

Source: Croatian National Association of Small and Family Hotels, (http://www.omh.hr/, access: 

15.11.2016.). 
 

Trends in modern tourism demand and needs of tourists certainly require some changes in the 

structure of accommodation, particularly in the hotel industry. One of the possible changes is the 

increasing role and importance of the family hotel industry in the overall offer of accommodation 

in Croatia (Razoviĺ, 2014, P. 644). 

 
3.3. Online promotion in Croatian hospitali ty 
The impact of ICT (Information Communication Technology) hotel and hospitalit y industries has 

been widely recognized as one of the major changes in the last decade: new ways of communicating 

with guests, using ICT to improve services delivery to guest etc. (Nwakanma et al., 2014, p. 170). 

Online promotion enables tourism businesses to narrow down the target audience they want to offer 

their products and/or services to and whose age, sex, location, as well as some less commonly 

sought personal data such as hobbies or activities, they want to determine. Targeted marketing 

produces better results because it focuses on markets that businesses are interested in, and because 

of more effective 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, hobbies, and demographics of 

social network users (Biloġ et al, 2015, 45). Given the common characteristics, Internet 

significantly affects the activity of the primary selection value (Spremiĺ, 2004, 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. Praniĺ et al. (2014, p. 56) research shows that over 90% of Croatiaôs hotels 

have their own website suggests that their owners/managers recognize the importance of online 

presence. However, they claim that hoteliers in Croatia are not taking full advantage of the Internet 

as a marketing tool. 
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Pilepiĺ et al. (2015) claim that there are different ways for potential tourists to find the hotel where 

they want to spend their vacation. Figure 1 wil l show the channels that consumers use to find hotels 

on the Internet, and that (Strauss et al, 2006, p. 2) information technology is applied to the 

traditional marketing practice. Owing to rapid development of technology and distribution of 

content and information through e-marketing techniques and tools, all participants in tourism are 

able to achieve strong market penetration (Biloġ et al, 2015, p. 40). 

 
Figure 1. Key channels consumer use to find hotels on the Internet 

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

 
Source: Pilepiĺ et al., ĂOnline hotel's sales strategies with emphasis on web bookingñ; Journal of 

Technology Research (2327-5359) 6 (2015), January; 1-12. 

 
A general conclusion can be made that e-marketing is 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 

channels is part of the current Web 2.0 Internet technology such as e-mail, RSS, blog, forums, 

social networks and currently one of the fastest growing trends ï use of mobile applications. Tim 

O'Reilly defines the term Web 2.0 as the business revolution in the computer industry caused by 

the move to the Internet as platform, and an attempt to understand the rules for success on that new 

platform (OËReilly, 2006, referenced by Biloġ et al, 2015, p. 39-40). 

 
4. SUGGESTIONS FOR ONLINE PROMITION OF SMALL  HOTELS IN THE ADRIA TIC 

REGION IN CROATIA 

According to estimates by the Berlin ITB, now tourism and travel industry in the world consume 

only small amounts on marketing through social networks and the Internet in general, and this 

ranges from below 10 to the highest 25% of the total funds for promotion. There is a growing 

interest and the impact of tourism bloggers, as well as tourist applications for mobile devices (from 

which in the last two years was made the biggest move), among 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 phones. Passengers are increasingly a destination for 

holiday and business travel are selected by searching the web and social networks, and this 

combined with the discounts offered on portals, which brings more favorable terms / cost travel 

(http://www.bug.hr/mreza/tekst/ict-turizmu/95940.aspx   Access:   9.11.2016.).   The   increasing 
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presence of the Internet in daily li ves 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 hotel company to have its own website, promote its products through social 

networks and mobile applications, use e-mail as a channel of communication with its business 

partners and customers, and apply all available information-communication technology (ICT). It 

needs to provide all information for potential clients in one place at any time of day, from anywhere 

in the world. That can be possible by using innovative ways of communication and by adapting 

business operations to demanding requirements of the modern tourist market. This imposes the 

innovation of practices and the implementation of new technologies in business processes. 

Therefore, there is a need for awareness about the necessity of applying ICT in the hotel business 

(Lonļariĺ & Radetiĺ, 2015, p. 15). 

 
Chart 3. Potential model of implementing successful online promotion in small hotels 
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Source: Author research 

 
For better online promotion small hotel must choose strategy in order to have good quality of tourist 

service and product. Next step is implement ICT in its business process. After that market 

segmentation (define target group) hotel must select the combination of online promotion channels: 

Hotel brand website (NASFH), Travel website, Website of national tourism organizations, Tourist 

agency website, Small hotel website, SEO, E-mail, Social media, Mobile applications and Tourist 

blogs. The important thing to have on mind is to be a source of information for tourists (for every 

question they have) and not to forget to be always online to react, to see comments, positi ve and 

negative reactions. Also, it is important to create and put innovative content in order to attrac t 

tourist attention. 
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Small hotels and large hotels have different audiences. Their potential guests follow different 

behaviour patterns when it comes to searching for and booking accommodation. While the small 

hotel audience relies more strongly on offers and recommendations via platforms such as 

TripTdvisor, laterooms.com, lastminute.com, Groupon, Facebook, and blogs, the large hotel 

audience tends to be loyal to hotel brands, they are encouraged to visit the brandôs website where 

they are rewarded with points and savings. Small hotels should understand and embrace this 

difference, there is plenty of room for successful digital marketing campaigns no matter the size of 

the property, as long as itôs placed and marketed correctly. Small hotels donôt have th e same 

marketing budget large hotels do. Sometimes there is no marketing budget at all . Itôs 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 digital 

marketing, itôs more time consuming than paying a company to take care of everything but it can 

be done. If there is no budget, look for small hotels that have achieved what you would li ke to 

achieve and donôt be afraid to ask for advice. Other hoteliers can become your friend and mentors, 

you can help each other too because two properties are never the same, each can be marketed 

differently. Maybe what you do best is their weakness 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 hotel industry, since it presents itself 

as a tool that contributes to better management of hotel operations also help in defining appropriate 

strategies for their development, with the main objective, the increase in financial results. Thus, 

the thought of marketing and promotion strategy should be developed in a planned, staffed and 

structured to provide the enabling hospitality company to move the market in better condition that 

can ensure greater market share, making it possible to take the product or service to customers and 

potential customers. Marketing and promotion should define a set of actions for internal and 

external communication that can be put into practice 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 small hotels want effective promotion they are obligate to be innovative in modern 

communication 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 others industries who see the inevitability of new technology 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 tourism market. 
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ABSTRACT 

This study wil l deal with the most distinctive moments in the history of environmentali sm, the 

characteristics of this phenomenon, the stages of its development and also its dimensions, 

consequences in environmental situation, etc. The history of Albanian environmentali sm starts 

during the 50-year period of communism, focusing mostly on the attitude of state and the attitude 

of community towards environmental issues during this period. Moreover, the relation of 

environmentali sm as a process with the polit ical system is seen in the conceptual context. There 

are a great number of environmental problems inherited by the communist regime such as: 

pollution from hard industrial activities, complete lack of urban wastes recycling, overuse of 

natural resources in use of intensive farming, soil erosion, etc. A particular attention wil l also be 

paid to the analysing of the factors and the conditions that bring low scale of the citizen's awareness 

on environment problems. In this context, we will be dealing with the legal framework regarding 

environmental issues and the protection of environment in the period of communism and post 

communism, concerning mostly the functioning of the environmental agencies, environmental 

groups, civil organizations and their activities, legal support that the Albanian government 

guarantees to the environmental movements etc. 

As a reaction to severe environmental consequences of centrali zed economic development before 

the 90's, but also during the transition period in Albania, poli tical attention to the environment and 

its protection has been substantial. 

Keywords: environment, management 

 
1. INTRODUCTION 
Albania is located in the South-eastern Europe, on the Southwest of the Balkan Peninsula, in an 

area of 28.748 square kilometres. It is bordered by Montenegro to the Northwest, with the Republic 

of Kosovo to the Northeast, and Greece and Macedonia in the Southeast and East. The Republic of 

Albania holds a favourable geographical position. It is situated on the coasts of the Adriatic and 

Ionian seas, part of the Mediterranean basin, positioning Albania as a bridge between the Apennine 

Peninsula and the Balkan Peninsula. In addition, Albania is one of the cross-points with the most 

important international road transport nodes, where the most important infrastructure corridors link 

with Europe, the Mediterranean to the Balkans up to Asia. The Republic of Albania has a general 

boundary line of about 1094 km, 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 hill y and mountainous 

terrain. The average altitude of the relief reaches up to 708 meters, or 2 times higher than the 

European average. Albanian Alps represent the highest forms of relief, while the highest peak is 
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the mountain of Korab in Northeast Albania (2751m). The population of the Republic of Albania 

is approximately 3.8 milli on people and the population density reaches up to 110 inhabitants / km2. 

The most important urban centres are the cities of Shkodra, Lezha, Durres, Elbasan, Fier, Vlora 

etc. Albania has considerable natural resources. It has plenty water resources such as rivers (about 

152), lakes (about 247), water resources and coastal lagoons (about 15,000 hectares) etc. Albania 

ranks first among European countries in terms of the amount of water per capita (over 13,000 m3 

per capita / year). The country's main rivers are Drini, Mati, Erzeni, Shkumbni,  Devolli , Osumi 

Vjosa. The lakes are known mainly for special values in tourism, recreation and they have a great 

importance in the production 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 activity in tourism and fishing are the coastal lagoons and 

wetland areas which are known for their particular ecological and economic values. The coastal 

area covers 25 percent of the territory, and the area of marine protected areas (MPAs) represents 

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

 

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, support the processing industry. Albania holds about 437 milli on 

tons of oil , 800 million tons reserves of coal, 57 million tons of chromite reserves, 13 billi on mį 

gas reserves, 69 milli on tons of copper reserves, 300 milli on tons of reserves of Ferro - nickel, 13 

million tons of bauxite, 108 milli on ton dolomite, phosphorene 54 million tons and 500 million 

tons of rock salt. (Department Policy and Mining Development, Ministry of Industry and Energy, 

Republic of Albania) 

 
Numerous forests, with major ecological value, are largely distributed on the Northeast and 

Southeast of the country. They occupy about 36% of the territory or 10300 km2. (Agency of 

Forest Administration, Ministry of Environment, Republic of Albania) 

Albania is rich in a variety of environments with natural, recreational values and wonderful 

landscapes as protected areas (about 798) which make up about 10% of the surface area or 299,798 

ha of the territory. They represent national parks, natural monuments, areas managed, protected 

water and ground landscapes etc. 

 
Cultural assets are also numerous. Albania ranks among countries with an ancient hist ory of 

civili zation. It is the residence of one of the most ancient peoples in the Balkans, Ill yrians. Among 

the most important assets with the perennial cultural history is Durresi, Butrint, Berat, Gji rokastra 

protected by UNESCO. 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

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

 
2. HISTORY OF ENVIR ONMENTALISM IN ALBANIA 
In this part we wil l focus on the most distinctive moments in 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-year period of communism, the attitude that the state and the community had towards 

environmental issues, and also the relations of environmentalism as a process with polit ical system, 

all seen through the conceptual context. 

In this context, we wil l focus on the legal frameworks regarding environmentalism and its 

protection  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 wil l also take into consideration the legal support that the Albanian state guarantees to 

the environmental movements etc. 

 
2.1. History of environmentalism in Albania 
In this part we wil l focus on the most distinctive moments in 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-year period of communism, the attitude that the state and the community had towards 

environmental issues, and also the relations of environmentalism as a process with polit ical system, 

all seen through the conceptual context. 

In this context, we wil l focus on the legal frameworks regarding environmentalism and its 

protection 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 wil l also take into consideration the legal support that the Albanian state guarantees to 

the environmental movements etc. 

During the communist regime, the environmental issues, as well as many other issues were treated 

as problems 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 natural balance. Consequently, it is clear that the people ôs 

awareness about the value of environmental initiatives for its protection were weak and 

insignificant. In these conditions we cannot speak of genuine environmental movement since 

protests of any kind were prohibited and punishable by law. 

The first environmental movement in Albania dates back to 1991, supported by the non-profit 

organizations for environmental issues, that originally laid the activity in the capital town, and then 

in other cities li ke Durres, Vlora, Shkodra and Korca. 

Environmentalism in this period took place as a general protest against the communist regime in 

general. It was asked for changes in the polit ical and economic conditions in the country where 

environmental issues were not considered with priority, but they had a peripheral place in 

governance. 

During the transition period, Albania inherited environmental problems of the communist regime, 

which came as a result of a lack of proper management of economic activities. In this context, it 

was noticed more pollution, mainly caused by heavy industries; it was also noticed a poor policy 

functioning in socio-economic development, limited interest and vulnerable responsibilit y of 

treating environmental problems, etc. There are a great number of environment problems inherited 

by the communist regime, li sted as follows: 

¶ pollution from hard industrial activities, hence the creation of the first environmental hot 
spots in abandoned industrial areas with high pollution through toxic substances; 

¶ contamination from the mili tary or mining industry. Although there is no precise official 

data there are notable specific areas of pollution. 

The economics and political changes after 1991 as well as the free initiative in the economy and 

population movement resulted in misuse of the territory as well as on the informal shares for the 

residential and economic functions. This situation was followed by a series of environmental 

problems such as: intensive deforestation and biodiversity loss; overuse of natural resources in use 

of intensive farming, soil erosion etc.; fragmentation and degradation of natural ecosystems; 

complete lack of the urban wastes recycling; pollution from urban waste and industrial emissions 
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that contaminate the soil . 

In response to these problems, in 1993 the government adopted the first National Action Plan for 

the Environment, where it set several short-term priorities related to the environment such as: 

monitoring of industrial and urban pollution; stopping the il legal logging 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 steps in terms of governance 

of these problems, initiall y through the structuring and functioning of the Environmental Protection 

Committee. This committee can be considered the ancestor of the legal bodies functioning in the 

central government level, the respective representatives in local government. Such structures have 

a decision-making role today for issues related to the protection and renewal of the environment, 

preventing pollution and minimizing the environmental degradation in the Ministry of 

Environment, Forestry and Water Management. 

Over time, regional structures were established for the protection of the environment and pollution 

management, which built extensive relationships to coordinate and cooperate with other actors and 

international and interregional factors mostly, neighbouring and European countries. The need to 

solve environmental problems is inherited from the past, but there are also those cre ated from 

informal 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 plans to solve 

environmental problems in all contexts. 

During the first decade of transition, the environmental movement took place in the form of critical 

attitudes regarding activities that impair the quality of  the environment, of individuals who 

descended from the political class, university, representations of foreign environmental institutions, 

publi c companies, journalism etc. conveying concepts and a new mentality about the environment. 

This process was also supported by the work of environmental organizations and groups from civil 

society, which appeared for the first time shortly after the poli tical and economic changes of 1991. 

At this time appeared the first groups of students to react on nature protection and the quality of 

urban and rural environment, as a form to ensure sustainable li festyle for future generations. 

Albanian environmental groups appeared for the first time after the overthrowing of the totali tarian 

regime when the conditions were favourable for civil society organizations. 

Such initiatives also found legal support, in the beginning and also later through secondary 

comprehensive and inclusive legislation for the environment, in which it was clearly defined the 

role and responsibili ties of main actors in the field of environment. The main actors were the public 

agencies, civil society with public interest and NGOs, the business and various investors, etc. 

During the first years of transition there were established the first environmental NGOs mainly in 

Tirana, such as The Association for the Preservation and Protection of the Natural Environment of 

Albania (PPNEA) with major interest in conservation and sustainable development, wildlife 

management, landscape conservation and in local sustainable development in general. 

In 1993, this association organized a campaign to protect the Botanical Garden from il legal 

constructions, raising awareness of the public community about environmental issues. 

All this panorama in integrating the role of various actors in 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 successful 

enterprise led to a clearer definition of the responsibil ities of each actor, equalization tools and 

practices to be followed in environmental assessments, etc. 

According to the Albanian Constitution of 1998, it was constituted the right "to be informed on the 

environmental situation and its protection" and "to participate in decision making processesò. 

The main issues currently receiving the most attention of all actors are: climate change and 
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biodiversity loss; 

Changes in interactions between natural and human systems have affected urbanization, and this 

was reflected in reports which respectively evaluate how ónature penetrates societyô and ósociety 

penetrates nature. 

At the end of the first decade of transition, the environmental movement extended to the whole 

country through nice NGOs activity, mainly in cities like Shkodra, Korca, Pogradec, Elbasan, Fier, 

Lezha and Kruje. In this period are counted about 52 NGOs in Albania. 

In this period most of the goals of the protests and environmental movements, failed to meet 

expectations, given that Albania was a developing country. This led to the idea of supporting 

initiatives of free construction and economic use of the territory, praising litt le environmental 

criteria in this context. However, organized public protests in 1999 against the stock, provided the 

construction issued by the National Council of Territory, in the Park of the city, reached the aimed 

goals regarding environmental issues. 

However, in this period, compared with the period that follows, the public support for the 

environmental movement was weak, although environmental problems were numerous and directly 

affecting public health and quality of li fe, such as soil and water pollution, il legal construction, 

destruction of public areas. 

Ministry of Environment was created in September of 2001, which determined the institutional 

responsibili ties related to environment, in order to build strategies to enforce policies and legal 

obligations towards environment, also in raising the environmental scale of awareness in Albania. 

In the second decade of transition, environmental movements took place and were led by 

Ekolevizja movement, EDEN Centre, REC etc. which were involved in public protests against the 

Italian project  ENEL for the construction of an industrial park in Porto Romano, in Durres. This 

protest reached its goals. The protest was against the impacts in environment th at the building of 

this park would have had. It was also reflected the ideas of use of the specific technologies for 

catching carbon emission from the plant. Throughout industrial developments in park, it was 

expected to be released 6 to 7 million tons annually. 

 
2.2. Legislation framework 
In the past 20 years of the post-communist period, the environmental legislation was one of the 

most dynamic elements of change. During the transition, the Legislation related to the 

environmental issues, was improved in terms of the specifications directly on specific issues, as 

well as in terms of completeness being integrated with other laws that have an impact on the 

environment and are a factor in the quality. 

This legislation is based on: 

¶ The Constitution of the Republic of Albania.  In other words, its structure is based on the 

inclusion of regulations, laws and general laws, the Council of Ministers' decisions, 

directives and guidance to ministries, etc. thus complying to the European standards. 

¶ Standards and principles of the EU, drafted under the assistance of foreign experts and 

specialists with the aim to be one step closer to the European Union. The work done for the 

Environmental Standards is part of the Dansk Obligations in the framework of the 

Stabili zation and Association Agreement. However, the legal framework is generally 

harmonized with the European Union legislation. 

¶ European and international conventions which Albania has ratified, to respond effectively 

to the needs of the contemporary politics of environmental protection, sustainable 

development and integration of Albania into the European Union. 
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Table1: Some of the laws drafted and approved during the first decade of the transition period 

(www.qbz.gov.al) 

 
Law no. Content Approval 
7662 Concerning the plant protection service 1993 
7665 Concerning the development of tourism priority areas 1993 
7722 On conservation of the stock of medicinal ether-oleaginous and naturally 

tanniferous plants, 
1993 

7664 Environmental protection 1993 
7875 On protection of wild fauna and hunting 1994 
7917 On Pastures and Meadows 1995 
8302 On Forest Revenues 1998 
3318 On Leasing the Agricultural land, Forests, Meadows and Pastures that are 

Property of State 
1998 

7908 On Fishery And Aquaculture 1995 
8093 on Water Sources 1996 

 

The country's efforts to protect natural resources and to support the process of prevention of 

environmental  problems.  During  the  recent  years  there  have  been  made  only  4  drafts,  19 

Governmental Decisions, 7 regional Plans for the management of remnants and there have been 

concluded 10 Plans for the management of the protected Areas. 

Legal priorities have supported and integrated the process of evaluation time overall environmental 

impacts on the ground, preventing and reducing negative impacts on the environment. 

 
Table2: Some of the laws drafted and approved during the second decade of the transition period 

(www.qbz.gov.al) 

 
Law no. Content Approval 
8094 Public disposal of waste 2000 
8905 Protection of the marine environment from pollution and damage 2002 
8897 Protection of air from pollution 2002 
8934 Environmental protection legislation 2002 
8990 Environmental Impact Assessment 2003 
9010 Environmental management of solid waste 2003 
9115 Environmental treatment of waste water 2003 
9108 For chemical substances and preparations 2003 
9103 Protection of trans- boundary zones in lake areas 2003 
9385 Forests and forestry service 2005 
9537 The management of hazardous waste 2006 
9700 Protection of the environment from trans- boundary impacts 2007 
9774 For assessment and management of environmental noise 2007 
9946 For Natural Gas Sector 2008 
10006 For protection of wild fauna 2008 
10253 For Hunting 2010 
10463 For integrated waste management 2011 
10433 For environmental inspection in the Republic of Albania 2011 
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Environmental legislation in Albania continues to be an intensive process associated with the 

improvements in: 

¶ quality of li fe and public health; 

¶ rational use of natural resources; 

¶ prevention of environmental pollution from urban wastes, industrial, hospital, construction, 
agricultural and li vestock products, hazardous substances (substances and chemicals, etc.); 

and rehabili tation of environmental damage; 

¶ protection of marine and coastal environment from pollution and damage from human 

activities that threaten water quality, biodiversity, human health, and hinder the normal 

development of economic and human activities on the environment; 

¶ conservation of biological balances in freshwater ecosystems and trans-boundary waters, 

by encouraging the development of economic activities in compliance with the principle of 

sustainable development etc. 

 
In this period, the legal basis was improved also through regulatory norms, decisions of the council 

of ministers of which the most important were: 

¶ 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 or environmental consent when in construction activities. 

¶ Regulations for emissions and noise in mobile systems (the roads) regarding permissible 
values of environmental pollution substances and the methods to control them. 

¶ Decision of the Council of Ministers on the rules and procedures for the importing of wastes 

for treatment, use and recycling 

¶ Decision of the Council of Ministers for approval the codes of the Albanian classification 
of waste. 

¶ Decision of the Council of Ministers to create the  national natural resource agency 

¶ Decision of the Council of Ministers for the adoption of the red li st of flora and fauna 

¶ Decision of the Council of Ministers for adoption of this common strategy on Environment 

¶ Decision of the Council of Ministers on the rules and procedures for the design and 
implementation of the national program of environmental monitoring etc. 

Republic of Albania also is a party of: 

¶ Convention on Environmental Impact Assessment in the Trans-border Context (Espoo, 
Finland) ratified on 04.10.1991 

¶ Convention on protection and use of water streams and international lakes (Helsinki 1992) 

ratified on 05.01.1994 

¶ Convention on Climate Changes (UNFCCC) ratified in 1994 

¶ Convention on Biological Diversity (Rio de Janeiro 1992) ratified on10.11.1996 

¶ Convention of Wetlands of international importance, in particular as habitats of water 

pollution (The Ramsar Convention) ratified on 29.03.1996 

¶ Convention of trans-border impact of industrial accidents ratified by Law 8216, dated 

13.05.1997 

¶ Convention on control of trans-border transportation of hazardous waste and their disposal 
(The Basel Convention) ratified by Law No. 8216, dated 13.05.1997 

¶ Convention on preservation of wildlife and natural European habitats ratified by Law No. 
8294, dated 02.03.1998 
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¶ Convention on fight against desertification in those countries that suffer severely from 

dryness  and  desertification,  in  particular  in  Africa  ratified  by  Law  No.8556,  dated 

22.12.1999. 

¶ Convention  on Access to  information, Public  participation  in environmental  decision 

making and Access to justice in environmental matters (The Aarhus Convention) ratified 

by Law No. 8672, dated 26.10.2000. 

¶ Convention on protection of marine environment and coastal area of Mediterranean Sea 
(The Barcelona Convention) ratified by Law No. 8690, dated 26.10.2000 

¶ Convention of preservation of wild animalsô migrant species ratified by Law No. 8692, 
dated 16.11.2000. 

¶ Protocol of Kyoto for carbon sequestration 

 
The aforementioned legislation is largely harmonized with relevant EU directives in this field. This 

has opened the way for Albania to integrate in Global and Regional Environmental Initiatives, in 

international  Plans and  Strategies,  Becoming  signatory party in  International  Environmental 

Conventions, Protocols and Agreements. Also Albania quickly became involved in the process of 

Implementation in Important Environmental projects supported by powerful Foreign Donors. 

During the period 2007-2013 the EU has funded over 120 milli on EU legal framework for the 

fulfilment of the subject environment in Albania. With laws passed during these years it coul d be 

said that the legal framework for the environmental protection in Albania is completed. 

One of the biggest achievements in Albanian legislation is the law "On Environmental Protection", 

for the right to information. 

Another important law for the environment is that of Baseline Environmental Impact which reflects 

Directive 2011/92 / EU (Environmental impact assessment) law which obliges all those who are to 

undertake the interventionist activities on Albanian territory to do feasibilit y studies for the 

excessive influence that may have in the future this activity on the environment. 
 

3. ENVIR ONMENTAL ISSUES, GOVERNMENT AND SOCIETY  
The consequences of the serious environmental transition period as a result of informality in the 

territory led to increased poli tical attention to the environment and its protection, through the 

creation and implementation of structures for environmental protection according to a series of 

agreements and international programs to protect the environment. Discussing environmenta l 

issues, solving the problems that affect the environment and ensuring the sustainable development, 

requires the commitment of a series of institutional actors, ranging from central and local 

authorities, non-governmental organizations to ordinary citizens and legal entities specialized in 

this area of the community to the community. 

¶ National Environment Agency, created by the Albanian government in 1998 is under the 

responsibilit y of the Prime Minister. Its objectives are: undertaking of the environmental 

initiatives and their implementation, setting state pollution standard and policy coordination 

with other authorities responsible for environmental protection. 

¶ Local  government bodies are the main actors in the environmental management and 
protection, which guarantee its qualit y through the applicability of the Law No. 8934, dated 

5.09.2002, "On environmental protection. One of the main tasks of these bodies is the 

development of local plans for the protection of the environment. Today local government 

has  more   legal   powers  directed   in   institutional   and   managerial  level   regarding 

environmental  problems (management  of  waste,  inspectorates mayoral  control  of  the 
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territory, forest management) are the powers delegated (landfill s, treatment plants sewage, 

etc.) . Other state policies also play an important role in the environmental structures such 

as the Ministry of Agriculture and Food, the Ministry of Transport, The Ministry of 

Economy and Privatization, The Ministry of Public Works, The Ministry of Health, the 

National Water Council, The Institute of Public Health, The Institute of Hydrometeorology, 

the Council of Territory and Land Institute. 

¶ Inspectorate of Environment and Urban Environment Inspectorate, which depend on the 

Ministry of Environment, exercises the monitoring of functions in specific subjects and to 

their activities, with the right of deciding on the puniti ve measures in accordance with the 

rights and duties stipulated in the environmental legislation 

¶ Regional  Environmental  Agencies  are  specialized  bodies  for  the  protection  of  the 

environment, depending on the Ministry of Environment, Forestry and Water Management. 

They function at regional level, serving as a medium between central institutions and 

regional offices.  They have a co- operative role in drafting local environmental plans, 

ensuring the implementation of Law on protection of the environment, the environmental 

authorizations for local activities, but also in the preparation of regional environmental 

reports. 

¶ Local government as an actor with the role of enforcement. Local government and local 

bodies are (institutions directly related to the environment protection) Local government 

institutions caring for the disciplining of public services in the collection of waste disposal 

within the perimeter of the administrative territory shall guarantee the hygiene and health 

requirements of community li fe and take responsibilit y of any risk to pollution of air, water, 

soil  and  subsoil .  Municipalities  have  full  administrative,  service,  investment  a nd  its 

regulatory functions specified in environmental legislation and national and regional 

policies on the environment. Municipal police as a local government structure with general 

duties and functions, detects and prevents the environmental pollution. The implementation 

of the new administrative-territorial division gives more competencies in the context of the 

territory that wil l be managed by new units. 

¶ Non-profit organizations. There are about 100 environmental organizations in Albania, 10 

of which active. Most of the environmental NGOs are concentrated in Tirana, for example 

Ekolevizja, Institute for Environmental Policy, Eden Centre, EPER CENTER, etc. 

¶ Albanian Geological Survey which is responsible for monitoring of the radon, monitoring 

of the surface, underground and marineôs water quality, risk assessment and soil pollution. 

¶ Institute  of  Public  Health  which  is  responsible  for  monitoring  the  emission  rates, 

toxicological investigation of biological material, food quality control, radio ecological 

investigation, noise and vibration monitoring 

¶ Agency for Environmental Protection which is responsible for the water quality particularly 
at river mouths and populated areas. 

¶ Universities, as actors of proposing specific solutions for specific environmental problems. 
Among those most involved are Polytechnic University, Agricultural University, University 

of Tirana etc. 

 
One of the largest environmental movements of the last decade was the one opposing the request 

from the UN for the dismantling of the Syrian chemical arms in Albania.  One of the most known 

environmental movements of the last decade was that against the UN claim to dismantle chemical 

weapons  of  Syria  in Albania.  The  UN  Security  Council  Resolution  2118,  according  to  its 
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responsibili ties and to a predetermined time term, obliged Syria to demolish its chemical armament 

and factories of armament production. In October 2013, Albania, Belgium, Norway and France 

were considered as countries that could accept Syrian arms. The possibility of their dismantling in 

Albania caused a large public reaction where many actors, as well as the community, valued it as a 

great impact on the environmental pollution which would consequently damage public health.  In 

November 7 groups of Albanian environmentalists including The Alliance Against Waste Import 

organized a manifestation in front of Prime Minister Office opposing the coming of the Syrian 

chemical arms. Such situation culminated on November 12. 2013 with massive demonstrations in 

front of the Prime Minister's Office and in front of The American Embassy. This initiative was also 

spread in social media through an online petition against bringing Syrian chemical arms in Albania. 

Facing such protest, the Albanian government decides to oppose the US proposal for dismantling 

Syrian chemical arms in Albania. 

 
4. CONSLUSION 
Albania has demonstrated progress on management of environmental problems but stil l too many 

efforts are necessary to be taken, especially for the implementation of the environmental legislatio n. 

In Albania, it is necessary to increase the scale of awareness towards the environment through the 

following actions: 

¶ a more eff icient organizing of environmental information, a more practical and specific 

cataloging of the environmental problems for special areas of environmental protection 

from different central and local actors. 

¶ composing and planning of strategies which serve to full y introduce to the community the 

environmental state and concrete measures towards facilitations and improvements against 

anomalies, especiall y in the ecosystems under the special protection. 

¶ encouragement and support to the research groups in biological and environmental fields 

towards the strengthening of the infrastructure for performing environmental evaluations, 

also the increase of the cooperation among them, even internationally. 
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ABSTRACT 

Electronic word-of-mouth (eWOM) has become one of the primary and preferred information 

sources for consumers in the process of evaluating alternatives and purchasing online. However, 

not all consumers have the same behaviors in eWOM. 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 malesô and femalesô behaviors are strikingly similar, there are 

significant differences in eWOM behaviors between Generation X and Y consumers. Few 

differences were found between Gen X and Y in eWOM experience, credibil ity of eWOM, consumer 

susceptibility to interpersonal influence (CSII), eWOM effect and positive valence eWOM 

behavior. However, no differences were observed in negative valence eWOM behaviors of Gen X 

and Y. In closing, theoretical and managerial implications for marketing theory and managers are 

discussed while important limitations are recognized. 

Keywords: eWOM, eWOM behavior, Gender, Gen X, Gen Y 

 
1. INTRODUCTION 
Most of the time it is not possible to satisfy the entire consumer market with one product or service 

because there are many different groups of potential buyers with similar needs or characteristics or 

that display similar behaviour. These groups are known as market segments and each segment 

seeks a unique set of benefits from the product or service purchased (Stone & Desmond, 2007, p. 

173-174). Thatôs why companies identify smaller segments in large and heterogeneous markets to 

offer better products and services that match their unique needs eff iciently and effectively (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 the main segmentation criteria (Kotler & Armstrong, 

2008, p. 186; Stone & Desmond, 2007, p. 175). 

Marketers are interested to define and classify the age structure of consumers globally and use three 

main and successive generations for this aim. ñBaby Boomersò are the first of these generations 

whose dates of birth are between 1946 and 1964. Demographers termed this generation because of 

the population-boom period following the end of World War II (in 1945) (Shimp, 2007, p. 99-106). 

The two generations that followed are accepted as X generation for those who were born between 

1965 and 1979, and Y generation for those who were born between 1980 and 1999 (Crampton, 

Hodge, 2009, p. 1). Nowadays, when considering that members of the baby boomer generation are 



156 

 
 

18th International Scientific Conference on Economic and Social Development ς 
άBuilding Resilient Societyέ ς Zagreb, Croatia, 9-10 December 2016 

 

 

 

retiring and that members of Generation Y have been entering the workforce, determining the 

characteristic differences between those two generations (X and Y) in particular is important for 

marketers (Reisenwitz & Iyer, 2009, p. 91). At the same time, it is possible to see from numerous 

academic research results that some perceptional and behavioural differences exist between female 

and male consumers. For example, Bakewell and Mitchell (2006, p. 1299) found that men are likely 

to have different decision-making styles to women while the Garbarino and Strahilevitz study 

(2004, p. 773) reported womenôs higher risk perceptions in online shopping as against menôs. 

Contributing to this research 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 marketers, the purpose is to predict and direct the behaviour of the individuals invo lved in 

those groups by means of determining the differences between demographic groups li ke age or 

gender. In fact, marketers want to direct the individuals in the target group to buy or indulge in 

behaviours li ke sharing messages that promote other individuals to buy. Consumer reports of 

unqualified opinions about brands and products 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 approach, companies seek to identify influential 

individuals who are early adopters, vocal and curious and with a large network of acquaintances, 

and try to bring their new products to the attention of these influentials. In this manner, the se 

influentials act as unpaid salespeople who are much more persuasive than any advertisement or 

salesperson (Kotler, 2003, p. 185). The Internet, which provides consumers with access to all kinds 

of information easily and allows them to share that information with large numbers, brings power 

to classical WOM and causes the emergence of the new term electronic word-of-mouth (eWOM). 

eWOM, which is more accessible and more powerful than the classical WOM (Aky¿z, 2013, p. 

159), possesses unprecedented speed of diffusion and enables multi-directional exchanges of 

information between communicators and receivers (Cheung & Thadani, 2012, p. 468). 

There are various behaviours  that are related to or define eWOM in the literature. Some of those 

behaviours, which underlie the scope of this research, are; using experience of eWOM, perceived 

eWOM credibil ity, consumer susceptibil ity to interpersonal influence (CSII), eWOM effect (Park 

et al., 2011, p. 75-76; Maria et al., 2016, p. 1088; Aky¿z, 2013, p. 106-161), positi ve valence 

eWOM and negative valence eWOM (Goyette et al., 2010, 11). 

Many other marketing scholars conducted studies aspiring to contribute to the understanding of 

this new term and behaviour from different viewpoints, and some of those studies were related to 

gender and age variables. Strutton et al. (2011, pp. 559) claimed there are structural differences 

between the X and Y Generations regarding the media that are used to spread e-WOM messages. 

They suggested that Generation Y is more heavily engaged wi th social networking media while 

Generation X is more reliant on email . Besides, San-Martin et al. (2015, p. 1) suggested that there 

are some significant differences between age groups while Strutton et al. (2011, p. 582) highlighted 

that generational differences are blurred in e-WOM behaviours. Thus, we hypothesised that: 

 
H1: Generation Yers show a higher level of eWOM behaviour than Gen Xers. 

 
Also, there are many studies in the literature that found distinct differences between genders in the 

matter of evaluating eWOM messages. According to Kim et al. (2011, p. 401ï404) menôs use of 

online reviews depended on their level of expertise while expertise isnôt a factor for females. 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 customers, while expertise, involvement, and rapport have 

significant effects on femalesô perceived eWOM credibil ity. Again, according to Kim et al. (2011, 

p. 399), women are more li kely to read reviews for the purposes of convenience and quality and 

for risk reduction. In accordance with this, Abubakar et al. (2016, p. 702) emphasised that the risk 

perception of females in online shopping is higher than males, 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 findings in previous studies concerning gender and generational differences 

in eWOM communication. For instance, Maceli et al. (2015, p. 288) revealed that females are more 

li kely to tell others about their buying processes, while Cataluna et al. (2014, p.23) found that males 

give more importance than females to recommendations in case of analyzing and purchasing the 

search goods on the Internet. Regarding the relevant li terature and objectives of the present 

research, we hypothesised that: 

 
H2:  There  is  a  significant  difference  between  males  and  females  in  terms  of  eWOM 

behaviours 

 
Last, according to the main hypotheses and the six identified eWOM behaviours, we developed six 

sub-hypotheses for each main hypothesis. 
 

 

3. METHOD 

We use a cross-sectional survey to determine the 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 research variables have been compiled from different studies. Using experience of 

eWOM, perceived eWOM credibilit y, consumer susceptibil ity to interpersonal influence (CSII), 

and eWOM effect were measured with items adapted from Park et al. (2011, p. 75-76). However 

one item for CSII was deleted because its factor loading is less than 0.5. We measured positi ve 

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 a five-point Likert scale, 

ranging from ñ1=strongly disagree to 5=strongly agreeò.  In the last section of the questionnaire, 

socio-demographic variables such as gender, age, income, weekly time spend on Internet and 

online shopping and frequency of online shopping were measured. 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 

questionnaires presented to the potential respondents by using convenience sampling technique in 

Izmir, the third biggest city in turkey. 578 of them were completed, resulting in a 96.3 percent 

response rate; 510 usable responses were used for analysis, due to missing data or non-qualified 

responses. A confirmatory factor analysis (CFA) was then performed to verify the validity and 

reliabil ity of constructs. After, we run Kolmogorov-Smirnov and Shapiro-Wilk tests to check 

normality of data. In order to test hypotheses and sub-hypotheses we used Mann-Whitney U tests. 

The proportions of male and females were very similar with 51.6 percent of females. Our sample 

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 ú10,000. Respondentsô Internet usage 

ranged from 1 to 100 hours in a week with an average weekly Internet usage of 29.51 hours. They 

shop 2.78 times average in the last month on Internet shopping and spend approximately ú70 on 

online shopping in a month. 
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4. RESULTS 

4.1 Reliabili ty and Validity 

Regarding reliabilit y of variables, Cronbachôs Ŭ coeff icients and composite reliability (CR) values 

were measured. Items used to measure variables, item and variable means, standard deviations, 

factor loadings, average variance extracted (AVE) and reliability values are shown in Table 1. 

Table 1: AVE, CR, CA, item mean, standard deviation and factor loading values of the variables 
 

Variable AVE CR ȷ Item  
Item 

mean 

 

SD  
Factor 

loading 
 

Using 

experience of 

eWOM 

(UEeW) 

0.598   0.880 0.877 I always read online reviews written by others 3.39   1.16   0.652 

I always write down online review by myself  3.03   1.19   0.886 

I always share my knowledge and information 3.14   1.17   0.828 

(M=3.22) 
I always read online consumer reviews when I 
was shopping 

I always write down online consumer reviews 

when I was finishing my shopping 

3.52   1.09   0.679 
 
3.03   1.18   0.795 

Perceived 0.648   0.902 0.907 I believe the online review which been read a lot 2.97   1.17   0.756 

eWOM 

credibility 
I believe the online review which is believed by 

others 

2.82   1.14   0.786 

(PeWC) 
(M =3.02) 

I believe online review is important 3.14   1.10   0.841 

I believe online review is credible information 3.04   1.06   0.873 

I believe online review is written with 

responsibility 

3.08   1.07   0.764 

CSII 
(M =3.38) 

0.587   0.739 0.734 I like listening advices before shopping 3.51   1.11   0.704 

Othersô advices are important for my shopping 3.25   1.08   0.824 
 

eWOM effect 

(eWE) 

0.751   0.900 0.898 I will  buy things because online review is positive 3.06   1.07   0.851 

I rely on online reviews when I purchase 3.04   1.05   0.910 
(M =3.08) 

Online review affects my purchase decision 

crucially 

3.13   1.12   0.837 

Positive 
valence 

0.572   0.889 0.895 I recommended this company 3.49   0.99   0.793 

I speak of this companyôs good sides 3.50   0.96   0.807 
eWOM 
(PVeW) 

(M =3.41) 

I am proud to say to others that I am this 

companyôs customer 

I strongly recommend people buy products online 

from this company 

3.28   1.09   0.790 

 
3.07   1.12   0.725 

I mostly say positive things to others 3.59   0.97   0.706 

I have spoken favourably of this company to 

others 

3.52   0.95   0.709 

Negative 0.566 0.722 0.830 I mostly say negative things to others 3.47   1.11   0.791 

valence 

eWOM 

(NVeW) 

(M =3.10) 

I have spoken unflatteringly of this company to 
others 

2.74   1.18   0.711 

 

 

AVE: Average variance extracted; CR: Composite reliability; Ŭ: Cronbachôs alpha; SD: Standard deviation; M: 

Mean 
 

As shown on Table 1, all item loadings were significant (p<0.001) and both Cronbachôs alpha and 

composite reliability values ranged from 0.72 to 0.91, greater than the recommended value 0.70. 

Thus, the reliabilit y analyses indicated a good reliabil ity of the measures used in the research. 
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Validity of the measures was assessed using a confirmatory factor analysis (CFA). CFA provided 

evidence for good fit between the measurement model and the data (ɢ2=715.12; df=207; ɢ2 

/df=3.45; GFI= 0.89, AGFI=0.86, IFI=0.93, NFI=0.91, CFI=0.93, RMSEA=0.067). Convergent 

validity was examined by using CR and AVE values. As it can be seen from Table 1, all CR values 

were higher than 0.72, AVE values were higher than 0.56, item loadings investigated significant, 

and exceeded 0.5 which means the convergent validity is established. For discriminant validity, we 

compared the square root of the AVE score of each construct with its cross-correlation with other 

constructs. As presented in Table 2, all AVE scores surpassed the squared correlations which 

indicate the discriminant validity was achieved. 

 
  Table 2: Discriminant validity   

 

Variable 1 2 3 4 5 6 

NVeW (1) 0.752      

UEeW (2) 0.424 0.773     

PeWC (3) 0.531 0.682 0.805    

CSII (4) 0.543 0.464 0.649 0.766   

eWE (5) 0.541 0.523 0.716 0.741 0.867  

  PVeW (6)   0.696   0.416   0.470   0.493   0.545   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;  CSII:  consumer  susceptibility  to  interpersonal 

influence; eWE: eWOM effect; PVeW: positive valence eWOM 
 

4.2 Hypothesis Testing 
Before testing hypotheses, a test of basic assumption is usually performed to choose the appropriate 

statistical test. We run Shapiro-Wilk and Kolmogorov-Smirnov tests to check the normality of data. 

We found that all significance levels are lower than 0.05. It means all variables in research are 

shown non-normally distribution. Therefore, we use Mann-Whitney U test which is a kind of 

nonparametric test to compare malesô and femalesô, Gen Xers and Yers eWOM behaviors. The 

statistical analysis is carried out by using SPSS version 23.0. The significant (p) values <0.05 are 

considered as statistically significant. 

The results of tested hypotheses are presented in Table 3. All hypothesized relationships between 

gender and eWOM behaviors of Xers and Yers were found statisticall y non-significant. Although, 

malesô using experience of eWOM and intent to share negative eWOM messages were found 

higher than females and femalesô perceived eWOM credibilit y, CSII, eWOM effect and intent to 

share positi ve eWOM messages were higher than males, these differences were not significant. 

Therefore, H1 was not supported. However we found some significant differences in eWOM 

behaviors of people in terms of their generation. More specifically, one of our sub -hypothesis of 

H2, H2a which predicts the significant differences between Gen Xers and Gen Yers using experience 

of eWOM, was supported. Gen Yers have more using experience of eWOM than Gen Xers. With 

respect to H2b, perceived eWOM credibili ty of Gen Yers is higher than Gen Xers. Sub-hypothesis 

H2c examined the difference between Xers and Yers in CSII , which was also found to be higher in 

Yers than Xers. Similarly H2d, Yers was found to be more impressed by eWOM than Xers. Finally, 

H2e  and H2f, which predict the differences between generations in spreading both positive and 

negative valenced eWOM were supported. Gen Yers intent on spreading and talking about their 

experienced by using eWOM more than Xers. 
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Variables 
  Mean Rank     Mean Rank   

 p U Male Female p U Gen X Gen Y 

Using experience of eWOM (H1a-H2a) .526 31430.5 259.75 251.51 .003* 27578.0 235.65 274.14 
Perceived eWOM credibility (H1b-H2b) .439 31197.5 250.31 260.38 .009* 28139.0 237.92 272.01 
Consumer susceptibility to interpersonal 

influence (H1c-H2c) 
.665 31772.5 252.63 258.19 * 26596.0 231.68 277.87 

eWOM effect (H1d-H2d) .580 31569.5 251.81 258.96 .001* 26239.5 230.23 279.23 
Positive valence eWOM (H2e-H2e) .359 30959.5 249.34 261.28 .036* 29005.5 241.43 268.71 
Negative valence eWOM (H1f-H2f) .657 31754.5 258.44 252.74 .234 30537.5 247.63 262.89 

 

 
 

Table 3: eWOM behavior in terms of gender and generational differences 
 
 
 
 
 
 

.001 
 

 
 
 

*: Statistically significant differences in p<0.05 (Mann-Whitney Test) 

 
Additionally, we analyzed the differences between malesô and femalesô eWOM behaviors 

separately in two generations in order to investigate gender differences thoroughly. We found 

significant differences only in Gen Yers two eWOM behaviors. CSII  (U=7191.5; p=0.018) and 

intent to spread positive valence eWOM (U=7313.0; p=0.032) were found to be higher in females 

than males. 
 

 

5. DISCUSSION AND CONCLUSION 
Studies in the literature, which explain the eWOM behaviours of consumers, reveal that behaviours 

of eWOM vary according to the various features of consumers. There is no doubt that examining 

the eWOM behaviours of consumers in terms of demographic features like gender and generation 

wil l bring a detailed point of view to the topic. In this study, behaviours that are accepted as eWOM 

behaviours li ke using experience of eWOM, perceived eWOM credibilit y, consumer susceptibilit y 

to interpersonal influence (CSII), eWOM effect, positive valence eWOM and negative valence 

eWOM are examined in terms of whether they differentiate according to the gender and generation 

of consumers or not. 

There are three remarkable fields of interest in the results. First, when the frequency of the 

exhibiting behaviours is examined, it is determined that the behaviour of positive valence eWOM 

spreading is exhibited more commonly than negative valence eWOM spreading. In addition, it is 

determined that consumersô response to eWOM and their trust in eWOM is at the middle level, and 

even if the CSII level is higher, transforming the eWOM effect is less frequent. Second, our results 

showed that male consumersô using experience of eWOM is more than that of females. This finding 

is consistent with Kim et al. (2011, p. 403), and reveals the fact that males generally make and 

spread more eWOM reviews. Thus, one can deduce that businesses choose males as the primary 

target group in studies about eWOM. In any case, while negative valence eWOM spreading is 

higher in males, positive valence eWOM spreading is higher in females. This finding is partially 

parallel to the opinion of Maceli et al. (2015, p. 288) that female intentions of talking about the 

shopping process is more than those of males. This is because in an acquired experience of buying, 

satisfying the expectations when one has bought before is a situation that can be called routine. In 

those kinds of routine situations, the lower sharing of males in comparison to females ca n 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 females not only have positive share intentions but also perceived 

eWOM credibilit y, levels of CSII  and eWOM effect are higher than those of males. The finding of 

eWOM effect seems inconsistent with the finding of Cataluna et al. (2014, p. 23) that males attach 

more importance to recommendations in the Internet environment. When these two findings are 
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evaluated, it is revealed that although males attach more importance to eWOM than females, they 

might be behind females in terms of transforming the information they got in the eWOM process 

to buying behaviour. Therefore, businesses choosing females as the primary target group while 

conducting eWOM activities considering that they are more effective in transforming the eWOM 

effect into buying and thus may cause more successful eWOM results. However, that the 

differences between genders are not at a level that can be scientificall y accepted necessitates being 

cautious while making such deductions. 

Also,  when the eWOM behaviours between X and Y generations are compared, significant 

differences are detected. Results reflecting eWOM experiences, perceived eWOM credibil ity, CSII 

positi ve valence eWOMs and influenced by eWOMs of consumers in the Y generation come out 

at significantly higher levels in comparison to Generation X. Our results support the age differences 

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 reveal that eWOM is a much more effective tool in 

reaching consumers from the Y generation, and show that a business that targets the Y generation 

should take the eWOM topic more seriously. In conclusion, when the gender differences between 

X and Y generations are examined, it is determined that in the X generation there is no eWOM 

behaviour differentiation according to gender while in the Y generation, CSII  and positi ve valence 

eWOM spreading behaviours are higher in females. This finding reveals that in the Y generation, 

when eWOM messages are more effective, both males and females are more sensiti ve to eWOM. 

There are several limitations to the study that should be mentioned. The participants were chosen 

only in one city and country because of convenience. Therefore, the findings should be validated 

in multiple cities or countries to define possible cultural differences. Another limitation of the study 

is considering all types of products and social media websites, instead of specifically focusing on 

one product such as electronic devices or only eWOM messages in one social media website such 

as Facebook or Instagram. Also, a comparison between different products or social media websites 

could provide valuable and interesting insights both in theoretical and managerial perspectives. 

Although limited in scope, the findings of the current study enhance our understanding of several 

eWOM behaviours of consumers from Gen X and Gen Y. The findings also provide managers with 

strategic  directions  for  rethinking  their  communication  strategies  in  both  media  choice  and 

consumer targeting. 
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ABSTRACT 

In marketing, it is of great importance to realize and understand the motives and barr iers for a 

certain type of behaviour. Based on determined motives and barr iers, it is possible to design the 

appropriate marketing strategy in order to achieve a specific short- or long-term goal. The purpose 

of this paper is to determine the main barr iers for buying organic food products or the factors that 

negatively influence the intention to buy these type of products. Based on an extensive previous 

research, the intention to purchase is the best predictor of the actual behaviour. 

The study is based on the outcomes of a questionnaire completed by a sample of 411 household 

primary shoppers from Eastern Croatia. Results from regression analysis reveal significant 

negative relationship between organic food purchase intention and cost barr iers, time barr iers, 

knowledge barr iers and negative attitudes on organic food. Based on the model developed, these 

identified barr iers explain 52.9% of the variance in intention to purchase organic food with the 

negative attitudes being the strongest contributor to the variance explained. 

Identified barr iers that prevent the buyers to opt for an organic 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 stakeholders. In other words, the main barr iers identified can and need to be 

minimized or eliminated by marketing actions in order to stimulate buying organic food products. 

Keywords: Barr iers, 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 previous research, the intention to buy is the best predictor 

of the actual behaviour. Intention to buy can be realized, while on the other hand, potential buyers 

may experience some obstacles that will prevent them for making the actual purchase. The final 

decision depends on 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 especiall y the barriers, it is necessary to define what defines organic food. 

According to Martiĺ Kuran and Mihiĺ (2014, p. 181) organic food is the one that is produced 
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without the use of chemical pesticides and fertilizers and which does not contain synthetic 

hormones. It is produced under legally defined methods, and its composition should match the 

general laws and regulations on the quali ty of food. Organic food is one of the fastest-growing 

segments of agriculture and retail. In the United States alone, organic food sales rose from $1 

billi on in 1990 to $25 bil lion in 2011, which accounted for more than 3.5% of total food sales in 

2011. (Osteen, 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 

example, the Law on organic production in Croatia was adopted in 2001, and the EU has regulated 

this area in 1992) (Renko, S. and Boġnjak K. 2009. p. 388). 

 
The purpose of this research is to determine the main barriers for buying organic food products or 

the factors that negatively influence the intention to buy these types of products. As important it is 

to examine the underlying factors that might influence consumersô intention to purchase organic 

food products, it is also important to understand the factors that prevents this behaviour so that 

those factors could be minimized or completely eliminated. It is believed that such research could 

help to formulate an optimal marketing communication and policy strategies in order to stimulate 

desired behaviour toward organic food. 
 

2. THEORETICA L FRAMEWORK  

Previous research shows that consumers mostly have positive attitudes about organic food. The 

share of organic food consumers is relatively small and it can be concluded 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 health aspect of organic food is the most common 

motive for buying organic food among respondents in that type of research, the correlation between 

attitudes about organic products and health awareness is not significant (Tomiĺ, Matiĺ, Mesiĺ, 

Cerjak, 2015. pp. 12) but according to Plummer (1974, p.36) in predicting consumer behavior, 

experts argued that a personôs li fe style will determine his consumption behavior. 

 
One of the most used theories for predicting future behavior is the Theory of planned behavior. 

Based on the Theory of planned behavior the best predictor of behavior is intended behavior, which 

is determined by three elements: attitudes toward specific behavior, subjective norms and perceived 

behavioral control. (Ajzen, 1991). Results of research carried out by Martiĺ Kuran and Mihiĺ 

(2014), where they used the theory of planned behavior, showed that consumer attitudes towards 

organic food, subjective norms, awareness of health and knowledge about organic food 

significantly affect the intention of buying organic food. Some socio-demographic characteristics 

are also associated with the consumption of organic food, for example, women with young children 

are the most frequent consumers of organic food (Hughner, R. S., McDonagh, P., Prothero, A., 

Schultz, C. J., II, Stanton, J. 2007.). Also, according to Faletar, I., Cerjak, M. and Kovaļiĺ, D. 

(2016. p. 64), who conducted the research in Croatia about determinants of attitude and intention 

for buying ecological milk, women show more expressed awareness of the connection between 

nutriti on and health, more positive attitudes about ecological milk and show higher purchasing 

intention than men for buying organic/ecological products. The same research has confirmed that 

consumers who trust eco-labels express more positi ve attitudes on environmental milk, and it can 

also be concluded that this can be applied for other ecological products too. According to Pearson, 

D., Henryks, J., Sultan, P. and Anisimova, T. (2013, p. 61) the findings show that, from a 

demographic perspective, consumers who are young, highly educated, and students are most li kely 

to be regular purchasers of organic foods. On the opposite, there is a reduction in the frequency of 
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organic food purchases amongst older consumers and those with lower levels of education. Besides 

the already mentioned elements which affect the intention to buy organic food and other organic 

products, safety of food, nutritional value, taste, freshness, appearance and other sensory 

characteristics also affect consumerôs preferences 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 responsibil ity, economic incentives and 

barriers and  factors related to oneôs own well-being and altruistic concerns for the well-being of 

family members (Urban, J., Zverinova, I. and Ġļasny I. 2012, p.728). 

 
Sorokin, B. (1973) defines motives as everything that stimulates a person from within, to a certain 

activity (in this case to a buying activity), what directs and maintains the activity, and, finally, what 

suspends that activity. Health is one of the strong motives for buying organic food. Intention to eat 

healthy is thus determined by intrinsic motives including ófeeling betterô and óstaying healthyô 

(Michaelidou N., Christodoulides G. and Torova K. 2011, p. 20). According to their research, 

motives to eat healthy can be classiýed 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 health, 

prevent disease) and social pressure (e.g. pressure of others to eat 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 conditions. Majority 

of organic food buyers believe that organic food is healthier compared to conventionally grown 

food (Bayaah Ahmad, S.N. and Juhdi N. 2010, p. 110). ŧakowska-Biemans, S. (2009, p. 770) 

conducted the research in Poland about the motives and barriers related to organic foods. The 

survey, besides the motive of health, contained five other considerations that should be mentioned: 

safety, taste, environmental impact, contribution to animal welfare and appearance. In that paper, 

the author concludes that health and safety concerns are primary motives. The hierarchy of motives 

in this research was confirmed by the analysis of the research done in 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 one of the main motives for buying organic food. 

 
Barriers for buying organic food products consist of all the intrinsic and extrinsic obstacles which 

impede buying organic food. If barriers are known, then it is easier to af fect their elimination. 

Previous research discuss    different barriers for the intention to buy organic food. Barriers are 

divided into two categories: physical (external) and psychological (internal) (Kaerney and 

McElhone, 1999). Time costs, unavailabili ty and high prices are examples of physical barriers, 

while eating habits and will power are examples of psychological barriers ( Lappalainen, R., 

Kaerney, J. and Gibney, M. 1998). The research conducted in Poland in 2007 by ŧakowska- 

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. Lack of 

trust is also one important barrier for organic market development and that is confirmed in the same 

research. According to Aertsens, J., Verbeke, W., Mondelaers, K. and Huylenbroeck, G. (2009, p. 

1157) lack of availabilit y of organic products is one of the barriers, too. Availability poses a big 

problem because although consumers are motivated and purchase of organic food would truly be 

realized, it is directly prevented by the lack of availabil ity of those products. The research 

conducted by Rodr²guez E., Lacaze, V. and Lup²n, B. (2008, p. 9) in Buenos Aires showed that, 

except the lack of availabilit y, the lack of a reliable regulatory system and the lack of a common 

national label constrains consumption of organic products. Some authors emphasize other barriers, 

so Lappalainen, R., Kaerney, J. and Gibney, M. (1998, p. 478) point out nine physical barriers: lack 
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of  time, self-control, resistance to change (óI don't want to change my eating habitsô, óToo great a 

change from my current dietô), food preparation (cooking skill s, óHealthy food is more perishableô, 

lengthy preparation, storage facilities, limi ted cooking facilities), cost, unpleasant foods 

(unappealing food, strange or unusual 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 keep changing their minds), selection influences 

(óLimited choice when I eat out.ô, healthy options not available in shop or canteen or home, healthy 

food more awkward to carry home from shops, not enough food to satisfy hunger). 
 

 

2.1 Negative attitudes 

Personal attitude is usually defined as permanent mental or neural willi ngness gained from the 

experience, making the directive or dynamic influence on an individual's response to objects and 

situations that he comes into contact with (Allport, 1935). Since each attribute is evaluated in 

advance as positive or negative (emotional component of the attitude), the behavior is therefore 

automatically perceived as desirable or undesirable. According to Kim, M. S., Hunter, J. E., (1993) 

the relationship between attitude and intention is confirmed to be stronger than the relationship 

between intentions and actual behavior which is expected, considering that the relationship of 

intentions and behavior is under the powerful influence of external factors.There is a strong 

relationship between the attitude and buying intentions, but the social pressure from perceived 

norms play an even bigger role (Thßgersen, J. 2006, p.2). Chen, M-F. (2007, p. 1013-1014) 

established claim that when the consumers are more concerned about convenience, they wil l more 

li kely have a negative attitude toward organic foods. 
 

 

2.2 Cost barrier s 

It can be stated that the cost barrier is present every time money is being exchanged for a good or 

a service. In these cases it is necessary to reduce prices or to attract people who wil l be willi ng to 

pay that amount of money for demanded product or service. Of course, influence of price upon 

food choice varies greatly between countries, but effect is always the same ï lower prices means 

increasing demand. According to different studies (Hil l and Lynchehaun, 2002; McEachern and 

Will ock, 2004, Padel and Foster, 2005, Lea and Worsley, 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 reductions on demand are expected to be important as price elasticity of organic 

food is a lot 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 unemployed or retired subjects, or for those who are responsible for the household food 

shopping (housewives). In terms of the promotion of healthy eating, i t would be important that 

nutriti on educators emphasize that a healthy diet should not have to involve extra expense 

(Lappalainen, R., Kaerney, J. and Gibney, M. 1998, p. 474). Mostly, consumer price premium 

levels depend on product origin (domestic, foreign), however, in the same sales channels, large 

differences show up in the pricing of organic products (ŧakowska-Biemans, S. 2009, p. 769). 
 

 

2.3 Time barrier s 

This type of barriers refers to lack of time, more precisely, to the influence on the purchase 

intentions due to lack of free time. Lappalainen, R., Kaerney, J. and Gibney, M. (1998, p.471) 

mentions that the lack of time is associated with people with higher education level. Except that, 

people with higher education level have barriers li ke self-control (including the statements óGiving 
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up foods that I li keô and óWill powerô) and food preparation. The lack of their time is usually caused 

by irregular working hours and busy li festyle. 
 

 

2.4 Knowledge barrier s 

When it comes to knowledge barriers, it is diff icult to influence them and it takes time and a lot of 

effort in order to provide consumers with the necessary information. Lack of knowledge and 

inability to perform simple calculations leads to failure in decoding the information (Fullmer et al., 

1991; Schapira et al., 1990). It is possible 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 information about organic food acts as a barrier for purchasing more of it 

(Harper, G.C., and Makatouni, A., 2002; Demeritt, L., 2002). But, extra knowledge about organic 

production processes may help to increase involvement (Aertsens, J., Verbeke, W., Mondelaers K. 

and Van Huylenbroeck, G. 2009, p. 1157). In the previously mentioned research conducted by 

ŧakowska-Biemans, S. (2009, p. 772), Polish respondents stated the lack of information as one of 

the reasons for not buying organic foods. An interesting finding from the survey conducted by 

Lappalainen, R., Kaerney, J. and Gibney, M. (1998, p.475)  was that there was no relationship 

between the educational level of subjects and the selection of the barrier category ólack of 

knowledge / expert consensusô. Gil , J.M., Gracia, A. and Sanchez, M. (2000 p. 223.) mention that 
the market for organic food is small and that an important task is to increase consumersô knowledge 

of what an organic product is and how to differentiate it in the marketplace. 
 

3. RESEARCH METHODOLOGY 

3.1 Par ticipants and procedure 

The research is based on an in-person survey carried out (in 2014) on a convenient sample of 411 

primary household shoppers from five counties in the Slavonia and Baranya regions in Croatia. 

According to Tanner and Kast (2003, p. 85) primary household shoppers are defined as óthe people 

who make purchasing decisions and regulate what the other members of the household eatô, 

therefore representing the most relevant source of information. In this research primary shoppers 

were selected by placing a fil ter question (Are you the person that does the most grocery shoppin g 

for your household?) in the very beginning of the questionnaire. 

The information obtained was analysed using the statistical software package SPSS version 18.0. 

Statistical techniques of univariate analysis (frequency distribution, central tendency measures) and 

multi variate analysis (reliabilit y analysis, li near regression) were used. Table 1 shows sample 

description. 
 

 
 
 
 
 
 
 
 
 

Table following on the next page 
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Table 1: Sample description 

 
 N % 
Gender M 85 20.7 

F 309 75.2 
Age 18-25 38 9.2 

26-35 83 20.2 
36-45 73 17.8 
46-55 140 34.1 
56-65 49 11.9 
>66 20 4.9 

Education Primary school 41 10 
High school 234 56.9 
Faculty 42 10.2 
Masterôs degree 72 17.5 
Doctorate 16 3.9 

Place of residence Vill age 120 29.2 
Suburb 70 17 
Town/city 212 51.6 

Standard of living in household Bellow countryôs average 83 20.2 
At countryôs average 286 69.6 
Above countryôs average 38 9.2 

Employment status Student 27 6.6 
Unemployment 102 24.8 
Employment 232 56.4 
Retired 48 11.7 

Members of household 1 22 5.4 
2 71 17.3 
3 99 24.1 
4 121 29.4 
5 66 16.1 
>6 31 7.5 

Children in household under 15 years old 0 291 70.8 
1 65 15.8 
2 39 9.5 
>3 16 3.9 

Monthly income of all members in 

household 
<500ú 66 16.1 
501-1000ú 131 31.9 
1001-1500ú 105 25.5 
1501-2000ú 59 14.4 
2001-2500ú 27 6.6 
>2500ú 21 5.1 

Source: Authorsô work 

 
The main data collection was preceded by a pilot survey, the aim of which was to ensure that 

proposed methods and procedures effectively fulfilled the purpose of the study. 
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3.2 Vari ables and measurement 

Measurement scales were created by authors or adapted from previous studies in this field. Each 

scale comprised a set of statements presented in Likert-type format with a five-point scale to 

capture the extent to which respondents agree or disagree with the statements in the questionnaire. 

Mejovġek (2003, p. 42) states that five-point Likert type scale is especiall y suitable for collecting 

data on populations that have educational systems with grades from 1 to 5, as individuals are used 

to thinking and evaluating things in terms of that range. The final score for each of the measurement 

scales is the average of the scores on the items included in the scale. 

Authors of this study developed a five-item scale to evaluate the individualôs intention to purchase 

organic food products. Cost barr ier scale consists of four items measuring respondentsô perception 

of cost in purchasing organic food products and their own availabilit y of funds for organic food 

purchasing. Three-item scale for time barr ier was adopted from Tanner and Kast (2003) measuring 

respondentsô time availabilit y for organic food purchase. Negative attitudes scale was developed 

combining scales from Tanner and Kast (2003) and Voon et al. (2011) and it consists of five items 

measuring respondentsô attitudes about taste, attribute perceptions and attractiveness of purchasing 

organic food products. Knowledge about organic food was measured with three-item scale 

combined from the previous research of Kumar (2012) and Umberson (2008). 

 
All proposed constructs have adequate reliability (Table 2). According to Nunnally (1978) it is 

considered for Cronbachôs alpha to be acceptable above 0.7. 

 
Table 2: Reliability analysis of the constructs 

 
Measurement 

scale 

Number  

of items 

Mean Vari ance Standard 

deviation 

Cronbachôs 

Alpha 

Average 

inter -item 

correl ation 

In tention 5 14.76 27.978 5.289 0.929 0.724 

Cost barrie r  4 14.3096 10.411 3.22666 0.709 0.383 

Time barrie r  3 7.98 10.713 3.273 0.772 0.530 

Negative 

attitudes 

5 12.63 16.469 4.058 0.718 0.342 

Knowledge 3 9.05 7.393 2.719 0.709 0.452 

Source: Authorsô work 
 

 
 

4. RESEARCH RESULTS 

The aim of the paper was to determine the main barriers for buying organic food products or the 

factors that negatively influence the intention to buy this type of products. Linear regression tests 

using standard regression method were subsequently conducted to find out which determinants 

could prevent the intention to purchase organic food products according to their level of 

importance. 
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Table 3: Model summary 

 
Model R r2 Adjusted 

r2 
Std. Err or 

of the 

estimate 

Change Statistics 

R square 

change 
F change Df1 Df2 Sig. F 

Change 

1 0.727a 0.529 0.524 3.64773 .529 112.096 4 399 .000 

a. Predictors: (Constant), Cost_barrier, Time_barrier, Attitude_barrier, Knowlegde_barrier 

b. Dependent Variable: Intention 

Source: Authorsô work 

 
The proportion of explained variance as measured by R-Squared for the regression is 52.9% as 

depicted in Table 3. 
 

Table 4: ANOVA  
 

ANOVAa
 

Model Sum of Squares df Mean Square F Sig. 

Regression 
 

1 Residual 
 

Total 

5966,154 4 1491,539 112,096 ,000b 
 

5309,071 
 

399 
 

13,306 
  

 

11275,226 
 

403 
   

a. Dependent Variable: Intention 

b. Predictors: (Constant), Cost_barrier, Time_barrier, Attitude_barrier, Knowlegde_barrier 

 
ANOVA results in Table 4. show that the model reaches statistical significance (Sig = .000). 

 
Table 5: Regression coefficients 

 
Model Unstandardized 

coeff icients 

Standardized 

coeff icients 

t Significance 

B Std. Error Beta 

1 (Constant) 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: Authorsô work 

 
The results of linear regression analysis (Table 5) show that negative attitudes, time barrier, cost 

barrier and knowledge barrier all have a significant negative influence on the intention to purchase 

organic food products. 

Based on the results, the overall multiple regression 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 found to have 

the largest significant negative influence on intention to purchase organic food (t=-16.441; 

p=0.000; ɓ=-0.603). Significant negative effect was also found in other independent variables: 
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knowledge barrier (t=-4.499; p=0.000; ɓ=-0.168), cost barrier (t=-3.500; p=0.001; ɓ=-0.123) and 

time barrier (t=-2.650; p=0.008; ɓ=-0.094). The beta values given in Table 5 seemed to indicate 

negative attitudes (ɓ=-0.603) as more important barrier in the intention to purchase organic food 

than other independent variables. 

 
5. CONCLUSION 

Besides the wide range of factors that positively 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 products 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 the intention of organic 

food purchase is represented by negative attitudes toward organic food. Negative attitudes, such as 

ñorganic food tastes worseò, ñorganic food also contains artificial tastes and additivesò and ñbuying 

organic food does not seem attractive to meò largely prevent peopleôs intention to buy organic food. 

In order to overcome this type of barriers, it is necessary to educate consumers, demonstrate the 

products and make the organic food purchasing and diet more appealing as a li festyle choice. 

In accordance with previous research, 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 public 

institutions or companies producing organic food, either to inform or to create awareness, has not 

reach the satisfactory level in encouraging sustainable consumption of organic food. It is necessary 

that education of consumers becomes one of the main objectives for organic producers. An 

important task is to increase the consumersô knowledge on what organic products 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 possible to improve the attitude towards organic food 

(McEachern and McClean, 2002, Gracia and de Magistris, 2007, Stobbelaar et al., 2007) 

Unlike some previous research (Hil l and Lynchehaun, 2002; McEachern and Will ock, 2004, Padel 

and Foster, 2005, Lea and Worsley, 2005, Botonaki et al., 2006) cost was not found to be the 

biggest barrier for the intention to purchase organic food, but was found to be one of the significant 

barriers. 

The research has also proved that the lack of time negatively influences the intention to buy organic 

food. Previous research has shown that the lack of time is usually associated with consumers with 

higher income and higher education and it is caused by irregular working hours and busy li festyle. 

In order to overcome the time barrier it is necessary to facilitate the purchase of organic food (for 

example with delivery systems). 

Findings from this study have a number of implications for policy makers as well as managers . 

Managers of healthy brands and public policy makers should shift their campaigns to influencing 

attitudes about organic food in positive direction which is also an undeniably desirable social goal. 

It is also very important for them to be aware of the level of knowledge about organic food so they 

could develop an effective communication to increase the awareness and knowledge about organic 

food and also to highlight the benefits of this behaviour in order to stimulate individuals to adopt 

healthy eating habits. 

Future research should be directed towards determining other barriers for buying organic food and 

toward revealing the possible mediation variables that influence the intention-behaviour 

connection and possible explanation of the intention-behaviour gap that is undeniably present based 

on vast previous research. 
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ABSTRACT 

Introduction: Emotional Inteligence is understood by the academics as a skill that allows a better 

adaptation of the person to the everyday life adversarial situations. Senior universities promote 

health, social participation and security, through active aging programs. Aims: To assess the level 

of emotional intelligence of the elderly who attend senior universities and to confirm that their area 

of li ving, their education level and their physical activity can influence their own emotional 

intelligence and its dimensions. Methods: Cross-sectional, descriptive and correlational 

quantitative study. In this study there was the voluntary participation of 157 elderly who are 

attending senior universities, aged between 65 and 90 years old and living in the district of Viseu. 

For the measurement of the variables it was used an Emotional Intelligence Scale (MIE) and a 

form for the situational characterization. Results: 51% of the surveyed population has high 

emotional intelligence and 26.7% low emotional intelli gence. For the dimensions of emotional 

intelligence (Empathy, Self-Motivation, Self-Awareness, Self-monitoring and Sociabili ty), 

education level interferes with sociabili ty, as well as the residential area and the practice of 

physical activity interferes in self-monitoring. Conclusion: the elderly who attend senior 

universities have a high level of emotional intelligence. The development of cognitive, relational 

and emotional skill s enhances the autonomy, security and the abil ity to manage situations inherent 

to the aging process leading these people to an increased quality 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 

intelligence and emotions, revealing themselves as objects of research (Siqueira, Barbosa & Alves, 
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1999). Intelligence is the ability of individuals to solve problems and differs from the concept of 

affectivity, because it has to due with the emotion process. Emotions are judgments influenced by 

feelings and preferences (Bruner referenced by Leite, 2014). 

According to Dam§sio (2010), the emotions and feelings associated with the physiological aspects 

allow the individual to carry out future projects and to trace actions according to their own 

objectives. Dam§sio also refers to the importance of the emotions process in the decisi on-making 

abil ity in daily situations. Emotions are expressed automatically and unconsciously (Fragoso, 

2012). Thus, the concept of emotional intelli gence integrates the cogniti ve and emotional systems 

(Campos & Martins, 2012) and manifests itself as an intrinsic ability to respond in a more adaptive 

way to the negative emotions and feelings provoked by the daily setbacks (Queir·s, Carral, 

Fern§ndez-Berrocal, 2004). 

Emotional aspects and the development of some abili ties allow people to use emotions in a positive 

way, what wil l help them, particularly the elderly, to react and solve certain emotional problems 

(Taylor, 2011). 

Emotional intelli gence consists of basic and interdependent skill s, such as self -awareness, self- 

motivation, self-control, empathy, and sociabilit y. The first three skill s (self-awareness, self- 

motivation, and self-control) are related to the peopleôs reactions: how they control their feelings 

and are used to strengthen their internal structures. The last two (empathy and sociabilit y) are 

connected with external bounds and to the oneôs competence in the social context. They are related 

to the feelings of others and to social interactions. Self-motivation is the emotional abil ity 

responsible for self-confidence, optimism, and hope (Goleman, 1995; Siqueira, 1999). The 

development of IE allows the elderly to be able to deal with emotional changes effectively and is 

reliant on the peopleôs ability to use emotional strategies (Taylor, 2011). 

In this perspective, the activities inherent to physical / intellectual exercise, social role / utility and 

even the social recognition imply an aging process with physical, mental and social health (Cabral 

et al., 2013). Thus, the elderly must become participative and active elements in their aging process 

and the senior universities have contributed to these quali ties. 

Senior universities emerge as non-formal training structures (Chamahian, 2009) that have an 

impact on elderly to adapt themselves to new li festyles after retirement (Pinto, 2003). Seniors feel 

the need to develop activities as a way to compensate and adapt to their retirement. These structures 

are understood as a social response that creates and triggers social, cultural, educational and social 

activities for the elderly (Monteiro & Neto, 2008). They are structures that promote greater 

participation of the elderly in the society and that also contribute to the reduction of the social 

isolation and exclusion (Jacob, & Pocinho, 2013; Veras & Caldas, 2004). 

In these universities, the elderly can choose, according to their interests, the activities and themes 

where they want to acquire more knowledge or develop skill s. This way of learning develops their 

physical, intellectual and emotional capacities, because they are performing activities that are 

pleasant and which value them as human-beings and their life projects (Pocinho, Pais, Santos, 

Nunes & Santos, 2013). These activities promote self-esteem, autonomy, independence and sustain 

the social participation that facili tates the adaptation to the vicissitudes inherent to the aging 

process, favoring an active aging process (Moura et al., 2012). According to this, Fragoso and 

Chaves (2012) refer that çthe capacity to manage emotions remains stable along seniorityè, and 

can be improved throughout li fe (p.102). 

The senior universities try to respond to the interests and needs of the elderly, promoting their 

health, social participation and security. 

The aim of this study is to evaluate the level of emotional intelligence of the elderly who attend 

senior universities and to verify if the residential area, education level and practice of physical 
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activity interfere in their emotional intelli gence and its dimensions (empathy, self -motivation, self- 

sociability). 

 
2. MATERIA LS AND METHODS 
This is a quantitative cross-sectional study of correlational descriptive nature. 

There were 157 elderly participants, aged between 65 and 90 years old, of whom 68.8% were 

female and 31.2% male. The majority (65.6%) of the elderly li ve in urban areas. Concerning their 

education, the majority has a degree (65.0%) and 9.6% does not have a primary education. More 

than half (68.2%) of the elderly practice physical activity. 

Inclusion criteria were: 1) individuals aged Ó65 years; 2) senior university attendance; 3) residents 

in the district of Viseu; 4) consent to voluntary participation in the study. 

For data collection, we used the Emotional Intelligence Measure (EIM) scale and a situational 

characterization form. 

The situational characterization form consists on a set of questions that aims to obtain information 

about education level, residential area and practice of physical activity among the elderly. 

The Emotional Intelligence Measure (MIE) scale is an instrument conceived and validated in Brazil 

by Siqueira, Barbosa and Alves in 1999, which aimed to analyze the information processing about 

emotions and feelings experienced or observed during social interactions, and it is constituted by 

59 items (Siqueira, Barbosa & Alves, 1999). 

The EIM was adapted and validated for the Portuguese population by Andrade, Martins, Duarte 

and Madureira in 2014, which after an exploratory and confirmatory 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-control (3, 13, 21, 

26) and Sociabilit y (22, 31, 32) (Andrade, Martins, Duarte & Madureira, 2014). 

It is a Likert type scale, with four response alternatives (1 = never up to 4 = always) and evaluates 

the five dimensions. The five factor dimensions are quoted according to the values of the responses 

indicated by the elderly, and the overall score is obtained by the sum of all items. The higher the 

values in each dimension and the overall score the better the level of emotional intelligence of the 

elderly.goes here, In the current research and after confirmatory factor analysis, items 1, 3, 7, 8 and 

16 were eliminated from the scale. The adjusted final model consisted of 28 items and 5 factor 

dimensions. 

To classify the emotional intelli gence there were constituted three groups: Low emotional 

intelligence (Ò75%); Moderate emotional intelligence (76-80%); High emotional intelligence 

(Ó81%). 

In the process of collecting data, the elderly were asked to consent to voluntary participation and 

the confidentiality of personal data was ensured. 

All the data analysis was done using the SPSS (Statistical Package for Social Sciences) programs 

version 22.0 (2014) for Windows and AMOS (Analysis of Moment Structures) version 22.0. 

 
3. RESULTS 
The results present the characterization of the emotional intelli gence of the elderly (levels) as well 

as their relation with the situational variables. 

Characterization of Emotional Intelligence 
Regarding the level of emotional intelligence, 51.0% have high emotional intelligence and 26.7% 

low emotional 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 reveal more: 

Empathy ï were male, aged between 75 or over, li ving in an urban area, with a degree level and 

practice of physical activity. 

Self-motivation - males, aged between 65-74, li ving in an urban area, with a degree level and 

practice of physical activity. 

Self-awareness - female, aged between 75 or over, li ving in an urban area, with a degree level and 

practice of physical activity. 

Self-control - male, aged 75 or over, li ving in rural areas, without primary education and with no 

practice of physical activity. 

Sociability - male, aged between 65-74, li ving in an urban area, with primary education and practice 

of physical activity. 

The elderly with the highest overall emotional intelligence were women, aged between 75 or older, 

li ving in rural areas, with higher education and practicing physical activity. 

Situational vari ables vs. Emotional Intelli gence 
The senior university attendance has revealed a statisticall y significant difference in all dimensions 

and in overall emotional intelli gence. 

The interaction between the attendance of the senior university and the situational variables 

presented the following results: 

Educational level shows a significant effect only on the Sociabil ity dimension (p = 0.0 41). Older 

adults who have a graduation degree present a greater overall emotional intelligence. 

The residential area has also significant effect but only for the Self-control dimension (p = 0.041). 

Elderly people li ving in rural areas have a better self-control. In a global way, the elderly that li ve 

in an urban area are the ones who reveal a greater emotional intelligence. 

The practice of physical activity is significant only in the Self-control dimension (p = 0.038). The 

elderly who do not practice physical activity have a better 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 determine if the situational variables (education, residential 

area and practice of physical activity) were related to the emotional intelli gence levels. 

Senior universities, as a space for educational and social interactions, enable the integration and 

participation of older people in social dynamics, contributing to the knowledge and experiences 

acquired throughout li fe. The attendance of these spaces empowers the emotional intelligence of 

the elderly, supporting a better management of the emotions and, at the same time, contributing to 

reduce the pathologies associated with this stadium (Cabello, Navarro, Latorre, Fern§ndez 

Berrocal, 2014). The development of cogniti ve, relational and emotional skill s enhances the 

autonomy, security and abilit y to manage situations inherent to the aging process. 

In our study, we found out that educational level shows a significant effect only for the Sociability 

dimension. Elderly who have graduation degrees are the ones who presented higher values of 

global emotional intelli gence and those who did not have high education levels had lower 

emotional intelli gence results. In a study by Birol et al. (2009), the connection between educational 

level and EI dimensions was not statisticall y 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 cogniti ve functioning. According to 

Yassuda & Abreu (2006), this cogniti ve functioning allows a better adaptation process to solve 

daily problems and in the opinion of Irigaray, Trentini, Gomes & Schneider (2011) it is considered 

an important prediction of an active aging process and longevity. 
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When relating the residential area and the EI, there was shown a significant effect only for the Self - 

control dimension. Elderly li ving in rural areas have a better self-control, but on the other hand, the 

elderly li ving in an urban context reveal a greater emotional intelligence. 

A study by Savikko, Routasalo, Til vis, Strandberg and Pitkala (2005) has shown that older people 

living in rural areas are more often set in situations of social isolation, pessimism and fear leading 

to situations of annoyance and later on depression. 

The practice of physical activity was statistically significant in terms of the Self-control dimension. 

The elderly who do not practice physical activity have a better self -control. The results of other 

studies do not corroborate ours and Spirduso (2005) reports that physical activity in elderly 

improves safety and physical condition. 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 summary, for the dimensions of emotional intelligence (Empathy, Self -motivation, Self- 

consciousness, Self-control and Sociability), educational level interferes with Sociabilit y; the 

residential area and the practice of physical activity interfere in Self-control. 

The development of emotional intelligence improves self-esteem 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 

development and economic growth. Also, human capital is one of the major components of 

economic growth and development. So, there are some empirical evidences about relationship 

between financial development and human development. According to these studies, developed 

financial system affects human development by raising on investment in education and other socio 

economic instruments. So, this paper aims that to analyze the relationship between financial 

development and human development and specify the direction of relation. In this study, the 

relationship between financial development and human development has been analyzed in OECD 

countries from 2001 to 2015 by using panel causali ty test. When domestic credit to private sector 

(% of GDP) has used as financial development, human developed index has used as human 

development indicator. Based on our primitive findings and the other empirical evidences we 

expect that developed financial system affects human development positively and significant. 

Keywords:  Financial  Development,  Human  Development,  Panel  Causalit y  Test,  Economic 

Growth, OECD 

 
1.   INTRODUCTION 
Although the relationship between economic growth and financial development is not a new 

invention, economic growth and human development are also old phenomena. Bagehot (1873), 

Schumpeter (1911) and Gurley and Shaw (1955) started studying the relationship between 

financial development and economic growth years ago; however, economic historians including 

Davis (1965), Cameron (1967), and Sylla (1969) gave this relationship an actual empirical content. 

These scientists benefited from the historical experiences of the United Kingdom and the United 

States to, first of all, define the role of the financial system that opens the way for market 

leadership. From then on, macro- and developmental economists continued to examine this 

relationship with studies reducing the friction in the credit market and producing significant effects 

on the macroeconomic outcomes of the financial sector (Rousseau, 2003:81). 

In his study, Levine (1997) studied the relationship between financial development and economic 

growth of 77 countries between the years 1960-1989 and found a positive link between the 

variables as the result of horizontal section analysis. Levine and Zervos (1998), in their study on 

47 countries covering the years 1976-1993, found a strong and positi ve relationship between 

financial  development  and  economic  growth.  It  is  concluded  that  financial  factors  are  an 
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inseparable part of the process of growth. Leuintel and Khan (1999) used VAR analysis for 10 

country samples and obtained a bidirectional causality relationship between financial development 

and economic growth for all countries. The findings of Luintel and Khan (1999) in their study and 

the result for China in Shan and Jianhongôs study (2006) are parallel. As the result of Shan and 

Jianhongô study (2006), a bidirectional causality relationship between financial devel opment and 

economic growth that supports the view in the literature is ascertained. Kang and Sawada (2010) 

developed the internal growth model by bringing financial growth, human capital investments and 

external openness together. They have reached the conclusion that financial development and free 

trade increase economic growth by increasing the marginal utility of human capital investments. 

There are also some studies in the li terature claiming that there is no relationship between financial 

development and economic growth. Al-Tamimi et al. (2001) analyzed the relationship between 

financial development and economic growth for specific Arabic countries, and found a strong link 

between financial development and the real GDP in the long term, whereas he concluded with a 

weak Granger causality in the short term. Besides, no clear evidence regarding that financial 

development affects economic growth or financial development is affected by economic growth 

has been found. Deidda and Fattouh (2002) found a non-linear relationship between financial 

development and economic growth. 

However, in the literature the relationship between financial and human development has not been 

studied enough. On the other hand, although the direction of causation between human and 

financial development is unclear, it is known that by some empirical evidence, human development 

can support financial 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  economic  instruments.  Human  capital  is  multi - 

dimensional concept including such as education, health, nutrition, political and economic freedom 

and environment. However education is considered the main instrument for human capital 

development. Well educated people reach to information and eliminates to risk of financial system. 

In addition to this, there are not financial and other liquidity constrains in developed financial 

system and in this direction investment in socio economic elements can increase to support human 

capital development. 

Outrivelle (1999), found high positi ve correlations between financial development and human 

capital for 57 developing countries. Evans at al (2002), the study for 82 countries, found that the 

interaction between credit and human capital makes a signiýcant contribution to growth. De 

Gregorio and Gudiotti (1995), Pagano (1993), De Gregorio (1996) and Papagni (2006) found 

positi ve relationship between financial accumulation and human capital. Monacelli (2011), in his 

study on 44 countries between the years 1990-2005, used financial market dept and financial 

reform index variables as the indicators of financial development and human development index 

variable as the indicator of human development. According to the results, there is a positi ve and 

meaningful relation between the variables. Giri (2014), in his study for India between the years 

1980-2012 using ARDL model, studied the relation between human development index and money 

supply, 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 years 

1965-2005, used M2 variable as financial indicator and human capital variable as human 

development indicator, and they found a positi ve relation between the variables. On the other hand, 

Akmat, Zaman and Shukui (2013) found a positi ve relation between financial sector and human 

development for SAARC countries in their study in which they used FMOLS and DOLS analyses, 

whereas they concluded with a negative relation between human development and growth. 
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The negative relation is traced to the lack of education of human capital and the use of financial 

loans predominantly by the public sector. Figure 1 ill ustrate that domestic credit to private sector 

(% of  GDP) and human capital index for selected OECD countries. 
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Figure 1: Financial Development and Human Development for Selected Countries (World 

Bank:2016) 
 

When Figure 1 is analyzed, it is seen that financial development in Turkey has increased 

significantly since 2001. The same applies to Chili , Denmark and the USA. Considering the 

mortgage economic crisis in the World during this period, the decline in human development index 

is normal. Financial development, on the other hand, has a tendency of increase in Chil i and the 

USA in a similar way to that in Turkey, whereas there seems to be decrease in Denmark after 2007. 

Considering all these reasons, in this article, the relationship between financial development and 

human development wil l be analyzed.  The models will be estimated using yearly data from 2001 

to 2015 for OECD countries. 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 the variables above, relationship between the series wil l be analyzed with panel 

cointegration and causality tests. 
 

2.   DATA AND METHODOLOGY 
As regards to the data employed in this study, the annual data is collected for the period 2001-2015 

for the OECD countries. 

The variables used in this study covers Domestic Credit To Private Sector (% of GDP) as an 

indicator of financial development and Human Development Index has used 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 natural logarithms. 

The Model is written as follows: 
 
 

(1) 

InFDt ,i  = b0 

 

 

Where: 

+ b1 InHD 

FD: Domestic Credit to Private Sector (% of GDP) 

HD: Human Development Index 

The existence of relationship between variables and the direction of relationship wil l be study with 

Panel Cointegration Tests (Kao, Pedroni, FMOLS and DOLS) and Panel Causality Test. 

 
3.    EMPIRICA L RESULTS 

In the first stage of the study, to test of stationary of variables IPS and LLC which are generally 

used in literature will be implemented. The second stage of the study Panel Cointegration Test and 

Panel Causality Test wil l be analyzed. 

3.1.Unit Root Test 
IPS unit root test, was developed by Im, Pesaran and Shin (2003). Basically IPS unit root test is 

obtained by taking the average ADF unit root test calculated for all units in the panel. Testing 

hypothesis are as follows: 

H0 : bi  = 0 for all i, (2) 
 

H1 : bi à0, i = 1, 2,...., N1 , bi  = 0 , i = N1 +1, N1 + 2,....N (4) 
 

The formulation of alternative hypothesis refers to change in bi  for all unit in panel. Accordingly, 

each group unit root test is not zero, i.e., lim (N
1 

/ N ) = d , 0àd ¢ 1 . Therefore, IPS t-test statistic 
N ­¤ 

expressed as average of ADF test for each unit (Baltagi, 2005:242). 

 
Levin, Lin and Chu (LLC) (2002) assume that there are i = 1,......., N groups and each unit contains 

t = 1,.......,T  observation. In this case, each 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 parameters in error process vary among units. In LLC unit root test, null hypothesis 

express that time series includes a unit root for each unit and alternative hypothesis state that these 

series are stationary (Baltagi, 2005:240). 

Maintain hypothesis of LLC Panel unit root test is 

Ў��     =   ��   1 + Вὒ= 1 — ὒ Ў ��   ὒ +          +       ,     
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=  1,2,3. (3)
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Variables Constant Constant and Trend Constant Constant and Trend 

InFD -8.717* 0.0955 -5.020* 1.5648 

InHD -0.904** 0.456 -1.030 0.10526 

DFD 
DHD 

-3.297* 

-8.804* 
10.2152* 

6.770* 
-3.687* 

-4.409* 
4.84685* 

5.484* 

 

 

The test results are shown in Table 1 as all variables. According to test results, all variables are 

stationary at first level. So, the variables wil l be used as first differences in analyses. 
 

Table 1: Unit Root test Results 
 

 

LLC IPS 
 
 
 
 
 

 
ȹ is the first difference operator. The maximum lag lengths were set to 2 and Schwarz Bayesian Criterion was used to determine the optimal lag 

length. *  indicates statistical significance at 1% level of significance;**  indicates statistical significance at 5%t level of significance and ***  

indicates statistical significance at 10% level of significance 
 

 

4.   PANEL COINTEGRATION TEST 

After the unit root test of the series is done, 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 means that the variables wil l co -operate in the 

long-term and any imbalance that may occur in the short-term wil l improve in the long-term 

(G¿venek and Alptekin, 2010:180). Panel Cointegration Test, Kao Cointegration Test, FMOLS 

and DOLS tests used to analyze the long-term relation between variables are the most commonly 

used tests in the li terature. 

Kao (1999) suggested that Dickey Fuller (DF) and Augmented Dickey Fuller (ADF) unit root tests 

for error term (e) as a test for the null hypothesis which is that no cointegration (Baltagi, 2005:252). 

The Pedroni (1999) cointegration test provides test statistics consistent with various situations with 

fixed effects, variables determining the direction of internal tendency, and heterogeneous 

dynamics. In addition, it both includes appropriate tests consistent with autoregressive roots under 

the alternative hypothesis and allows the heterogeneity of autoregressive roots under the 

alternative hypothesis (Pedroni, 1999:654). 

The step after testing the existence of the cointegration relation between the variables is calculating 

the long-term parameters. For the purpose of estimating panel cointegration parameters, Panel 

FMOLS (Panel Fully Modified Ordinary Least Squares) and Panel DOLS (Panel Dynamic 

Ordinary Least Squares) estimators are developed (Erdem et al., 201:541). 

Panel FMOLS estimator incorporates the possible correlation between the error term, invariable 

and the differences of the explanatory variables, and allows heterogeneity between individual 

sections to a great extent. The nonparametric adaptation in this method is fixing the autocorrelation 

and the problem of internality. Panel DOLS estimator, on the other hand, explains the possible 

internalit y between the variables (Ozsoy, 2015:98). Kao and Pedroni Cointegration Test results 

are given in Table 2. 
 

 
 
 
 
 

Table following on the next page 
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Table 2: Cointegration 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-Statistic -1.573837 0.0578 
Between-Dimension   
Group rho-Statistic -0.588511 0.2781 

Group PP-Statistic -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; 5%, -1.1645; %1, -2.233   

As can be understood from the results in Table 2, there is a cointegration relation between the 

variables. According to Panel v, Panel rho, Panel PP, Panel ADF, Group rho, Group PP and Group 

ADF test statistics, the existence of the cointegration is clear. 

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 coeff icients of the variables 

are found. The results are given in Table 3. 

 
Table 3: FMOLS and DOLS Results of Countries 

(Continues on the next page) 
 

 Panel DOLS Panel FMOLS 

Countries INHD INHD 
Australia 2.924 (30.003)**  1.603(2.831)**  
Austria 0.213(2.102)***  -0.502(-1.504) 

Belgium 2.091(9.653)*  1.670(6.125)*  
Chile 4.499 (5.342)*  4.370(-3.530)*  
Czech Republic -1.269(0.730) -9.109 (1.668) 
Denmark 2.824(3.266)**  3.688 (3.040)**  
Finland 0.091(0.097) 0.593 (2.186)***  
France 0.055(0.064) 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)***  
I reland 4.880 (9.256)**  5.918 (2.199)**  
Israel 2.887 (7.071)*  2.026 (3.215)*  
I taly -0.570(-0.273) -0.433 (-0.628) 
Japan 1.735(5.112)*  0.718 (3.190)*  
Korea, Rep. 0.314 (0.411) -1.319 (-1.106) 
Luxembourg 2.880 (4.902)***  0.443 (0.616) 
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Mexico 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(1.495) 55.066 (1.727) 
Spain 1.168 (10.700)*  1.822 (2.901)**  
Switzer land 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 (3.558)*  

* indicates statistical significance at 1% level of significance;** indicates statistical significance at 5%t level of significance and *** ind icates 

statistical significance at 10% level of significance 
 

Based on the data obtained from the analysis, meaningful and positi ve results are found for 19 

countries. These countries are Australia, Belgium, Chili , Denmark, 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 one variable (X) helps to improve the 

forecasts of another variable (Y). The long-term equation is estimated to estimate the residual 

values at the first stage of Engel and Granger (1987) that has two stages. When the cointegrated 

variables are taken into consideration, Pesaran et al. (1999) estimates panel vector 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 Vector 

Error Correction Model (VECM) estimation applying VAR model with a delayed error correction 

term (Agir, et al. 2011:453). Test results are 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,  financ ial 

development is not the cause of human development. 
 
 

6. CONCLUSION 
In  the  literature,  there  are  more  empirical  studies  about  the  relationship  between  financial 

development and economic growth. According to these studies, empirical evidences indicate that 

a positive and significant relationship between financial development and economic growth. Also 

human capital is considered as major components to support economic growth. Thereby, the 

interaction between these components is important to promote economic growth. 

In this paper, the relationship between financial development and human development in OECD 

countries from 2001 to 2015 has been investigated. The empirical results show that financial 

development is positi vely correlated with human development. On the other hand, there is a 

unidirectional causalit y between the variables. The results obtained in this study coincide with the 

selected results obtained by Outrivelle (1999), Evans at al (2002), De Gregorio and Gudiotti 

(1995), Pagano (1993), De Gregorio (1996) and Papagni (2006), Monacelli (2011), Giri (2014). In 

the light of the data obtained from the analysis, it can be stated that human development is a one 

of reasons of financial development. 
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ABSTRACT 

Education's 'sine qua non' condition for the economic expansion of societies was highly underlined 

in the economic literature and research. Nonetheless, in most European countries the education 

is compulsory only for the primary stage and part of the secondary (around 9-10 grades), while 

the tertiary education is completely optional albeit it is a key instrument for human capital 

development and growth of knowledge-based economies. Following the European pattern, in 

Romania many higher education institutions are public, offering the possibili ty to study free of 

tuition fees or paying a reasonable amount of money. Nonetheless, the number of persons finishing 

this stage of learning is decreasing due both to a decline in enrolment and a high rate of abandon, 

causing an intensification 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 studentsô educational experience, in order to increase their recruitment chances and improve 

the retention rate. For this reason, the purpose of this paper is to assess the importance of various 

criteria related to studentsô higher education experience and to examine how this changes over 

time. The marketing research method is a longitudinal quantitative survey, covering the same 

population in 2006, 2010 and 2014. Our result have revealed that all the factors considered in the 

study have a medium to high importance for the students and, with few exceptions, maintain their 

level of importance over time. 

Keywords: educational marketing, higher education, longitudinal marketing research, Romania, 

student's expectations 

 
1. INTRODUCTION 
The relationship between education and economic expansion of societies has been a central point 

of interest in the economic literature and research (Beĸkaya, Savaĸ, ķamiloglu, 2010), inspiring 

the construction of several models which confirm that education affects the economic growth, but 

lack a consensus on how and why (Johnes, 2006). The dissensions in this field are also fuelled by 

studies examining the effect of quantity or quality of education on the economic development 

(Minica, 2016; Cooray, 2009). 
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There is a large body of literature revealing that education contributes to economic prosperity of 

nations through outcomes as enhancement of labour productivity, rise of personal income, 

increment of employment opportunities, positive effect on the quality of li fe for the community 

(NeamŞu, 2015; Amarasinghe, Ratnayake, 2009). Nevertheless, this role of knowledge (through 

education) is recognized not only by theoreticians, but also by practitioners and major international 

economic and financial institutions (eg. World Bank, IMF, OECD) and has been emphasized even 

in the EU strategies Lisbon Agenda 2000-2010 and Europe 2020. The Lisbon strategic goal to 

transform EU into ñthe most competiti ve and dynamic knowledge-based economy [...] capable of 

sustainable economic growthò (European Parliament, 2000), signalled the necessity of shifting 

from an industrial economy grounded on low-skilled labor towards an economy where production 

and services lean on knowledge-intensive activities that require greater reliance on intellectual 

capacities (Macerinskiene, Vaiksnoraite, 2006). The Europe 2020 agenda reiterated the role of 

education, but acknowledges that tertiary education is a key asset for human capital development 

and growth of knowledge-based economies, as knowledge received through higher education can 

lead to research and innovation, better use of new technologies, entrepreneurship opportunities, 

increased labor market insertion, higher income, high-level skill s (Minica 2016; Amarasinghe, 

Ratnayake, 2009; Macerinskiene, 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 at 15-18 years), while the tertiary education is completely optional (European 

Commission, 2015b). As regards Romania, the compulsory education lasts until the age of 17 

(European Commission, 2015b); however, in order to encourage young people (and not only) to 

pursue tertiary education, the Romanian educational system follows the European pattern, 

providing a multitude of public higher education institutions (54) beside private ones. In this way, 

the access to tertiary education is facili tated by the possibilit y to study free of tuition or paying a 

reasonable amount of money. According to European Commission Tuition Report (on public or 

government-dependent private higher education institution, 2015a) in Romania, in the academic 

year 2014/2015, most of the students were benefi ting on state-funded places, whilst 38% of 

students in first cycle and 30% in second cycle were paying tuition fees; amounts ranged from 530 

to 880 Euro/year - 1st cycle, respectively from 570 to 1100 Euro/year - 2nd cycle for social science 

and technical fields (as basis of comparison, the average net wage was 410 Euro/month, INSSE, 

2016). After the collapse of the communist regime in Romania, the demand for higher education 

increased dramatically, fuelled by the expansion of public and private universities (Pierson, Odsliv, 

2012). Yet, the current statistics on Romanian tertiary education are worrisome as the number of 

persons finishing this stage of learning is constantly decreasing due both to a decline in enrolment 

and a high rate of abandon. The ANOSR 2015 report highlights that the number of bachelor 

students has dropped by 45.32%, from 907353 in the university year 2007/2008 to 411229 in 

2014/2015. A halved university enrolment rate cumulated with a dropout rate 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 dropout rate vary significantly between the Romanian higher institutions; Eg. compared to 

year 2007/2008, USAMV Bucharest has registered a relative constant number of students, for 

UAIC Iaĸi the number was halved, UTI Iaĸi registered a decrease by 25 %, etc. (Vaduva, 2016; 

Hopulele, 2016). 

The shrinking pool of potential students is a result of several factors: a) the continuing decline of 

birth rate which reached in 2013 the lowest peak since World War II, b) the migration of families 

with children to other countries which also involves leaving the Romanian educational system, c) 



195 

 
 

18th International Scientific Conference on Economic and Social Development ς 
άBuilding Resilient Societyέ ς Zagreb, Croatia, 9-10 December 2016 

 

 

 

the decline in interest for tertiary studies, d) a reduction in the ability to fulfil the mandatory 

condition for faculty enrolment, as the number of high school graduates which donôt pass the 

baccalaureate exam has dropped sharply due to weak pre-university preparation collaborated with 

video supervision of examination since the school year 2010/2011, e) the Bologna Declaration 

which allowed a greater international mobilit y, but lead to a negative 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-Street.ro, 2014). 

 
On the other hand, the high dropout rate is rather a consequence of: a) inherited problems from 

pre-university system generated by a weak preparation throughout primary and secondary 

education, a situation confirmed by the low performances of Romanian high-school students to the 

PISA OCDE tests ï for this reason, students cannot cope with the demands of tertiary education, 

b) financial diff iculties encountered by students, confirmed as a main reason for abandon by 35% 

of the respondents included in 2012/2013 ANOSR studyï same organisation underlined that the 

support of Government for students from socio-economic disadvantaged background is limited 

and ineffective, thus is requested a higher number of state-funded places for social cases, more 

consistent social scholarship, free meals in university cafeteria and accommodations in dorms, etc., 

c) wrong choice of field of study or faculty ï the study conducted in 2012/2013 by ANOSR, 

revealed that for 41% of respondents this was the main reason for school dropout, d) diff iculties 

in adapting to the academic environment or the group, e) lack of confidence in the quality of 

education (Nicolescu, 2016; ANOSR, 2016; ANOSR, 2012). 

 
Even though the number of prospective students has decreased and the rate of abandon reached 

high levels, the number of Romanian universities and faculties has stayed relatively constant, 

leading to an intensification, without precedent, of the competition in the market of the higher 

education services. The public financing shift from a system based on the amount of university 

inputs (staff,  administration, etc.) to one based on number of students (ARACIS, 2013), transforms 

this exacerbated competition between higher institutions into a real fight for survival. In this 

context, it becomes essential for all higher education managers to identify the key-factors that 

define their studentsô educational experience, in order to take future actions that may increase their 

recruitment chances and improve the retention rate. For this reason, the purpose of the present 

paper is to assess the importance of various criteria related to studentsô higher education experience 

and to examine how importance changes over time. 

 
2. LITERATURE REVIEW 
The survey of the literature reveals a well established interest in the analysis of key-factors that 

have impact on studentôs educational experience. However, on the one hand, the landscape of 

higher education is constantly changing, and with it, the students and the factors that may influence 

their academic experience. On the other hand, the studies identified in the literature focus more on 

investigating studentôs perceived quality and level of satisfaction with different criteria (related to 

educational experience), and less on establishing the importance of these factors. Additionally, can 

be added the observation that the longitudinal approach is less frequent in the higher education 

literature. In this context, the present study should be considered opportune. 

Educational experience is a multidimensional construct and previous studies proposed a multitude 

of factors that may have impact on. For the present study we have selected a set of criteria that, 

based on li terature review, we consider to be the most relevant (Table 1). 
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Table 1: Literature review on criteria used for studentôs academic experience analysing 

(Continues on the next page) 
Admission 

process - 

Information 

Importance (Elliot,  Healy, 2001; Ivy, 2008; Silva, Fernandes, 2011) 
Satisfaction (Ell iot,Healy, 2001) 

Admission 

process - Staff 
Importance (Elliot, Healy, 2001; Munteanu et al, 2010) 
Satisfaction (Ell iot,Healy, 2001; Munteanu et al, 2010) 

Faculty 

reputation and 

image 

development 

Importance (Angell  et al, 2008; Chen, 2016; Galeeva, 2016; Ivy, 2008; Lakkoju, 2016) 

Expectations (ņonlagiĺ, Fazliĺ, 2015; Galeeva, 2016) 

Perception (Angell et al, 2008; Brochado, 2009; Chen, 2016; ņonlagiĺ, Fazliĺ, 2015; Faizan 

et al, 2016;Gamage et al, 2008; Joseph, Joseph,1997;Lakkoju, 2016) 

Management 

team responsible 

for students 

Importance (Angell  et al, 2008; Ivy, 2008; Galeeva, 2016) 
Expectations (Galeeva, 2016; Sahney et al, 2004) 
Satisfaction (Arif et al, 2013) 

Administrative 

staff  responsible 

for students 

Importance (Brochado, 2009; Chen, 2016; Ell iot, Healy, 2001; Galeeva, 2016; Lakkoju, 
2016; Munteanu et al, 2010; Silva, Fernandes, 2011; Yildiz, 2014) 
Expectations (ņonlagiĺ, Fazliĺ, 2015; Galeeva, 2016; Sahney et al, 2004; Shekarchizadeh et 

al, 2011) 
Satisfaction (Ell iot, Healy, 2001; Munteanu et al, 2010; Yussof et al., 2015) 
Quality (Annamdevula, Bellamkonda, 2016; Brochado, 2009; Chen, 2016; ņonlagiĺ, Fazliĺ, 
2015; Faizan et al, 2016; Gamage et al, 2008; Lakkoju, 2016; Petruzzellis et al, 2006; Sahney 

et al, 2004; Shekarchizadeh et al, 2011;Silva, Fernandes, 2011; Yildiz, 2014) 
Educational 

process 

- training of 

teaching staff 

Importance (Angell  et al, 2008; Chen, 2016; Douglas et al, 2006; Elliot, Healy, 2001; Ivy, 
2008;   Galeeva, 2016; Jaafar et al, 2016; Lakkoju, 2016; Munteanu et al, 2010; Silva, 

Fernandes, 2011; T·th et al, 2013) 
Expectations (ņonlagiĺ, Fazliĺ, 2015; Galeeva, 2016; Narang, 2012; Sahney et al, 2004) 
Satisfaction (Arif et al, 2013; Douglas et al, 2006; Elliot, Healy, 2001; Munteanu et al, 2010; 

Yussof et al., 2015) 
Quality (Angell  et al, 2008; Annamdevula, Bellamkonda, 2016; Brochado, 2009; Chen, 2016; 
ņonlagiĺ, Fazliĺ, 2015; Faizan et al, 2016; Gamage et al, 2008; Lakkoju, 2016; Narang, 2012; 

Petruzzellis et al, 2006; Poon, Brownlow, 2015; Sahney et al, 2004; Silva, Fernandes, 2011; 
T·th et al, 2013) 

Educational 

process 

- Syllabus 

Importance (Angell  et al, 2008; Brochado, 2009; Chen, 2016; Douglas et al, 2006; Elliot, 

Healy, 2001; Galeeva, 2016; Jaafar et al, 2016; Lakkoju, 2016; Munteanu et al, 2010; Silva, 
Fernandes, 2011; T·th et al, 2013; Yildiz, 2014); 
Expectations (ņonlagiĺ, Fazliĺ, 2015; Galeeva, 2016; Narang, 2012; Sahney et al, 2004) 
Satisfactions (Arif et al, 2013; Douglas et al, 2006; Ell iot and Healy, 2001; Munteanu et al, 
2010; Yussof et al., 2015), 
Quality (Angell  et  al, 2008; Annamdevula, Bellamkonda,  2016; Chen, 2016; ņonlagiĺ, 

Fazliĺ, 2015; Faizan et al, 2016; Gamage et al, 2008; Lakkoju, 2016; Narang, 2012; 

Petruzzellis et al, 2006; Poon, Brownlow, 2015; Sahney et al, 2004; Silva, Fernandes, 2011; 

T·th et al, 2013; Yildiz, 2014) 
Education 

process 

- Examination 

policy 

Importance (Elliot, Healy, 2001; Chen, 2016; Jaafar et al, 2016; Munteanu et al, 2010) 
Expectations (Sahney et al, 2004) 
Satisfaction (Arif et al, 2013; Munteanu et al, 2010; Yussof et al., 2015) 
Quality (Annamdevula, Bellamkonda, 2016; Chen, 2016; Poon, Brownlow, 2015; Sahney et 
al, 2004) 

International 

cooperation 
Importance (Ivy, 2008; Munteanu et al, 2010; Silva, Fernandes, 2011) 

Satisfaction (Munteanu et al, 2010) 
Quality (Annamdevula, Bellamkonda,2016; Petruzzellis et al, 2006; Silva,Fernandes, 2011) 

Scholarships Importance (Silva, Fernandes, 2011) 
Quality (Gamage et al, 2008; Petruzzellis et al, 2006; Silva, Fernandes, 2011) 
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Tutors Importance (Angell  et al, 2008; Elliot, Healy, 2001) 

Satisfaction (Ell iot, Healy, 2001) 
Quality (Angell  et al, 2008; Gamage et al, 2008; Petruzzellis et al, 2006) 

Campus 

-  Facil ities  and 

atmosphere 

Importance (Angell  et al, 2008; Brochado, 2009; Chen, 2016; Douglas et al, 2006; Elliot, 

Healy, 2001; Galeeva, 2016; Lakkoju, 2016; Silva, Fernandes, 2011; Yildiz, 2014) 
Expectations (ņonlagiĺ, Fazliĺ, 2015; Galeeva, 2016; Narang, 2012; Sahney et al, 2004; 
Shekarchizadeh et al, 2011) 
Satisfaction (Arif et al, 2013; Douglas et al, 2006; Elliot and Healy, 2001; Yussof et al., 2015) 

Quality (Angell  et  al, 2008; Annamdevula, Bellamkonda, 2016; Chen, 2016; ņonlagiĺ, 
Fazliĺ, 2015; Gamage et al, 2008; Lakkoju, 2016; Narang, 2012; Yildiz, 2014) 

Campus 

- Staff 
Importance (Chen, 2016) 

Quality (Annamdevula, Bellamkonda, 2016; Chen, 2016) 

Campus 

- Dorms 
Importance (Angell  et al, 2008; Ivy, 2008; Silva, Fernandes, 2011) 

Expectations (Narang, 2012) 
Quality (Angell  et al, 2008; Brochado, 2009; Annamdevula, Bellamkonda, 2016; Joseph, 
Joseph,1997; Gamage et al, 2008; Narang, 2012; Petruzzellis et al, 2006; Silva, Fernandes, 

2011) 
Utilit ies 

- Computer lab 
Importance (Angell  et  al, 2008; Douglas et  al, 2006; Galeeva, 2016; Ivy, 2008; Silva, 
Fernandes, 2011) 

Expectations (ņonlagiĺ, Fazliĺ, 2015; Galeeva, 2016; Jackson et al, 2011; Narang, 2012) 
Satisfaction (Arif et al, 2013; Douglas et al, 2006; Yussof et al., 2015) 

Quality (Angell  et al, 2008; Annamdevula, Bellamkonda, 2016; Gamage et al, 2008; Jackson 
et al, 2011; Narang, 2012; Petruzzellis et al, 2006; Poon, Brownlow, 2015; Silva, Fernandes, 

2011) 
Utilit ies 

- Cafeteria 
Importance (Douglas et al, 2006; Galeeva, 2016; Joung et al, 2014; Silva, Fernandes, 2011) 
Expectations (Galeeva, 2016) 
Satisfaction (Douglas et al, 2006; Yussof et al., 2015) 

Quality (Annamdevula, Bellamkonda, 2016; Silva, Fernandes, 2011) 
Utilit ies 

- Webpage 
Importance (Angell  et al, 2008; Ivy, 2008; Silva, Fernandez, 2011; Yildiz, 2014) 
Quality (Angell  et al, 2008; Annamdevula, Bellamkonda, 2016; Yildiz, 2014) 

Library Importance (Angell  et al, 2008; Douglas et al, 2006; Elliot, Healy, 2001; Galeeva, 2016; 

Munteanu et al, 2010; Silva, Fernandes, 2011; Yildiz, 2014); 

Expectations (Galeeva, 2016) 
Satisfaction (Douglas et al, 2006; Elliot, Healy, 2001; Munteanu et al, 2010; Yussof et al., 

2015) 

Quality  (Angell  et  al,  2008;  Annamdevula,  Bellamkonda,  2016;  Gamage  et  al,  2008; 

Petruzzellis et al, 2006; Poon, Brownlow, 2015; Silva, Fernandes, 2011; Yildiz, 2014) 

Other util ities Importance (Angell  et al, 2008; Elliot, Healy, 2001; Galeeva, 2016; Lakkoju, 2016; Yildiz, 

2014) 
Satisfaction (Ell iot, Healy, 2001) 
Quality (Angell  et al, 2008; Brochado, 2009; Gamage et al, 2008; Joseph, Joseph,1997; 

Lakkoju, 2016; Petruzzellis et al, 2006; Poon and Brownlow, 2015; Yildiz, 2014) 

Students'   li fe   - 

leisure activities 
Importance (Angell  et al, 2008; Douglas et al, 2006; Elliot, Healy, 2001; Galeeva, 2016; 

Lakkoju, 2016; Silva, Fernandes, 2011; Yildiz, 2014) 
Expectations (Galeeva, 2016; Narang, 2012) 
Satisfaction (Arif et al, 2013; Douglas et al, 2006; Elliot, Healy, 2001; Gamage et al, 2008; 
Petruzzellis et al, 2006; Yussof et al., 2015) 
Quality (Angell  et al, 2008; Brochado, 2009; Joseph, Joseph,1997; Lakkoju, 2016; Narang, 

2012; Silva, Fernandes, 2011; Yildiz, 2014) 



198 

18th International Scientific Conference on Economic and Social Development ς 
άBuilding Resilient Societyέ ς Zagreb, Croatia, 9-10 December 2016 

 

 

 

3. RESEARCH METHODOLOGY 
The research method was a personal structured quantitative survey assisted by a questionnaire as 

a data-gathering instrument. Our study has a longitudinal approach as it covers the same population 

in 2006, 2010 and 2014 ï the equivalent of three generations of students. The statistical universe 

was embodied by the undergraduate students from Faculty of Economics and Business 

Administration of Cluj-Napoca, the biggest faculty of the biggest and most prestigious university 

in Romania. The sample was selected using the quota sampling method, dividing the population 

into subgroups according to year of study and specialization. Data was collected on the premises 

of the faculty, reaching to a number of 490 (in 2006), 506 (in 2010), respectively 475 (in 2014) 

valid questionnaires. 

 
The survey questionnaire assessed the perceived importance of the following criteria: admission 

process (information, staff), faculty reputation and image development, management team 

responsible for students, administrative staff  responsible for students, educational process (training 

of teaching staff, syllabus, examination policy), international cooperation, scholarships, tutors, 

campus (facilities and atmosphere, staff, dorm), library, utilities (computer lab, cafeteria, webpage, 

other util ities) and student's li fe (leisure activities). Responses were measured on a six-point scale, 

ranging from 1 ï not at all important to 6- very important. 

 
4. RESEARCH FINDINGS 
Key results presented in Table 2 have revealed 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 campus 

staff in 2006) and 5.46 (for educational process - training of teaching staff in 2010). Based on the 

results, we can underline that the top five most important criteria which define studentsô higher 

education experience includes educational Process ï Training of teaching staff  (5.37 to 5.46), 

Admission process - Staff  (5.202 to 5.36), Educational process ï Syllabus (5.315 to 5.41), 

Educational process ï Examination policy (5.295 to 5.41) and Scholarships (5.15 to 5.335), while 

the less important criteria are the Campus - Staff  (4.517 to 4.923), Campus ï Facilities and 

atmosphere (4.59 to 5.133), Other utilities (4.8 to 4.978), Studentôs li fe ï Leisure activities (4.8 to 

5.035) and Tutors (4.81 to 5.128). Thus, the most important criteria are related especiall y to 

teaching, whereas the least important ones focus on non-teaching aspects. 

 
Regarding how the importance of criteria describing studentôs higher 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 following 

criteria are relatively constant through time, having fluctuations in importance lower than 0.2: 
Admission process ï Information ( 0U.037 ï constant increment between 2006-2010-2014), Management team responsible for students ( 0U.055 , 0W.020 ï fluctuations, with increase for 2006- 
2010 and decrease for 2010-2014), Administrative staff  responsible for students ( 0U.012, W 0.006),

 
Educational process ï Training of teaching staff ( 0U.088, W 0.09), Educational process ï Syllabus

 
( 0U.081, 0W.095), International cooperation ( 0W.047, 0U.06), Scholarships ( 0U.185), Admission

 
process ï Staff  ( 0U.158), Educational process ï Examination policy (  U0.14, W  0.098), Library (ᵁ

 
0.184, W  0.138), Util ities ïWebpage ( 0U.17, W 0.06), Utilities ï Cafeteria ( 0U.001, W 0.144), Other

 
util ities ( 0U.11, W 0.178).
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In some cases, more important variations have been registered. Thus, we have a more significant 

continuous increase for: Campus - Facilities and atmosphere from 4.59 in 2006 to 5.133 in 2014 

( 0U.543), Campus ï Staff  from 4.517 in 2006 to 4.923 in 2014 ( 0U.406), Campus ï Dorm from
 

4.805 in 2006 to 5.173 in 2014 (  U0.368), Tutors from 4.81 in 2006 to 5.128 in 2014 ( 0U.318),
 

respectively Faculty reputation and image development from 4.996 in 2006 to 5.226 in 2014 
( 0U.23). To these can be added another criterion with a significant up and down fluctuation that

 
led to a higher value in 2014 comparing to 2006, namely the Student's li fe ïLeisure activities 
( 0U.235, 0W.047). Contrariwise, the factor Utili ties ï Computer lab has registered an important continuous decrease, from 5.31 in 2006 to 4.7 in 2014 ( 0W.61). As an observation, we can argue 
that even if various non-teaching aspects rank last in importance, their level of importance has 
increased over time, placing them among the factors with the highest increment. 

 
Table 2: Importance mean values for groups of criteria ï year 2006, 2010 and 2014 

 
 Mean 

 2006 2010 2014 
Admission process ï Information 5.15 5.187 5.187 
Admission process - Staff 5.202 5.346 5.36 
Faculty reputation and image development 4.996 5.189 5.226 
Management team responsible for students 5.23 5.175 5.155 
Administrative staff responsible for students 5.226 5.238 5.232 
Educational process ï Training of teaching staff 5.372 5.46 5.37 
Educational process ï Syllabus 5.329 5.41 5.315 
Educational process ï Examination policy 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 
Campus ï Facilities and atmosphere 4.59 5.007 5.133 
Campus ï Staff 4.517 4.857 4.923 
Campus - Dorm 4.805 5.055 5.173 
Library 5.074 5.258 5.12 
Utilit ies  - Computer lab 5.31 5.05 4.7 
Utilit ies  - Cafeteria 5.216 5.217 5.073 
Utilit ies - Webpage 4.998 5.168 5.108 
Other util ities 4.868 4.978 4.8 
Studentsô li fe - Leisure activities 4.8 5.035 4.988 

 

In order to better understand the evolution of importance value across time, the analysis wil l also 

focus on sub-criteria that form the factors related to studentsô higher education experience. In the 

case of Admission process ï Information ( 0U.037), two sub-criteria are slightly more important,
 

as students want to have access to complete admission information on flyers and website. The 
importance constancy through time is a result of very low importance value fluctuations for all 

sub-criteria between 2006 and 2014 (Appendix 1). Regarding the Admission process ï Staff  

( 0U.158), it can be noticed that for three sub-criteria the increment in importance is more visible,
 

meaning that there is a tendency among students to give higher importance to the personnel 
involved in the admission process, requesting for helpful staff  with information, with registration 

and that answers accordingly to their needs. Nonetheless, the most important sub-criterion for 
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students is to interact with well informed admission staff  (Appendix 1). For Faculty reputation and 

image development ( 0U.23), students give the highest importance to reputation of the faculty in
 

their study field and in community, respectively to correct and equal treatment of students. In 
particular, it can be observed in 2006 ï 2014 a slight decrease in the importance of reputation sub- 

criteria (faculty - good reputation in community, reputation in my field). Less important sub- 

criteria focus on faculty promotional activities (use of promotional material, Open day) and pride 

or sense of belonging to the faculty. Yet, evolution through time indicates a low increase 

importance associated to sense of belonging to the faculty and a very significant increment in the 

importance of sub-criteria linked to faculty promotional activities (Appendix 1). With respect to 

the Management team responsible for students ( 0U.055, W 0.020), it can be underlined that students
 

put more accent on sub-criteria expressing studentsô involvement and representation in faculty 
decision making, than on those describing the faculty management staff. Conse quently, the least 

important aspect is the reasonable tax policy implemented by the faculty management staff. 

However, when considering the evolution through time, it stands out a slight decrease in the 

importance of studentsô representation in the faculty management (Appendix 1). As regards the 

Administrative staff  responsible for students ( 0U.012, 0W.006), we have to acknowledge that
 

students wish to have contact with amiable and helpful secretary, capable to offer pertinent 
information and solve promptly their requests. Less importance is given to the waiting time at 

secretaryôs office, respectively to the administratorôs amiability and helpfulness. Even so, the last 

mentioned sub-criterion is characterized by a significant increment in the importance value 

(Appendix 1). Considering the Educational process ï Training of teaching staff  ( 0U.088, 0W.09),
 

it can be emphasized that students give more importance to sub-criteria related to teaching staffôs 
skill s as adequate vocabulary, capacity to explain, abil ity to answer easily to questions, general 

quality of teaching and excellent training for specialized courses. However, in the case of teaching 

staff  capacity to explain, the evolution through time indicates a significant continuous decline in 

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 

teaching. The least important sub-criterion is the involvement of speciali sts from companies in the 

teaching activity, even though its evolution knows significant up and down fluctuations through 

the period of analysis (Appendix 1). In case of Educational process ï Syllabus ( 0U.081, 0W.095),
 

students consider that the most important aspect is the possibilit y to do internships in companies. 
Relative similar importance value is given to courses valuable content, interactivity and up to date 

information, adequate number of courses and existence of computer labs during practical courses. 

However, both course content value and information up to date are characterized by a slight 

decrease in the importance through time. Less importance is attributed to the possibilit y to choose 

the desired courses and to practical 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 process ï Examination policy (  U0.14,  W0.098), it can be noticed that for three sub-
 

criteria the importance takes similar values, as students expect professors to indicate the evaluation 
objectives, to communicate quickly the exam results and to take into consideration their discontent 

on evaluation. A slightly lower importance is given to clear regulation about transferable credits, 

yet  its  value  has  the  most  visible  increment  through  time  (Appendix  1).  For  the  criterion 

International cooperation ( 0W.047, 0U.06), students give the highest importance to the possibilit y
 

to study abroad and to provision of clear information necessary for the international academic 
mobil ity. Slightly less important sub-criteria focus on provision of complete information and on 

prompt announcement of these mobili ties. All sub-criteria have a very low importance value 
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fluctuation between 2006 and 2014 (Appendix 1). With reference to the Scholarships ( 0U.185),
 

the importance low increment through time is a result of a slightly increase in importance for both 
sub-criteria, between 2006 and 2014. Nevertheless, the evolution is more obvious for prompt 

announcement  of  scholarships,  than  for  clear  regulation  sub-criterion  (Appendix  1).  The 

significant increase of importance for Tutors ( 0U.318) can be explained by a significant increment
 

in the importance value for all sub-criteria through the period of analysis. Even so, the most 
important for students is to have accessible tutors and tutors well informed on requirements in their 

field of study (Appendix 1). As regards the Campus - Facilities and atmosphere ( 0U.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 expect to be quiet and safe, well maintained and to offer a general 

pleasant experience. Other sub-criteria have a slightly lower importance, but a notable evolution: 

thus students want to feel welcomed in the campus, to have access to complete information during 

the recruitment process and a more reasonable campus regulation (the last sub-criterion has the 

highest increment between 2006-2014) (Appendix 2). For the Campus ï Staff  ( 0U.406), we have
 

a similar situation, as the significant increment in importance is also a consequence of a continuous 
increase of importance for each sub-criterion between 2006 and 2014. Yet, even all evolutions are 

significant, one of the sub-criteria has a lower importance comparing to most sub-criteria analysed, 

meaning that students are less interested to have a campus administrator concerned about them as 

individuals.  They  seek  for  amiable  and  helpful  campus  staff  and  competent  medical  staff  

(Appendix 2). In the case of Campus ï Dorm (  U0.368), the significant increment in importance is
 

as well determined by a continuous increase of importance value for each sub-criterion. Based on 
the level of importance, we can state that studentsô main preoccupation concerns the spatial 

dimension of campus dorms, as they want spacious dorms or with maximum two beds (these sub- 

criteria also have the highest increment between 2006-2014). It is slightly less important how 

bright are the dorms and if are taken into consideration studentsô discontent on ac commodation 

(Appendix 2). The Utilities - Computer Lab ( 0W.61) significant decrease in importance through
 

time is a result of continuous decrease of importance value for both sub-criteria (Appendix 2). This 
tendency highlights that students have a lower interest in computer labs and a peculiarly reduced 

interest to access the computer labs when are not scheduled for class (the lowest value registered 

for  sub-criteria  in  2014).  Considering the  Utili ties  ï  Cafeteria  ( 0U.001,  W 0.144),  it  can  be
 

emphasized that students give the highest importance to cafeteria cleanness, followed by staff  
amiableness, accessible price, quality of the products and appropriate number of seats. The least 

important sub-criteria are the waiting time and the assortment width, both being characterised by 

a decrease in the importance between 2006 and 2014. However, when considering the evolution 

through time, it stands out that most sub-criteria have a slight decrease in the importance value 

(Appendix 2). With respect to the Util ities ïWebpage ( 0U.17, 0W.06), it can be underlined that
 

students put more accent on finding complete information on the curriculum and studentsô 
timetable. Slightly less important are the complete information on professorsô consulting schedule, 

employment offers, international academic mobil ity and regulation about transferable credits. Yet, 

evolution through time indicates for most sub-criteria an increase in the importance value between 

2006-2010  and  relatively similar  importance  values between  2010-2014  (Appendix  2).  The 

criterion Library (  U0.184,  W0.138) is characterised by fluctuations of importance value in the
 

evolution through time, as all sub-criteria have an increase in the importance between 2006-2010 
and a decrease in importance between 2010-2014. Nonetheless, students give the highest 

importance to the appropriate equipment and slightly lower importance to library personnel, 
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number of seats, possibility to duplicate materials and convenient schedule (Appendix 2). In the 

case of Other util ities ( 0U.11, 0W.178), it can be noticed that students put more accent on the
 

existence of consulting services on choosing a career and on the information provided by a student 
guide. Significant less importance is attributed to the personal e-mail address offered by the faculty 

and for the possibilit y to pay taxes using bank transfer. Evolution through time indicates also up 

and down fluctuations with the except of sub-criterion related to consulting services on choosing 

a career which registered a continuous significant decrease in importance value (Appendix 2). Up 

and down fluctuations are also registered for the criterion Student's li fe ïLeisure activities ( 0U.235,
 

0W.047). Although the sub-criteria reflect aspects associated to leisure activities, the importance
 

values are among the lowest registered in the study, indicating a limi ted interest of students for 
leisure activities bounded to the faculty. Even if all sub-criteria have similar importance value in 

2014, when considering the evolution through time it stands out a significant increase in the 

importance of the possibil ity to enrol into a student organization (Appendix 2). 

 
5. CONCLUSION 
According to our analysis, in each year of research (2006, 2010 and 2014), all criteria considered 

to evaluate student's educational experience received a medium to high importance. The most 

important five criteria are related especially to teaching (Educational Process ï Training of 

teaching staff, Admission process ï Staff, Educational process ï Syllabus, Educational process ï 

Examination policy and Scholarships), while the less important ones, yet with a medium to high 

importance, focus on non-teaching aspects (the Campus ï Staff,  Campus ï Facilities and 

atmosphere, Other utilities, Studentôs li fe ï Leisure activities and Tutors). The longitudinal 

approach revealed 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, Campus ï Staff, Campus ï Dorm, Tutors, 

Faculty reputation and image development and Student's li fe ïLeisure activities, whilst for Utili ties 

ï Computer lab has been registered a more important decrease. In the light of these outcomes, we 

can argue that even if various non-teaching aspects rank last in importance, their level of 

importance has increased over time, placing them among the factors with the highest increment. 

Consequently, in order to be able to provide high quality educational experiences and to 

differentiate from competitors, higher education managers need to understand that an orientation 

focused especially on teaching aspects is not enough anymore. Their strategic vision should be 

extended to include also criteria that often receive less attention from the academic m anagement 

(eg. cafeteria, campus, 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 subcriteriaï year 2006, 2010 and 2014 (Part I) 

  Mean 

  2006 2010 2014 
 

Admission process - 

Information 

Admission information on flyers - complete 5.34 5.26 5.27 
Admission information on phone - complete 4.85 5.07 4.99 
Admission information on website - complete 5.26 5.23 5.3 

 

 
Admission process - 

Staff 

Admission staff ï well informed 5.37 5.39 5.39 
Admission staff - helpful 5.24 5.35 5.35 
Admission staff ï answers accordingly to potential studentsô needs 5.11 5.31 5.36 
Staff with information ï helpful 5.14 5.32 5.32 
Staff with registration - helpful 5.15 5.36 5.38 

 
 
 
 

Faculty reputation and 

image development 

Most students - have a sense of belonging to the institution 4.74 5 4.96 
Every student - is treated equally 5.44 5.25 5.41 
Students - feel welcomed to the faculty 5.22 5.27 5.34 
Every student - is treaded correctly 5.46 5.4 5.42 
It is important to be proud to belong to the faculty 5.07 5.23 5.21 
The education institution - good reputation in the community 5.53 5.37 5.39 
Faculty ï has a reputation in my study field 5.51 5.4 5.43 
Faculty ï promotes the image using promotional material 3.71 4.93 4.86 
Faculty ï organizes ñOpen dayò 4.28 4.85 5.01 

 

 
Management team 

responsible for 

students 

Faculty management staff  ï accessible 5.22 5.13 5.1 
Faculty management staff  ï reasonable policy of taxing 4.93 5.07 4.88 
Faculty management staff - solve promptly studentsô requests 5.24 5.16 5.17 
Students - represented in the faculty management 5.37 5.17 5.2 
Studentsô representative ï informs promptly the students 5.27 5.22 5.21 
Students - involve in dorms distribution 5.35 5.3 5.37 

 
Administr ative staff 

responsible for 

students 

Administrator ï amiable and helpful 4.78 5.02 5.03 
Secretary ï reasonable waiting time 5.11 5.09 5.1 
Secretary ï amiable and helpful 5.41 5.31 5.29 
Secretary ï offers pertinent information 5.37 5.38 5.38 
Secretary ï solve promptly studentsô requests 5.46 5.39 5.36 

 
 

 
Educational process - 

Tr aining of teaching 

staff 

Teaching staff ï involves specialists from companies in teaching activity 5.02 5.32 5.08 
Teaching staff - has the capacity to explain 5.71 5.6 5.52 
Teaching staff - answers easily to students questions 5.59 5.53 5.51 
Teaching staff ï has adequate vocabulary 5.47 5.56 5.45 
Teaching staff ï provides textbooks 5.31 5.39 5.28 
Teaching staff ï respects the timetable 5.04 5.38 5.29 
Excellent training - specialized courses 5.39 5.41 5.41 
Quali ty of teaching ï excellent for most courses 5.49 5.46 5.44 
Studentsô discontent on teaching - taken into consideration 5.33 5.46 5.35 

 
 

 
Educational process - 

Syllabus 

Courses - valuable content 5.57 5.49 5.39 
Courses - interactivity 5.26 5.46 5.32 
Practical courses - based on case studies 4.99 5.35 5.22 
Courses - information is up to date 5.56 5.5 5.39 
Computer labs - available during practical courses 5.29 5.27 5.32 
Students - may choose the desired courses 5.24 5.29 5.25 
Number of courses ï adequate 5.24 5.43 5.36 
Students ï possibili ty to do  internships in companies 5.48 5.5 5.45 

 
Educational process - 

Examination policy 

Student evaluation ï objective 5.49 5.48 5.41 
Exam results ï quickly communicated 5.28 5.45 5.37 
Regulation about transferable credits - clear 5.01 5.36 5.21 
Studentsô discontent on evaluation - taken into consideration 5.40 5.45 5.36 

 
International 

cooperation 

Possibili ty for students to study abroad 5.43 5.23 5.33 
International academic mobility - announcement on time 5.15 5.16 5.14 
International academic mobility ïcomplete information available 5.06 5.08 5.16 
International academic mobility - clear information available 5.26 5.24 5.32 
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Scholarships 
Scholarships ï information announced on time 5.09 5.25 5.32 
Scholarship ï regulation is clear 5.21 5.24 5.35 

 

 
Tutors 

Tutors ï accessible 4.99 5.18 5.22 
Tutors ï concerned for the studentsô professional development 4.68 5.09 5.02 
Tutors ï help provided in setting academic objectives 4.67 5.02 5.06 
Tutors ï well informed on requirements in studentsô fields of study 4.90 5.2 5.21 

 

Appendix 2: Importance mean values for subcriteria - year 2006, 2010 and 2014(Part II)  

  Mean 

  2006 2010 2014 
 

 
Campus  - Facili t ies and 

atmosphere 

Complete information on the campus ï during recruitment process 4.62 5 5.08 
Campus area ï quiet and safe 4.80 5.13 5.2 
Campus area ï well maintained 4.71 5.05 5.17 
Campus general experience - pleasant 4.49 4.93 5.15 
Students - welcomed in the campus 4.60 4.99 5.1 
Campus regulation - reasonable 4.32 4.94 5.1 

 
Campus - Staff 

Campus staff ï amiable and helpful 4.48 4.86 5.01 
Campus administrator ï concerned about me as individual 4.23 4.61 4.7 
Campus medical staff - competent 4.84 5.1 5.06 

 

 
Campus - Dorms 

Campus dorms - spacious 4.77 5.07 5.27 
Campus dorms ï bright 4.83 5.01 5.13 
Number of students in dorms ï maximum 2 4.77 5.15 5.18 
Studentsô discontent on accommodation in dorms-taken into 

consideration 
 

4.85 
 

4.99 
 

5.11 
 

Utilities  - Computer lab 
Computer lab - well equipped 5.40 5.25 5.1 
Computer lab ï access when is not scheduled for class 5.22 4.85 4.3 

 
 

 
Utilities  - Cafeteria 

Cafeteria ï reasonable waiting time 4.90 4.9 4.65 
Cafeteria ï wide assortment 4.91 5.04 4.75 
Cafeteria ï quality products 5.36 5.32 5.16 
Cafeteria ï cleanness 5.65 5.5 5.42 
Cafeteria ï appropriate number of available seats 5.15 5.19 5.07 
Cafeteria ï accessible prices 5.31 5.31 5.2 
Cafeteria ï staff amiableness 5.23 5.26 5.26 

 
 

 
Utilities - Webpage 

Webpage ï  complete information on the curriculum 5.22 5.3 5.24 
Webpage ï complete information on the regulation about transferable 

credits 
 

4.90 
 

5.15 
 

4.97 
Webpage ï complete information on professorsô consulting schedule 4.79 5.13 5.13 
Webpage ï complete information on studentsô timetable 4.97 5.2 5.2 
Webpage ï complete information on international academic mobili ty 4.91 5.1 5.01 
Webpage ï complete information on employment offers 5.20 5.13 5.1 

 

 
Library 

Library ï appropriate schedule 4.98 5.25 5.06 
Library ï appropriate equipment 5.25 5.32 5.21 
Library ï appropriate number of available seats 4.98 5.31 5.1 
Library personnel ï amiable and helpful 4.99 5.22 5.13 
Possibili ty to duplicate the materials ï offered by the library 5.17 5.19 5.1 

 

 
Other utilities 

Consulting services ï on choosing a career 5.58 5.27 5.12 
Student guide ï useful information 5.06 5.14 4.99 
Personal e-mail address ï offered by the faculty 4.37 4.58 4.48 
Tax payment ï bank transfer 4.46 4.92 4.61 

 
Studentsô li fe - Leisure 

activities 

The faculty ï possibility for on-campus activities 4.83 5.08 4.96 
Students ï can easily enrol into a student organization 4.62 4.98 4.95 
The faculty ï possibility for  leisure facilities 4.78 4.96 4.95 
The faculty ï possibility to participate to cultural events 4.97 5.12 5.09 



208 

18th International Scientific Conference on Economic and Social Development ς 
άBuilding Resilient Societyέ ς Zagreb, Croatia, 9-10 December 2016 

 

 

 

THE EFFECT OF CORPORATE SOCIAL RESPONSIBILITY ON FIRM 

PROFITABILITY: A PERSPECTIVE OF ECONOMICS, BUSINESS AND 

LAW 
 

Fil iz Cayir agasi 
Oguzeli Vocational School of Higher Education 

University of Gaziantep,Turkey 

cayiragasi@gantep.edu.tr 

 
Gulsum Gunbala Guven 

Oguzeli Vocational School of Higher Education 

University of Gaziantep,Turkey 

gunbalaguven@gantep.edu.tr 

 
Asli Ozpolat 

Oguzeli Vocational School of Higher Education 

University of Gaziantep,Turkey 

ozpolat@gantep.edu.tr 
 

 

ABSTRACT 
In the global market, increasing the economic dependence of firm, because of economic, social, 

technological and poli tical developments, trigger raising of the welfare of countries. In this 

context, companies have acted with a sense of responsibilit y li ke individuals. In particular, with 

the corporate social responsibili ty (CSR), transnational organizations provide contributions to the 

economic and social development. Empirical studies imply that applications of CSR provide the 

earnings to firms such as brand value and marketing value. Addition to this legal responsibili ty is 

one of the basic responsibilities in these contributions.  Because the company's commercial 

activities should be in accord with law, human rights, property rights and morality. On the 

contrary, there are also opinions stating that the companies should not have social responsibility . 

According to this view, CSR affects to the basis of the economic system and competition power of 

firms negatively because of additional costs. Within this regard, the relationship between CSR and 

firm profitability have been studied according to the perspective of economics, business and law 

in this study. In addition to this, the examples of CSR have been compared with developed and 

developing countries.   In this way, the differences between social responsibil ity approaches of 

countries have been revealed. 

Keywords: Socially Responsible, Business Ethics, Profit, Economics, Business, Law 

 
1.   INTRODUCTION 
The increase in the effect of businesses that are the essential elements of the commercial li fe on 

society has revealed that businesses operating with their economic interests need to be sensiti ve to 

human rights, ethics, the law and the environment. Operating accordingly requires increase in the 

loyalty of the businesses to each other, especially internationally, via economical, technological 

and political developments, prosperity and maintenance of it. For these reasons, businesses started 

to contribute to the solution of social problems by producing projects to develop public welfare 

and modern li fe standards while continuing their activities. So at this stage, the concept of social 
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responsibilit y comes out. The concept of corporate social responsibil ity is first mentioned in the 

book by Bowen named óôSocial Responsibili ties of Businessmanôô in 1953, in which he claims that 

businessman carry out social responsibil ity activities in line with the standard of judgement of the 

society (Bowen, 1953:6). Corporate social responsibilit y expresses an understanding that the 

business is responsible for all relevant institutions and stakeholders. Corporate social responsibilit y 

represents a permanent promise to contribute to the economic development of the local community 

and to act fairly and with responsibilit y, as well as increasing the workforce of the business and 

the quality of li fe of the famil ies (Commision of the European Communities, 2003). Corporate 

social responsibil ity is described as achieving success in business with respect for ethical values, 

individuals, societies and the natural environment (Business for Social Responsibilit y, 2003). 

Corporate social responsibility is interested in the relationship between businesses and the ne eds 

and the aims of the society, and the effect of the businesses on the society (UNCTAD, 1991:1). 

Kotler and Lee (2005) define as Corporate Social Responsibil ity (CSR) as ñCSR is a commitment 

to improve community well-being though discreationary business practices and contributions of 

corporate resources.ò  In addition to this, firms manage their business to make a positi ve impact 

on society in economic, environmental and social actions with CSR (Pohle, 2008:1). According to 

Carroll (1999), CSR has an important future for companies because of improving business and 

society relationship. According to Ozupek (2005:9), the most effective and well accepted 

description of the concept of social responsibilit y is that it is óô the body of rules that a manager 

who is obliged to do a work to fulfil l a specific task needs to obeyôô. Eren (2000:99) describes 

social responsibil ity, in the broadest sense, as óô that an institution should have a working strategy 

and policy in line with economical and legal conditions, professional ethics, and expectations of 

people in and around the institution and the other institutionsôô. 

 
In fact, nowadays, social responsibilit y activities exist due to the aim of the business to improve 

its prestige in public opinion, the necessity to support important social purposes in the country they 

operate, and the existence of legal sanctions that they may otherwise face (Post et al. 1996:52 -53). 

Those kind of social responsibilit y projects are expressed as aids that give a positi ve image to the 

business in society, and so allow long-term profitable operation and maintain their activities 

(Ferrell, O.C. ï Friedrich, J. : 85). 

 
Within this regard, the relationship between CSR and firm profitabilit y have been studied 

according to the perspective of economics, business and law in this study. In addition to this, the 

examples of CSR have been compared with developed and developing countries.  In this way, the 

differences between social responsibility approaches of countries have been revealed. 

 
2.   A PERSPECTIV E OF ECONOMICS, BUSINESS AND LAW 
At this part of the paper, CSR is studied according to economics, business and law perspectives 

with the literature review. 
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Figure 1: CSR Value Curve (Pohle, 2008:6) 

 
CSR Value Curve has shown on Figure 1. According to this curve, companies firstly create legal 

and compliance. As the scope of this issue, companies depend on law about production, operation, 

distribution, marketing and sale. Secondly, it is stated that charity strategy factor 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, companies find a lot of CSR 

attempt such as energy consumption, water quality, building capacity for environment health and 

safety. So, in this way cost can decrease and productivity/eff iciency can rise. This way can be 

called win-win scenarios. With CSR attempt, companies access to new markets and also new 

partnerships (Pohle, 2008:5-7). Also Holmes (1976) imply that prominent factors should be 

involved by firms as five areas. These areas are as follows: ñmatching a social need to corporate 

need or abilit y to help, seriousness of social need, interest of top executives, public relations value 

of social action, government pressureò. 

 
CSR affect economic performance of companies in some ways. These ways are as follows (Kotler, 

2005: 10): 

 
¶ Increased sales and market share 

¶ Increased ability to attract, motivate and retain employees. 

¶ Decreased costs 

¶ Advanced corporate image and prestige 

¶ Increased appeal to investors 

¶ Reinforced trademark state 

 
Dimitropoulos and Vronsou (2015) indicate that corporate responsible can increase interpersonal 

trust among stakeholders, decrease transaction costs and the uncertainty about financial 

performance. Mallin et al. (2014) state that CSR attempt in Islamic banks create a positive relation 

with CSR and financial performance. Also, Kim and Kim (2014), Elliott et al. (2014), Balabanis 

et al. (1998), Ioakimidis et al. (2006), Salome et al. (2012), Waddock and Graves (1997) and Jones 

(1995) imply that CSR improves firm values, competitive advantages, increase profitabilit y, sale 

revenues and product quality, reduce operating costs. Orlit zky et al. (1999) imply that there is a 
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positi ve relationship between corporate social responsibility and corporate financial performance. 

Gregory et al. (2013) indicate that high CSR firms have a higher expected growth rate in 

companiesô earnings.  Zhou et al. (2012) indicate that corporate abilit y and corporate social 

responsibilit y has positi ve interactions between each other and has significant impacts on 

consumer responses concerning corporate and product evaluations in developing countries. Also, 

Visser (2009) indicate that in developing countries, CSR is most commonly related with 

philanthropy such as education, health, environment, sports etc. on the other hand, in these 

countries, there is a trade of CSR issues like development versus environment. At this scope Ward 

et al. (2008) indicate that CSR can help to increase production capacity and benefits while 

decreasing the risk of failure or uncertainty. According to Vyakarnam (1992) companies in 

developed countries such as North America and UK concentrate on these areas: environment 

(energy, water quality, global warning), philanthropy, occupational health and safety, social issues 

( education, human rights etc.) and urban investment. 

 
As the Scope of Business; 

Increasing competition due to rapid global ization causes some changes in businesses that are the 

basic building blocks of the economy (Vural and Coĸkun, 2011:66). However, competition 

conditions nowadays confront businesses with the necessity of carrying out their activities together 

with sustainable development efforts with a number of factors, such as building both financial and 

corporate identity (Kuĸat, 2012:227). Sustainabil ity philosophy of businesses focusing on long- 

term social interests expresses responsibil ities related with the interests of society. Considering the 

fact that responsibil ity also forms the basis of morality, it is clear that the concept of social 

responsibilit y is based on ethical and moral practices (Akyēldēz, 2007:21). 

The statement óôsustainable developmentôô of World Commission on Environment and 

Development is used as the general description. It explains the social, ecological and economic 

aspects of sustainabil ity, and meeting current and future needs of humans with the theories of 

social justice. An ethical principle and an economic concept forms an attractive combination for 

people interested in the future of the world (Aiking and Boer 2004:359). 

The significant aspect of sustainable development is the emphasis on the long-term balance among 

ecological, economic and social processes at the community level as a whole (Aiking and Boer, 

2004:359). 

Businesses as well as individuals, the state and non-governmental organizations have serious 

responsibili ties of using the limited resources in the world with care and make them sustainable. 

Responsibili ties of businesses in the name of óôsustainable developmentôô, sensi tivity towards the 

environment and society, ethical and moral standards, and operating in accordance with human 

rights expresses their corporate social responsibilit y approach (Demir, 2013:214). 

Nowadays, the óôcorporate social responsibilit y consciousnessôô of businesses is seen as one of the 

criteria that wil l provide advantage in competition for businesses and create a difference in this 

struggle (Vural and Coĸkun, 2011:66). 

According to Milton Friedman, óôbusinesses have purely and simply one social responsibili ty: to 

do activities that will increase their profitability using their economic resources so long as it 

remains within the rules of a game based on clean, honest, open and free competition.ôô (Friedman, 

1962:133). Moreover, it is claimed that it wil l contribute to the deviation of the businesses from 

their aims, their spending more social power than necessary, and so the decrease of the business 

responsibilit y in the society and finally businesses wil l face with problems as the distraction of the 
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businesses (Top and ¥ner, 2008:100). On the other hand, according to Business for Social 

Responsibilit y (BSR), a global institution that provides consultancy services to businesses in the 

field of corporate social responsibil ity, these kinds of activities provide some benefits to 

businesses. Businesses that are aware of their corporate social responsibilities and do these 

activities differ in the eyes of the customers compared to their customers, gain more reputation by 

acquiring  transparency,  and  take  a  more  valuable  place  in  the  customerôs  mind  (¥zdemir, 

2009:65). It results in an increase in the brand value and market value of the business (Arg¿den, 

2002:12). An increase in the productivity is provided by the improvement in the image of the 

brand, the increase in the financial performance, the development of customer loyalty, the increase 

in the sales and thus the increase in motivation of the employees who are in the position of internal 

customers of the business (¥zdemir, 2009:65). In addition, the demand of the skil led workforce 

from the business is made attractive (Arg¿den, 2002:12). 

 
As the Scope of Law; 

According to ķimĸek (2000:378), businesses that survive by profiti ng in trade and business li fe are 

obliged to see the profits of their shareholders, employees or the social circle they are in and protect 

them within the legal boundaries while achieving their economic objectives. Arg¿den who agrees 

with ķimĸek (2007:37) expresses that businessesô voluntary contribution to a better society and 

environment by taking the needs and expectations of the society they are in into consideration for 

sustainable economic development creates óôCorporate Social Responsibilit yôô. In this system of 

responsibilit y, voluntary basis of businesses rather than legal obligations should form the basis. 

This is because Bowie ( 2001:179) claims that the projects carried out by the enforcement of legal 

regulations will be lacking in reaching the original target; and it is accepted by many researchers 

that a businessô operating social responsibilit y activities due to legal obligations and regulations 

wil l lead to lack of confidence in practice. Donaldson (2001:476) emphasizes that the significant 

point in this matter is that businesses should make the necessary investments within the scope of 

volunteerism, provide the balance in the region and need to put into practice only social aims such 

as protecting the environment, and supporting the improvement of societal, cultural and social 

resources. However, the shift of the awareness of social responsibil ity from individuals to 

businesses over time and embracement of  the concept of óôCorporate Social Responsibilit yôô by 

especiall y world-class businesses have set an example for volunteering. With the help of this 

concept, businesses contribute to the economic and social improvement of the society they are in 

accordance with their legal responsibili ties within the legal boundaries. 

Velasquez (2001:410) asserts that it is a responsibilit y towards customers for businesses to design 

and manufacture products that are not harmful for human health, to package, to ensure that the 

customer using the safe products is informed about his legal rights in case of need or to provide 

technical support, to ensure that advertising activities that take up a significant amount of public 

attention do not include misleading information and are based on the basis of reali ty, 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 

responsibili ties, there are four basic responsibili ties for businesses to fulfill to be beneficial in a 

real sense to the society while maintaining their activities (Arguden, 37; Ay, 2003:37): 

¶ Economical- to be productive and profitable, to be a company on top of others. 

¶ Legal- to obey the law, the legal society should connect the right and the wrong to the 
system. 
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¶ Ethical- to comply with social norms and expectations beyond laws, to behave in moral 
terms, enforce correct, full and open behaviors, avoid harmful activities. 

¶ Social- to contribute voluntaril y to the solution of the social problems, to be a good citizen 

of the company, to create resources for the company, to improve the quality of li fe. 

If we examine legal responsibil ity that is secondary responsibili ty of businesses, we notice that the 

legal responsibil ities in question are significant to meet the expectations of the society and the 

state, to operate in accordance with the law, to have an image of ósuccessô by fulfilli ng local and 

national obligations. Inasmuch as, companies ensure that they wonôt harm the environment and 

the society in the country they are by operating in accordance with the law, relevant legislation, 

human rights protected by international agreements and the ethics while they are maintaining their 

business activities. 

It is a rule for the businesses to fulfil l their economic and social responsibilities while they are 

maintaining their activities in accordance with the law and the legal regulations. In case businesses 

in question do not fulfil l their social responsibili ties they have legally, they may receive negative 

criticism from the society in expectation, and even opposing applications to various governing 

bodies may be made. This is because it may be diff icult for the society to accept a business that 

operates merely on profit, and it expects the business to operate in compliance with the current law 

and regulations. In order not to face legal regulations and not to pay penalties in the contrary case, 

businesses are careful to fulfill their legal responsibili ties (Okay &Okay , 2001:629-630). 

Some of the legal responsibil ities of businesses arise from their relationship with the state. They 

are obliged to carry out activities meeting the demands of the society within the limits of their 

responsibili ties and obligations regulated by law ( Soytekin, 2001:28). ¥zg¿r (2007:22) also thinks 

that businesses need to fulfil l their responsibili ties to some public institution whil e they are 

pursuing growth policies by acting in line with their economic interests starting from their 

establishment, and specifies these responsibil ities as payment of taxes, miscalculating the taxes, 

not avoiding legal responsibili ties and contributing to the solution of social problems. Sabuncuoĵlu 

(1997:33) states some more as an example of such responsibilities; submitting the feasibilit y 

reports that the companies prepare in order to benefit from the investment allowance to State 

Planning Organization. 

 
3.   CONCLUSION 
As it is seen, social responsibil ity has been born as a consequence of fulfil ling business obligations 

for a more prosperous society in the long run rather than as the consequence of the legal and 

economic objectives of enterprises according to Robbins (1993:123).   Businesses are obliged to 

fulfil l their legal responsibilities towards their target groups such as the state, local authorities, the 

society, their employees, shareholders, and entrepreneurs, professional organizations and non- 

governmental organizations, etc. within the scope of ethic or social responsibil ity (Akēncē Vural et 

al. 2011:82). On the other hand, the óôcorporate social responsibility consciousnessôô of businesses 

is seen as one of the criteria that will provide advantage in competition and create differences for 

company (Vural and Coĸkun, 2011:66). Moreover, CSR affect economic performance by 

Increasing sales and market share, increasing abilit y to attract, motivate and retain employees, 

decreasing costs and reinforcing trademark state. 

Subsequently, it is significant for the businesses that are serious about social responsibilit y to 

understand that they need to cooperate with all these social stakeholders. 
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ABSTRACT 

The main aim of this article is to conduct comprehensive literature review as far as liquidity 

management in hospital and its impact on profitability are concerned. It is going to be the first 

step of the wider empirical study dedicated to the analysis of the impact of financial liquidity on 

profitability among Polish hospitals. 

Such a problem seems to be really important from societal perspective as most of healthcare 

financing spent on hospital treatment in Poland comes from public funds. On the other hand 

hospitals should be portrayed as normal enterprises operating in the market economy which seems 

to be to some extend contradictory. 

That is why finding out and analysing if one of the most typical financial relationships exists among 

hospitals might give crucial remarks if they should be portrayed as normal market players or in a 

different way. 

Keywords: Financial liquidity, hospital finance, liquidity, liquidity management,  profitabil ity, 

working capital 

 
1. INTRODUCTION 
Financial management in hospitals has become a serious task in most healthcare systems all over 

the world. It is mainly due to the fact that hospital treatment usually takes the biggest part of 

healthcare spending actually everywhere. In Poland it is more than 56%. Higher health awareness 

of societies and more advanced medical technologies cause higher costs of healthcare systems' 

functioning. The problem is really vivid from societal perspective as it is estimated that among 

European countries approximately 70% of healthcare financing comes from public funds 

(Krajewski-Siuda, Romaniuk, 2011, p. 16). 

Bearing this in mind financial management in hospital consists one of the most important fields in 

the problem of healthcare financing. So, analysing financial rules and patterns that occur among 

hospitals may have significant impact on the overall situation of healthcare systems not only in 

Poland ï on which the attention wil l be focused in this article ï but also in other parts of the world. 

Liquidity management is very important process in every enterprise as the problems with liquidity 

usually leads to serious financial problems including insolvency and bankruptcy. The other very 

important area of financial management in every enterprise is also profitability. Making profits is 

one of the most important aims for companies operating in market economy. Hospitals usually 

consist a special kind of enterprises. On the one hand in many countries ï also in Poland ï they 

are financed in a large part from public funds and  should be mainly focused on rescuing human 

lives but on the other hand they operate in market economy and they have to cooperate with many 

different stakeholders. So, it is stil l an open question if they should be portrayed as normal market 

players focused on generating profits or maybe they should be portrayed in a different way. 

Verifying if one of the most typical financial relationships occurs in hospital sector might give 

important remarks in this area. 
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2. THE PROBLEM OF FINANC ING HOSPITALS AND HEALT HCARE SYSTEM  IN 

POLAND 
Healthcare system in Poland has been undergoing a lot of changes throughout the recent years. 

They were aimed at improving effectiveness of the system. Many of the changes were stric tly 

connected with the financial 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 especiall y at improvement of hospital financing were included in July 2011. 

However, due to the fact that the situation as far as helthcare financing in Poland is stil l 

unsatisfactory the government considers introducing some further changes. 

Taking into consideration the mentioned reform from 1999 it covered such aspects as: making 

changes in the way of financing the system (before 1999 the model of financing was based only 

on budget expenditures; since 1999 it has been financing on the basis of health insurance as well 

as  budget  expenditures),  the  abolition of  regional  zoning  in  provision  of  medical  services, 

reorganization of the ownership structure and functions of the system. The main declared aims of 

the reform included: access to free healthcare services guaranteed by the state, autonomy and se lf- 

financing of healthcare facilities, equal access to medical services, free choice of medical servicesô 

providers and social solidarity. To realize the assumptions of the reform so called sickness funds 

were created. The main responsibil ity of the sickness funds was to manage the process of financing 

medical services but they were also responsible for taking care of proper qualit y and availability 

of the services, setting out the rules and conditions of health services, introducing mechanisms 

aimed at limiting the growth of healthcare costs and controlli ng the execution of the contracts 

signed with healthcare providers (NiŨnik, 2004, p. 66, 166). Sickness funds played the role of 

national payer in Polish healthcare system. There were a competition between them because thanks 

to the abolition of regional zoning in provision of medical services patients were able to choose 

freely sickness funds regardless of domicile (Mazur, Ğukasik, 2011). In 2003 the sickness funds 

were replaced by the National Health Fund which exist until now. The National Health Fund is 

much more centralized institution than the sickness funds used to be but its functions remained 

similar. However, there are serious attempts to replace it by new more effective institution starting 

from January 2018 (Kuta, 2015; Rynek Zdrowia 2016). 

In Polish healthcare system there can be distinguished a few ways of financing medical services 

in case of public funds. Most of public funding comes from the National Health Fund (84%), much 

smaller part of the funding from state budget (10%) and also a small part from local government 

units (6%) ï but this part used to be on dynamic growth (MiszczyŒska, 2013, p. 187-200; GUS, 

2012, p. 128). Bearing this in mind trying to classify Polish model of financing heal thcare as one 

of the most typical models is not an easy task. In the subject literature there are mentioned three 

main types of healthcare financing models: Bismarck model, Beveridge model and private 

insurance model (Lameire, Joffe and Wiedemann, 1999, p. 3-9). Bismarck model is based on 

health insurance and in Poland in fact the main part of the revenues comes from health insurance 

contribution and is distributed by the National Health Fund. However, there are also different parts 

of funding coming from state budget and local government units which is rather typical for 

Beveridge model. Of course there is also in the system a part coming from private payments ï 

typical for private insurance model. That is why Polish model of financing healthcare can be 

classified as hybrid one actually. 

Hospital sector consists a very important part in financing of Polish healthcare system. Analysing 

data of public funds distributed by the National Health Fund it can be observed that most of the 

funding is dedicated precisely to hospitals. It is almost 34 bil lion of Polish zloty. 
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Table 1: Healthcare funds distribution in Poland by the National Health Fund in 2015 (Jacyna, 

2016, p. 66) 
 

Kind of treatment Value in thousands of Polish zloty (zƱύ 
Primary healthcare 8 811 269,00 

Specialist outpatient care 5 616 398,17 

Hospital care 33 099 379,86 

Psychiatric care and addiction treatment 2 400 848,42 

Therapeutic rehabilitation 2 197 756,41 

Nursing and care services 1 177 333,28 

Palliative and hospice care 414 031,61 

Dental treatment 1 756 409,63 

Healthcare prevention 169 060,92 

Health services financed on separate 
conditions 

 
1 823 805,10 

Supply of orthopaedic devices and aids 904 527,00 

SUM 58 370 819,40 
 

Actually the values spent on hospital treatment are even higher than presented values in teh 

foregoing table. It is due to some methodological aspects of collecting financial data in Polish 

healthcare system. In case of hospital care there is not included spending dedicated to emergency 

departments or emergency rooms (Jacyna, 2016, p. 66). For a better ill ustration of the problem of 

hospital financing in Poland the data is also presented on the chart below presenting percentage 

values of public spending distributed by the National Health Fund. 
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Chart 1: Percentage distribution of healthcare funds in Poland by the National Heath Fund in 

2015 (Own elaboration on the basis of: Jacyna, 2016, p. 66). 
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Presented chart gives even better understanding of the importance of hospital treatment in Poland. 

More than 56% of public funding dedicated to financing healthcare system and distributed by the 

National Health Fund is spent on this kind of treatment. Such a distribution has been similar for 

many years putting hospitals far ahead different kinds of medical treatment. 

As far as the problem of hospital care is concerned it also worth to analyse the ways how the 

hospitals can be classified. There are various methods of hospitals' classification including such 

aspects as: type of ownership, founding body, the scope and nature of the health services, size of 

the hospital, territorial scope of activity, time of treatment period, the type and number of medical 

specialties in hospital, conducting research and teaching activity in hospital. Probably the most 

popular and the most often used classification of hospitals in Poland is that based on founding 

body. According to this classification among Polish hospitals there can be distinguished local 

government (municipal, county, provincial) hospitals, departmental hospitals, as well as hospitals 

set up by churches or religious organizations, the companies of civil and commercial law, non - 

governmental organization, or medical schools (R·j and Sobiech, 2006, p. 58; Hass-Symotiuk, 

2011, p. 11-52). Underneath there is presented the classification taking into consideration 

foregoing attributes concerning founding body. There might be distinguished in Poland: 

1) Local government hospitals, 

a. Marshal (or provincial) hospitals, 

b. County hospitals, 

c. Municipal hospitals, 

2) Departmental hospitals, 

3) University hospitals, 

4) Non-public hospitals. 

5) Others. 

It is also worth to bear in mind that all the earlier mentioned methods of classification can be 

treated on the one hand separately but on the other hand it is obviously possible to treat them also 

in a merged way (i.e. hospital conducting research and teaching activity can be classified as 

research and teaching unit but it is also featured by a particular type of ownership or founding 

body). 

 
3. LIQUIDITY MANAGEMENT IN HOSPITAL AND ITS IMPACT ON 

PROFITABILITY  
The  problem  of  liquidity management  and  analyzing  relationship  between  profitabilit y and 

liquidity among hospitals is not new. It has been analyzed so far by few authors. 

The claim that such areas as profitability and liquidity should be for hospitals of great importance 

can be emphasized by the fact that liquidity and profitabilty measures are used as indicators of 

financial perspective in a popular tool used quite often to to manage and evealuate hospital activity 

which is Balanced Scorecard (MiszczyŒska, 2015, p. 61-64; MiszczyŒska, 2016, p. 141-152). 

 
3.1 Liquidity management in hospital 
The idea of liquidity management in the hospital has been recognized many years ago. In the 

literature there can be found many articles dedicated to this topic. Underneath there is presented a 

complex li terature review concerning the analysed topic. 

Working capital management consists a very important aspect of liquidity management. In 1977 

Elnicki (1977) analysed the problem of working capital management in hospital. The importance 
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of working capital management in hospital was also noticed by Aggarwal i Hahn (1979). It was 

emphasized as well by Oszustowicz (1980). 

Chu, Zolli nger, Kelly, Saywell Jr. (1991) in their study, in turn, provided evidence that those 

responsible for financial management in hospitals should pay much more attention to the relations 

between the level of hospital equity to total assets, net income, cash flow or working capital flow. 

What is more, they suggested that the management staff  in hospitals shoud pay attention to hospital 

working capital flow as a separate aspect of hospital asset flow rather than just cash flow and net 

income plus depreciation. 

In 1994 the problem of working capital management was also described by Norton (1994) and in 

1995 McGuire (1995) mentioned that working capital management is crucial and necesarry from 

the point of view of organisations operating in the healthcare sector. 

Ferconio and Lane (1991) presented, by contrast, factoring and asset-backed securitization as tools 

that can boost working capital in hospital. Securiti zation of receivables in order to improve the 

situation in terms of liquidity expressed by working capital in the healthcare organization was also 

the subject of studies by Kincaid (1993). 

Zeller, Stanko, Cleverley (1997) analysing the situation of not-for-profit hospitals in years 1989 ï 

1992 distinguished liquidity and working capital management as two out of six financial 

characteristics of hospital performance. Among other characteristics were: profitabil ity factor, 

fixed-asset eff iciency, capital structure and fixed-asset age. 

Such aspects of financial management hospitals as debt capacity, financial risk, profitabilit y and 

also liquidity were dealt by Cleverley and Harvey (1992) who analysed the situat ion of hospitals 

on the background of industrial, transport and utilit y sectors. According to the analysis hospitals 

showed  weaknesses in some of the analysed areas. 

The liquidity among hospitals was also analysed in 2014 by Gaughan and Koepke (2014). The 

authors used a set of indicators including current ratio, average payment period, days cash on hand, 

debt-to-capitalization period or average age of plant to analyse the sample of nearly 600 US 

hospitals. In addition the study included the distinction into subgroups of hospitals such as major 

teaching hospitals, teaching hospitals, large, medium and small community hospitals. 

Among Polish studies dedicated to the problem of liquidity managemment in hospitals there can 

be distinguished works conducted by Prňdkiewicz and Prňdkiewicz (2013a), Prňdkiewicz and 

Prňdkiewicz (2013b) Bem, Prňdkiweicz, Prňdkiewicz and Ucieklak-JeŨ (2014a), Bem, 

Prňdkiweicz, Prňdkiewicz and Ucieklak-JeŨ (2014b). Aspects related to the liquidity and working 

capital management in hospitals were also mentioned by R·j and Sobiech (2006). 

 
3.2 Relationship between profitabili ty and liquidity 
According to theory the relationship between profitabilit y and liquidity is negative. Reduction in 

liquidity generally leads to the increase in profitability and vice versa ï maximizing profitability 

leads to the decrease in liquidity (Gajdka and WaliŒska, 2000, p. 467; Wawryszuk -Misztal, 2007, 

p. 38). Some authors even point out that such opinion is soundly established by both theoreticians 

and practitioners (Guzik, 2006, p. 57-68). This relationship is presented below: 
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Source: Gajdka and WaliŒska, 2000, p. 467. 

 
Basically decline in liquidity leads to increased profitabil ity but it should be noted that if the level 

of liquidity is too small i t could lead to a sharp drop in profitabilit y (Narkiewicz, 2007, p. 331- 

345). However, there are some studies that suggest different ï positi ve ï relationship between 

these two financial measures (Zawadzka, Ardan, Szafraniec-Siluta, 2011, p. 195-207; Wasilewski, 

Gağecka, 2010, p. 231-240; Bieniasz, CzerwiŒska-Kayzer, GoğaŜ, 2007, p. 11-25 ). 

The differences in this relationship may be caused by the specific characteristics of a particular 

branch. That is why it is worth to analyse what is the situation in the hospital sector which usually 

consists the most expensive part in financing healthcare systems all over the world. For example, 

as it was mentioned earlier in the article, in Poland spending on hospital treatment consist more 

than 56% of all healthcare public spending. 

The relationship between liquidity and profitabilit y measures among hospitals was analysed by 

Rauscher and Wheeler (2012). They showed negative relationship between profitabilit y and such 

liquidity measures as average collection period and average payment period. In case of the first 

indicator they noticed that hospitals which were featured by faster pace of collecting revenues 

reported higher profitability as compared to hospitals which were featured by the slower pace and 

as a result larger balances of accounts receivable outstanding. that. In the latter case they concluded 

that hospitals featured by higher profitabil ity levels paid the suppliers faster probably to avoid high 

interests on outstanding accounts payable. 

Another study analysing the relationship between liquidity management and profitabilit y in 

hospital sector was conducted by Talha, Christopher and Kamalavalli (2010). The authors analysed 

Indian hospitals to find out the influence of liquidity indicators on profitability. Regression 

analysis showed that such measures as current ratio, cash turnover ratio, proportion of current 

assets to operating income and leverage have a negative influence on profitability. 

Also Cleverley (1990) analysing the sample of 50 hospitals in terms of profitability   came to 

interesting conclusions as far as liquidity is concerned. The author divided hospitals into two 

groups ï high-performing and low-performing ones according to their return on equity (ROE) 

ratios. One of the conclusions was that high-performing hospitals minimize accounts receivables 

(one of the most important liquidity measures) which suggests a negative relationship between 

profitabilit y and liquidity. 
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4. CONSLUSION 
Polish healthcare system li ke many others all over the world is in financial crisis. It is mainly due 

to the fact that the supply of health services is limited whereas health demand is unlimited. It might 

be also caused by complex financing of the system. That is why analysing the factors which may 

improve financial situation of the system is really important. 

Liquidity management consists the area which is crucial in financial management of each 

enterprise as it ensures financial stabilit y and is strictly connected with the profitabil ity. Some 

studies concerning the problem of liquidity management and relationship between liquidity and 

profitabilit y in hospital sector have been conducted so far. However, according to the analysis 

performed for this study their number is limited and there is stil l a gap which should be fulfilled. 

Stil l there remains the space in the li terature for clarifying certain concepts ï especially from the 

area of liquidity strategies used by hospitals and the impact of liquidity management on 

profitabilit y. So, the topic needs to be further carefull y analysed. 

The review presented in this article consists the first step towards a wider empirical study which 

is going to be conducted among Polish hospitals taking into consideration the mentioned 

relationship. As it was presented in the article some studies pointing out the relationship between 

profitabilit y and liquidity have been conducted but none of these on the example of Poland. 

Conducting such an analysis might give interesting remarks in the topic if the hospitals should be 

portrayed and analysed  as normal market players or in a different way. It is very important 

especiall y in Poland where hospitals operate at the interface of market economy and public 

funding. It is even more important from the point of view of changes planned by current health 

policymakers and aimed at reforming whole healthcare system in Poland. 
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ABSTRACT 

The efficiency of a maintenance system depends on a number of important factors such as the 

availabili ty of workspace, tools and equipment, energy, supplies, employees, spare parts, etc. 

Spare parts play a crucial role in this process for multiple reasons. Their importance becomes 

especially apparent in case of stock-outs which disrupt production processes and affect total costs. 

On the other hand, excess inventory also has negative effects on the production system due to 

commitment of funds, inventory warehousing, partial obsolescence, etc. The paper aims to 

determine the optimal inventory level of spare parts that would ensure the reliability of production 

systems. 

Keywords: costs, spare parts, reliabili ty 
 

 

1. INTRODUCTION 

Many machines and devices are planned, designed, produced, and used without giving much 

consideration to li fe cycle costs. Costs are usually considered in the design and development phase, 

but not from all aspects. If economic aspects are taken into account, all li fe cycle costs of a 

technical system must be considered including the costs of design, production, use, disposal, and 

beyond, and finall y the total cost. Failure to identifying all the costs involved over the li fe of a 

technical system is the reason why use costs are usually higher than expected. According to 

Blanchard [3], poor cost management and planning cause ñthe iceberg effectò. One can only see 

the tip of an iceberg floating in the sea (Figure 1). Similarly, only acquisition 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, including industrial plants. 

In other words, maintenance has a significant impact on the total li fe cycle costs, affecting a part 

of the total cost of logistics support. The actual share of individual activities and elements in the 

total li fe cycle costs depends on many factors, primaril y the type of the technical system, its 

complexity and purpose. Some industrial facilities incur high energy costs; some require training 
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of operators and maintenance staff, while others incur high costs due to warehousing and excess 

inventory of spare parts. 
 

 
 

Figure 1. The iceberg effect of maintenance costs 
 
The relationships shown in Figure 1 are general in nature and, in principle, refer to all types of 

technical systems and all conditions of their application. In the modern production process, 

maintenance is inseparable from any part thereof. However, it is specific in terms of working 

conditions, organization, planning and performance of maintenance operations. It brings together 

professionals of diverse backgrounds. Its role and scope grows as the production equipment 

becomes increasingly automated. Modern industrial systems require fewer operators and less 

qualified staff  in the use phase, whereas maintenance requires an ever-growing number of qualified 

staff. A high level of automation ensures high productivity, thereby reducing production costs. 

However, system downtime (due to preventive or corrective maintenance) is costly and affects the 

entire production process. 
 

 

2. LIFE CYCLE COSTS OF TECHNICAL SYSTEMS 

The li fe cycle of a technical system is a period of time that begins with defining user needs, and 

further includes defining technical, technological and functional requirements, planning, research, 

design, development, production, verification, use and disposal. Naturall y, each of these stages 

incurs certain costs. These costs are referred to as total life cycle costs of a technical system [1]. 

Figure 2 shows the main stages of development and activities in the li fe cycle of a technical system. 
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Figure 2. Life cycle stages of a technical system 
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The li fe cycle costs are given by the following expression: 
 

 

C = CR + CP + CE + CO 
 

 

where: 
 

 

CR   - stands for research and development costs 

CP   -  stands for production costs 

CE  -  stands for use and maintenance costs 

CO   - stands for write-down (recycling) costs 

 
Practice has shown that a simple expression such as this one can be broken down into several 

types of costs incurred over the whole life of a technical system (Figure 3). Figure 4 shows the 

basic structure and the relationship between the li fe cycle costs of a technical system. 
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Figure 3. Life cycle cost of a technical system 
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Figure 4. Cost profile over the whole life of a technical system 
 

 

Considering all costs incurred over the whole li fe of a technical system helps in [6]: 

- timely consideration of operational features and the cost of their development; 

- assessing li fe cycle cost eff iciency of a technical system; 

- rational and planned use of funds. 
 

 

3. MAIN TENANCE COSTS 

Maintaining the required levels of availabilit y (readiness) and reliabil ity of industrial facil ities 

requires funds on the one hand, and on the other, incurs costs due to downtime (costs incurred 

because a machine is not functional or cannot work). The diagram in Figure 5 shows the general 

relationship between maintenance and downtime costs as a function of maintenance intensity [2]. 
 

As can be seen in Figure 4, the costs of downtime decrease as the maintenance intensity incre ases, 

whereas the situation is exactly the opposite with maintenance costs. The sum of costs is depicted 

by curve ñaò. It can be seen that these costs are optimal in point A. In practice this means that one 

should seek to eliminate as many defects and failures through preventive and predictive 

maintenance in order to keep downtime costs to a minimum, in order to avoid the costs that may 

incur due to: 
 

- scrap generation, 

- the reduction of equipment capacity, 

- delivery delays (default interest), 

- outsourcing of expert work, 

- waiting for spare parts, etc. 
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Figure 5. General relationship between maintenance costs and downtime costs 
 
The costs of maintenance of technical systems can be analyzed and monitored through fixed and 

variable costs. 

Fixed maintenance costs include: 

- salaries of maintenance staff, 

- energy costs (lighting and heating), 

- costs of workshop maintenance, etc. 

Variable maintenance costs include: 

- spare parts and supplies costs, 

- acquisition costs for new maintenance tools and devices, 

- maintenance staff  training costs, 

- workshop documentation costs, etc. 

Taking into account maintenance costs and the reliability of technical systems, the main objectives 

of the maintenance process in a business system are keeping total maintenance costs (direct and 

indirect) to a minimum and delaying system obsolescence. These objectives can be reached by: 

- adequate organization of preparatory work, development of work standards (man-hours 

and materials) and the establishment of planning function, 

- carrying out preventive and corrective maintenance of all industrial facil ities, focusing 

primarily on prevention, 

- carrying out modifications to technical systems and restoring them to operable condition, 

- keeping abreast of the development of technology and organization, both globally and 

locally, 

- cooperating with other segments of the production system, 

- taking part in the procurement of new equipment, 

- monitoring the impact of maintenance costs on the total production costs, 

- ensuring an adequate safety level at the industrial facil ity as required by law in order to 

keep the risk of injuries to a minimum, 

- educating users on the proper use of technical systems with an aim to prolong their useful 

li fe, etc. 
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4. 4. ISSUES SURROUNDING SPARE PARTS 

One of the key issues regarding spare parts needed for maintenance is the size of their inventory. 

The belief that inventory management is beneficial only in large production systems is mistaken. 

Great savings can be achieved in small production systems as well, even in workshops. 
 

 

Spare parts inventory movement involves (Figure 6) inbound flow of spare parts into the process 

(creating the inventory) and outbound flow 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 year, 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 a year), the two flows vary significantly due to the unbalanced 

and uncoordinated input and output [1]. 
 

 
 
 

Input 
SPARES 

INVENTORY 

 

Output 

 
 
 

Figure 6. Spare parts inventory flow 
 

 

Spare parts inventories sitting in a warehouse are a ñdead capitalò. From an economic point of 

view, they may cause losses due to tied up funds, incurred costs, inventory obsolescence and 

degradation, as well as taking up warehouse space. Therefore, spare parts inventory management 

should take into account both negative and positi ve aspects of keeping inventory on hand in order 

to balance input and 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 policy and using 

automatic data processing. 
 

 

For spare parts inventory management to be eff icient, one must be familiar with major factors 

affecting them (Figure 7). They are as follows: 

Zmin       - minimum spare parts inventory level, 

Zmax       - maximum spare parts inventory level, 

ZN - ordered quantity of spare parts for a given period f time Tp, 

Zsig - spare parts safety stock, 

Tp            - usage period, 

Ti            - procurement lead time, 

TM - maximum delivery delay by the supplier, 

ZA - average spare parts usage per unit of time. 
 

 

According to [7], Figure 7 shows a theoretical model of inventory usage monitoring (in real 

systems, the usage of spare parts is quite different than in this particular case). 
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Figure 7. A theoretical model of spare parts inventory monitoring 
 

 

According to Figure 7, the following relationships can be derived [7]: 
 

 

Zmax  = Zmin  + ZN (1) 
 

 

Zsig  = Z A Ö (TM  + Ti ) = Zmin  + Ti Ö Z A (2) 
 

 

Z N  = Z A ÖTp (3) 
 

 

Zmin  = Z A ÖTM (4) 
 

 

To construct such diagrams, ZA needs to be a known value, i.e. we need to know average spare 

parts usage per unit of time (a day, week, month, quarter, year, etc.). This value is determined 

using statistical data on spare parts usage collected by monitoring usage over a longer period of 

time, i.e. TM and Ti. Planning and maintenance services need to be informed of these values. Once 

they are determined, it is easy to determine the reorder point. There are several criteria for 

determining the required quantity of spare parts. One of them is the reliability criteria. 
 

 

4.1 Determining inventory levels based on the reliabili ty cr iteri a 

A simple model for monitoring spare parts inventory levels, expressed as probabilit y, can be 

defined by adopting the constant intensity of failure, according to which [5]: 
 

l(t) = 
f (t) 
= - 

R(t) 

1 

R(t) 

 

Ö 
dR(t) 

= const 
df 

 
(5) 
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The Poisson distribution can be used to predict the probabil ity of failure in 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. 
 

 

The Poisson distribution is given by the equation: 
 

 

r r 

R(r ) = ä 
 

Ö e
- M 

 
(6) 

r =o    r ! 
 

 

i.e. 
 

 

R(r ) = e
- M  
+ M Ö e

- M  
+ 

1 
M 

2 
Ö e
- M  
+ ...... + 

1 
M 

r 
Ö e
- M 

 

(7) 
2  r ! 

 

 

In the expression 10.7, the first member represents the probabil ity that zero failures wil l occur 

during observation period T. The second member represents the probabil ity that one failure wil l 

occur in a given time interval T, while the expression 
 

M  
Ö e- M 

 

gives the probabil ity that r failures will occur in a given time interval T, 
r ! 

 

 

where: 
 

 

M ï is the mathematical expectation of the required quantity of spares 

r   - 1, 2,ééén ï is failure occurrence. 
 

 

The mathematical expectation of the required quantity of spare parts can be calculated as follows: 
 

 

M = m Ö ls ÖT 

where: 

(8) 

m - is the number of technical systems maintained, 

ls - is medium failure intensity, 

T ï is observation period. 

When planning the required quantity of spare parts, expressions 7 and 8 can be considered as safety 

factors, because they represent the probabilit y that a spare part will be available when it is needed. 

The higher the reliability, the higher the quantity of spare parts, which increases maintenance costs. 

If the following values are known: the number of technical systems, the number of individual types 

of elements, failure intensity and observation period (usage), it is possible to determine the 

required number of spare parts for a specific cumulative Poisson distribution according to the chart 

shown in Figure 8. 
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Figure 8. Nomograph for reading the required quantity of spare parts 
 

 

4.2 Experimental section 

The maintenance process in a large production system involves care for the proper functioning of 

142 transport vehicles. It is necessary to determine the required quantity of wheel cylinders with 

reliabil ity R(r) = 0.9 Ñ 0.05 for a period of three years. Failure intensity (experiential) is 0.96 x 10-
 

2. 
 

 

S o l u t i o n: 
 

 

The mathematical expectation of the required number of brake cylinders is: 

 

M = m Ö ls ÖT º 4 
 

 

The calculation of the number of brake cylinders needed to achieve reliability R(r) = 0.9 Ñ 0.05. 

The following reliability levels were determined for various quantities of spare parts (Z): 
 

 

Z = 0......... Ý R(r ) = e
- M   
= 0, 018 

Z = 1......... Ý R(r ) = e
- M  
+ M Ö e

- M   
= 0, 09 

Z = 2......... Ý R(r ) = e
- M  
+ M Ö e

- M  
+ 

1 
M 

2 
Ö e
- M   
= 0, 25 

2! 

Z = 3......... Ý R(r ) = e
- M  
+ M Ö e

- M  
+ 

1 
M 

2 
Ö e
- M  
+ 

1 
Ö M 

3 
Ö e
- M   
= 0, 43 

2!  3! 

Z = 4......... Ý R(r ) = e- M  + M Ö e- M  + 
1 

M 2 Ö e- M  + 
1 
Ö M 3 Ö e- M  + 

1 
Ö M 4 Ö e- M   = 0, 62 

 

- 

- 

Z = 6......... Ý R(r ) = 0, 873 

2!  3!  4! 
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As can be seen in the above example in which brake cylinder inventory level needed to ensure 

reliabil ity R (r) = 0.9 Ñ 0.05 has been calculated, the quantity should be limited to Z = 6 units, 

because it ensures reliabilit y within the required limits (0.873). When this methodology is applied 

in real-world conditions, nomographs can be used from which the required quantity of spare parts 

can be read immediately (based on data obtained during longer testing). Figure 8 shows one such 

nomograph. 
 

 

5. CONCLUSION 

Technical system li fe cycle cost analyses facilitate decision-making in business systems by 

providing relevant information. This is important for all involved in the li fe cycle of a system, i.e. 

the designers, producers and users alike, as well as servicing and maintenance professionals. 

A very important part of these analyses 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 

defects which is also a random variable. On the other hand, the quantity of spare parts in stock is 

a very important factor as well. It is best to keep a sufficient quantity of spare parts in stock at all 

times. This can be done only if the warehouse keeps a large quantity of spare parts in stock for 

each element of the technical system. This is the only way to ensure that there is a high probabilit y 

to cater to each and every demand. Ensuring stock safety requires a large quantity of spare parts, 

which in turn incurs high costs, thereby negatively affecting the system. 

The presented methodology is one of a number of methodologies for the optimisation of spare 

parts inventory that uses reliabil ity criteria. Its application is very simple and tested in practice by 

the authors of this paper. 
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ABSTRACT 

Alternative  investment  funds  (AIFs)  differ  from  ñtraditionalò  investors  in  their  role  as 

shareholders of companies in which they invest. Although traditional institutional investors prevail 

over alternative ones in the global share of investments, their role in portfolio companies is usually 

passive due to regulatory and investment restrictions applicable to them (as for example UCITS 

funds). Specific types of AIFs (private equity/venture capital funds/hedge funds) invest a significant 

part of their asset in various companies and available comparative data suggests that they are 

significantly more active in portfolio companies than other shareholders/investors. Through 

different types of activism, AIFs tend to influence the corporate governance of companies in which 

they invest. The goal of this article is to determine whether Croatian AIFs play an active role as 

shareholders in their portfolio companies. Importantly, Croatian AIFs have just recently been 

regulated in line with known global trends, which further enhance their position on the market. 

Authors shall analyze available legal mechanisms for shareholders to actively participate and 

influence the corporate governance of the companies under Croatian law. In order to de termine 

whether AIFs as shareholders employ those mechanisms in practice, authors conducted research 

among the managers of Croatian AIFs. Research was focused on determining whether Croatian 

AIFs participate actively in governance of portfolio companies through voting rights, making 

shareholder proposals, informal influence on the board members or other type of shareholdersô 

activism. Finally, authors shall elaborate if the current state of AIFs activism in portfolio 

companies represents a good example of corporate governance from the point of a long-term 

criti cized passive shareholders issue. 

Keywords: active shareholders, alternative investment funds, corporate governance, managers 

of alternative investment funds, private equity 

 
1. INTRODUCTION 
The Croatian capital market is relatively young. The development of Croatian investment funds 

began approximately twenty years ago, when a first mutual fund was founded in 1997 [Ļulinoviĺ- 

Herc, Grkoviĺ, 2013, pp. 53-60]. The regulation of mutual funds, especially of UCITS funds, was 

under the heavy influence of the European Union (further in text: EU), even before Croatia became 

a full Member State. On the other hand, alternative investment funds (further in text: AIFs) have 
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just recently been regulated in line with known global trends and new types of AIFs are introduced 

in the Croatian capital market. As on the EU level, we can divide Croatian investment funds into 

UCITS funds and AIFs. Due to considerable differences in investment strategies and objectives, 

pension funds fall out of the scope of this article. Opposite to UCITS funds, AIFs represent a 

heteronomous group of funds which are mostly unburdened by the legislative restrictions in their 

investments. This research is limited to Croatian AIFs that invest in equity instruments of Croatian 

li sted public companies and/or private companies. One part of the research therefore explores the 

shareholdersô mechanisms which AIFs may employ, i.e. it contains an analysis of available legal 

mechanisms that allow AIFs to be active shareholders in Croatian companies. Portfolio companies 

are in most cases established as a public limited liability company (dioniļko druġtvo) (further in 

text: PLLC) and a limited liability company (druġtvo s ograniļenom odgovornoġĺu) (further in 

text: LLC). Therefore, the basis of AIFsô available mechanisms is explored in this context. Authors 

acknowledge that AIFs are typically divided into specific types (such as private equity, venture 

capital, hedge funds, etc.) according the investment strategies which they usually employ. 

Nevertheless, in some cases this distinction becomes blurred. Although the type of AIF may 

indicate the level of activist approach, it is not necessarily the case. Croatian AIFs that invest in 

equity as well as their foreign twins, AIFs on the global capital market, may employ investment 

strategies not necessaril y connected with their type. Therefore, authors focused on the 

shareholdersô active mechanisms regardless of whether such mechanisms are a result of the 

investment strategy usually connected with a specific type of AIF. In that regard, authors 

conducted research among Croatian managers of AIFs (further in text: AIFM) in order to 

determine if their AIFs are active shareholders in portfolio companies and if they are, which legal 

mechanisms they are using. The overall goal of this article is to provide an answer whether the 

Croatian AIFs as institutional investors play a role of an active shareholder comparable to trends 

in comparative capital markets. 

 
2. AI Fs AS ACTIVE SHAREHOLDERS ï COMPARATIV E MARKET PERSPECTIV E 

The prevailing li terature regarding AIFs as active shareholders is focused specifically on hedge 

funds, as they are known to have the most proactive strategy. Comparative data suggest that AIFs 

invest significantly less in equity than traditional institutional investors [¢elik, Isaksson, 2013, pp. 

100-102]. However, when they do, the question arises whether AIFs actively participate in 

corporate governance of the portfolio company and show higher degree of shareholdersô activism 

than traditional investors. It is a topic that recently gained more attention, although shareholder 

activism is not a new element in capital markets (it dates at least from the 1980s for the USA) 

[Gillian, Starks, 2007, pp. 57-59]. 

Authors note that AIFs can influence the company through derivative positions (such as options, 

convertible preference shares and other), share loan agreements, empty voting and other 

techniques [Stowell, 2013, p. 269] as well. The activism of AIFs and their influence on the 

companies in capital market is higher when taking that into account [AIMA, Simmons&Simmons, 

2015, p. 29]. Likewise, besides the visible techniques that AIFs can employ in portfolio companies, 

authors acknowledge the existence of unofficial or ñbehind-the-scenesò pressures that AIFs can 

exercise on management boards. It seems that such behavior is reportedly very often in the practice 

[Becht, Franks, Mayer, Rossi, 2015, p. 225; AIMA, Simmons&Simmons, 2015, p. 5]. 

Shareholderôs position in the company depends primaril y on the size of the stake it holds. 

Comparatively, in European countries the average stake size that AIFs hold in their portfolio 

companies amounts from 6.1% to 9.7% [Becht, Franks, Grant, 2010, p. 20]. Such a result indicates 
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that AIFs prefer the position of a minority shareholder (with the exception for private equity and 

venture capital funds). They influence the company governance through various mechanisms, but 

they are avoiding costly public takeovers. 

Generally, traditional institutional investors such as mutual funds, pension funds and other are not 

active shareholders, mostly due to organizational and investment restrictions applicable to them. 

If they are active, they use the "passive" form of activism [Kahan, Rock, 2007, p. 1043]. This 

mainly consists of making formal shareholder proposals, voting in favor or against shareholder 

proposals, informal discussions with management board etc. Although it represents a certain type 

of influence, it inclines towards only moderate changes in corporate governance at the smaller 

price for active shareholders [Kahan, Rock, 2007, p. 1044]. 

On the other hand, when AIFs and especially hedge funds act 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 wil l profit from active engagement [Kahan, Rock, 2007, 

p. 1069; Stowell , 2013, p. 269]. AIFs are generally not burdened with requirements for 

diversification and other organizational issues, which enhance the li kelihood of their involvement 

as active shareholders [Cli fford, 2008, p. 326; Klein, Zur, 2006, p. 7]. They strive towards 

changing the corporate control in the portfolio companies in order to issue a decision which is 

favorable for them, as are blocking the takeover of the company, acquiring the company for 

themselves and other [Kahan, Rock, 2007, pp. 1029-1043]. Such activism is certainly more 

expensive, but also more eff icient with prompt results. 

However, although helpful, such distinctions are relative. In fact, many AIFs employ techniques 

usually connected with traditional investors. In a study from 2015, it was found that even 52% of 

activism by AIFs relates to improving corporate governance of the portfolio companies, i.e. to the 

passive form of activism [AIMA, Simmons&Simmons, 2015, p. 31]. 

A hostile takeover is a notorious notion often connected with the investment techniques of AIFs, 

especiall y of hedge funds. However, available data shows that AIFs predominantly use non-hostile 

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 

the findings that AIFs use similar activist methods as traditional institutional investors. Thus, they 

rather seek to influence the corporate governance through constructive methods (such as making 

formal shareholder proposals, informal influence on management board, being represented in the 

management and supervisory board and other), than employing aggressive methods (such as 

takeover of the company, liti gation against the company or its directors and others). 

It is often discussed whether shareholder activism by AIFs represents a positive or negative impact 

on portfolio companies and other shareholders. There are many studies which measure impact of 

shareholdersô activism on target companies. The most frequent criteria used for analysis are short 

and long-term reactions of stock market on shareholdersô activism, successfulness of shareholdersô 

proposals, and influence on the management board. 

Available academic li terature supports the findings that active AIFs create values for other 

shareholders [Brav, Jiang, Kim, 2012, p. 208; Becht, Franks, Mayer, Rossi, 2015, p. 246]. Some 

authors argue that active AIFs improve corporate governance of the target companies and 

especiall y that their presence influences the CEOs whose compensation usually drops and 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 soon as upon announcement of the investment. 
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Available data demonstrates that activism by AIFs regularly achieves short -term abnormal price 

returns in the shares of target companies [Brav, Jiang, Partnoy, Thomas, 2015, p. 286; AIMA, 

Simmons&Simmons, 2015, p. 48]. However, reasons for such a reaction are not clear. In the ideal 

scenario, a positi ve market reaction would be due to the expectations that AIFs shall add the 

company value by improving the company management. It can also be a sign to other investors 

that AIF detected an undervalued company worth of investing. As such it can bring additional 

value to the shareholders of the target company, but without long-term positi ve activism of the 

AIF in the company; the positi ve return is short-term and it affects the shareholders but not the 

company. 

It is much less clear whether company performance improves in long-term period after the AIFs 

investment. There are mixed results regarding this issue [Coffee, 2015, p. 697]. AIFs as active 

shareholders can contribute to the welfare of the company only if they act in the interest of the 

company and not in the interest of their investment solely. Some AIFs are known to enter the 

company with the goal to strip the company from its assets, thus maximizing their immediate 

profit, but seriously damaging the company in the long term [Seretakis, 2013, p. 216]. Thus, it is 

understandable that AIFs raise justifiable concerns, especially for the management boards who 

should act in the best interest of the company and not individual investorôs benefit. 

To conclude, although activism by AIFs obviously raises certain concerns, the overall view in the 

academic literature towards AIFs as active shareholders is positi ve. Furthermore, there is a study 

that shows that even among the AIFs, those who employ strategy of the active shareholder achieve 

larger average annual return than passive AIFs [Cli fford, 2008, p. 325]. Finally, the success rate 

for active AIFs is very high. AIFs achieve their goal as active shareholders in around 60% of cases 

[Klein, Zur, 2006, p. 30-31; AIMA, Simmons&Simmons, 2015, p. 33]. 

 
3. REGULATION OF AI Fs UNDER CROATIA N LAW 
Croatian AIFs have recently been regulated in line with global trends. That was done by the 

Alternative Investment Funds Act from 2013, which was amended on 11 December 2014 (further 

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), AIF is an 

investment fund established for the purpose of raising capital through a public or private offering 

and investing this capital in different types of assets in accordance with a predefined investment 

strategy and objective, but to the exclusive benefit of unit-holders in the AIF concerned. An AIF 

may be an open-ended (separate pool of assets, without legal personality) 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 accordance with Croatian laws and regulations, including, but not 

limited to, basic AIF and special kinds of AIF, such as private equity, venture capital, real-estate, 

fund of funds, specialized AIFs, hedge funds, EuVECA and EuSEF. There are also several AIFs 

established during 2010 as funds for economic cooperation (fond za gospodarsku suradnju) 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 is also important 

to note that Croatia provides a different regime for (i) AIFMs when the cumulative AIFs under 

management fall below the threshold of EUR 100 million; and (ii ) AIFMs that manage only 

unleveraged AIFs that do not grant investors redemption rights for 5 years and when the 

cumulative AIFs under management fall below a threshold of EUR 500 mil lion [art. 5/1 of AIF 

Act]. In comparison to many other EU Member states this actually means that only one Croatian 

AIFM, which manages only one AIF (with private offering and has only 2 investors), falls within 
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the full scope of regulation under AIMFD. All other Croatian AIFs are well below the threshold 

from AIFMD. However, even ñsmallò AIFMs, which fall out of the scope of the AIFMD, are 

regulated and supervised in Croatia. 

 
4. ACTIV E SHAREHOLDERS ï POSSIBILITIES UNDER CROATIAN LAW 
Croatian companies are regulated by the Croatian Companies Act (further in text: CA). Position 

of shareholders is determined by the CA, thus authors shall analyze which mechanisms AIFs can 

employ as shareholders in Croatian companies. As already stated, the focus in this article is put on 

PLLCs where authors make no distinction whether these companies are listed or not, and LLCs 

are often related as private companies. 

 
4.1. Active shareholders in public limited liabili ty companies 
Generally, shareholdersô rights in PLLCs (dioniļko druġtvo) are divided into management and 

property rights [Barbiĺ, 2010, p. 521]. Management rights provide basic tools for active 

shareholders. Those of particular interest are shareholdersô rights to participate in general meeting 

of the company and taking part in discussions, amending the agenda of the general meeting, 

making formal shareholdersô proposals on the general meeting, and voting rights. 

The general meeting is a central place for shareholders to exercise their rights and to influence the 

management of the company. The CA in art. 274/1 explicitl y provides that shareholders have the 

right to participate in the general meeting of the company. Authors emphasize the right of the 

shareholders to request the management board to convene the general meeting. This right is even 

given to the minority shareholders who hold 5% of share capital or less (if the lower limit is set in 

the statute of the company) [art. 278/1 of CA]. Thus, if an activist shareholder holds at least 5% of 

share capital, it shall be able to convene the general meeting. It is self-understood that once the 

general meeting is convened, shareholders have the right to partake in discussions regarding 

various decisions on agenda [Ļulinoviĺ-Herc, Hasiĺ, p. 51]. 

Also, shareholders have the right to propose and amend the agenda of the general meeting. The 

CA gave this right to minority shareholders as well [art. 278/2 of CA]. When making a proposal, 

shareholders must accompany it with explanations and a proposal of the decision. It is possible for 

activist shareholders to simultaneously request the convening of the general meeting and to 

propose the agenda of what should be discussed [Barbiĺ, 2010, p. 1091]. The significance of this 

right is clear as the CA in article 280/4 provides that general meeting cannot discuss issues which 

are not put on the agenda of the general meeting. 

Further, active shareholders have the right to make formal shareholdersô proposals regarding the 

decisions discussed, either before the general meeting is convened or at the general meeting [art. 

282/1 of CA]. It actually means that the shareholder who makes the proposal calls for a different 

decision than the one suggested (usually) by the management board. Shareholdersô proposals are 

an important tool given to shareholders in order to influence the management of the company. Of 

course, whether a proposal shall be accepted depends on the voting of the shareholders at the 

general meeting. Such proposals should be viewed as constructive for the company, but there is a 

very interesting finding that stock market reacts negatively when a shareholderôs proposal occurs 

[Cziraki, Renneboog, Szilagyi, 2015, p. 139]. The reasons are that it raises concerns for the 

companyôs performance and existence of corporate governance issues. 

The right to vote is the fundamental right of each shareholder. Every share gives to its shareholder 

the right to vote at the general meeting [art 169/1 of CA], except preferred shares without the 

voting right [art 169/2 of CA]. Voting rights are tied with the amount of share capital which a 
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shareholder has invested into the company [Barbiĺ, 2010, p. 545]. Although voting for or against 

the proposed decision at the general meeting is a ñpassiveò form of activism, it can be a strong tool 

to influence the corporate governance of the company, especially if the shareholder holds a 

majority block of shares. Authors acknowledge various mechanisms which active shareholders 

can employ in order to gather necessary votes such as shareholder agreements, empty voting and 

other. 

Shareholders have the right to choose the supervisory board in a two-tier [art. 256/1 of CA], and 

non-executive managers in a one-tier system [art. 272.c/1 of CA]. The election is usually done at 

the general meeting. However, certain shareholders can have the right to directly choose up to a 

third of members of the supervisory board [art. 256/3 and art. 272.c/1 of CA]. Further, as the 

supervisory board chooses the members of the management board/executive officers [art. 244/1 

and art. 272.l/1 of CA], shareholders can influence the choice of managers as well. By having this 

right, active shareholders can more effectively monitor the business performance of the company 

and indirectly influence its management. 

To conclude, AIFs as active shareholders in Croatian PLLCs can use various mechanisms in order 

to influence the corporate governance of the company. These mechanisms are in line with 

comparative solutions, especiall y with company laws of other EU Member States. 

 
4.2. Active shareholders in limited liabili ty companies 
Croatian LLCs (druġtvo s ograniļenom odgovornoġĺu) equity instruments cannot be li sted on the 

stock-exchange market. Their investors do not have a ñshare,ò but a ñunitò which gives them 

similar rights as shares do to shareholders. Authors shall refer to them as unitholders. 

Unitholdersô rights resemble the  ones described  for shareholders.  However,  there  are some 

fundamental differences. They primaril y stem from the basic features of the LLCs, which are 

construed as companies with simpler and more elastic organizational structure, and some basic 

unitholdersô rights are left to autonomous regulation within the company. A crucial difference is 

that organs of the company are in a hierarchy, where the general meeting and thus the unitholders 

are at the top [Barbiĺ, 2013, p. 7]. Bearing this in mind, authors shall further discuss the most 

relevant management rights for AIFs, whichare active shareholders. 

Unitholders as shareholders have the right to participate at the general meeting and to partake in 

discussions. Decisions can be made in writing, even without convening the general meeting if all 

unitholders give their consent to such a modus of deciding [art 440/1 of CA]. This speaks of less 

formal requirements in functioning of general meetings. The biggest difference is that the general 

meeting is the first in the hierarchy of organs. This means that the unitholdersô decision brought at 

the general meeting is binding for the management board [art. 427/1 of CA]. In other words, AIFs 

as unitholders can directly influence the management board by making obligatory decisions, at 

least those who fall under the jurisdiction of the general meeting. 

The voting rights of unitholders are arranged differently than those of shareholders. Every 200.00 

Croatian kuna of ground capital gives the right to one vote [art. 445/2 of CA]. However, voting 

rights can be organized differently, providing that each unitholder has at least one vote and that 

such an arrangement is provided in the memorandum of association [art. 445/3 of CA]. In other 

words, AIF as a unitholder can negotiate for higher voting rights, for veto power or other 

privileges, even as a minority unitholder [Barbiĺ, 2013, p. 267]. 

After 2012, Croatian legislature introduced the simple LLC as a subcategory of the LLC. Even 

though there are some differences, unitholders can employ the same techniques to actively 

influence the corporate governance as in the LLCs. 
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To conclude, AIFs as unitholders can have an easier access to the management of the company 

and the influence on the management board can be done with less formal requirements. Also, there 

is no risk of negative perception by the publi c if for e.g. AIF makes a formal shareholder proposal 

at the general meeting. The main advantage is that there is a higher degree of autonomy where 

AIFs can bargain for a better position within the company. 

 
5. CROATIAN AI Fs AS SHAREHOLDERS 
According to the publicly available data on the website of the Croatian Financial Supervisory 

Agency (September 2016), the Croatian AIF market consists of 14 AIFMs who manage 30 AIFs. 

Authors conducted research among AIFMs by compili ng a questionnaire. Questions were divided 

into 5 groups: choice of portfolio company, modus of 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, empty 

voting, and other techniques. 

Out of 12 received answers, 2 were not taken into account as the AIFs invested in bonds only, and 

additional 2 because the answers did not concern the AIFs under management but rather a general 

standpoint of the managers in question. Thus, the final sample consisted of 8 answered 

questionnaires, which covered around 50% of AIFs in Croatia who invest in equity. 

In choosing the target company, AIFMs were asked about the most important risks of investment 

they were taking into account before investing. Among various risks offered, in the first place is 

the risk that the management board of the target company is not a good team. All AIFMs chose 

this risk, which loudly speaks of its importance. The risk of inadequate exit strategy came in the 

second place. The first two are followed closely by the risk of loss of the entire investment, risk of 

competition, risk that the company wil l fail to adapt its idea to the market, risk of transparency and 

accuracy 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 and local market and other. 

As for the modus of entering, AIFMs were asked about the threshold of equity investment. 5 of 

them answered that their AIFs remain minority shareholders in the portfolio company. These funds 

are careful not to cross the threshold for takeover of the company (25% plus one voting shares). 

The remaining two declared that they prefer the position of majority shareholders (venture capital 

funds), while one answered that it depends on the particular company. This result is in line with 

the comparative findings elaborated earlier in the text. 

AIFMs were questioned what legal form of portfolio companies they prefer. Only one answered 

that LLCs are preferable as a portfolio company, regardless of its more simple structure that allows 

more bargaining freedom to 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 AIFs in the company as being 

positi ve. One AIFM even emphasized that they do not invest in the company if it is viewed 

negatively by other shareholders and management boards. Thus, Croatian AIFMs do not use a 

hostil e approach in entering a company. 

As to the activism, 7 of 8 AIFMs reported at least some form of influence which they exercise in 

portfolio companies. All 7 reported that they consider that AIFs as shareholders should have an 

active role in the companies in which they invest. The main reasons for activism are the protection 

of investment and interest of the investors of AIFs. 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 actions typical for active shareholders. 

Authors analyzed their answers in the following table. 

 
Table 1: Activism by Croatian AIFM 

 

Nomination/selection of members of the supervisory board 87,5 % 

Personal attendance in portfolio companies 87,5 % 

Telephone conversations with the management of portfolio companies 87,5 % 

Forming business strategies of portfolio companies 75 % 

Business monitoring of portfolio companies 75 % 

Nomination of members of the management board 62,5 % 

Support in managing portfolio companies 62,5 % 

Recommendations in selection of the management 62,5 % 

Making formal shareholdersô proposals at the general meeting 62,5 % 

Help with acquiring financial means 62,5 % 

Giving financial support to portfolio companies 37,5 % 
 

Importantly, all 7 active AIFMs highlighted the importance of their representation in the 

supervisory board. In relation to their right to make formal shareholdersô proposals, some even 

pointed out that they avoid situations in which that would be necessary, as their goal is to achieve 

influence through the supervisory board. Needless to say, if AIFMs are represented in the 

supervisory board, they can directly 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 the field of business of the portfolio company. Interestingly, 

one answered they would opt for a financial expert, while one for a cross-sector expert who could 

cast a new perspective on the management of the company. As to the time period of investment, it 

is often emphasized that while traditional investors aim towards long-term, AIFs prefer short-term 

investments. However, recent studies show that the average time period of investment for AIFs in 

portfolio company is two years [AIMA, Simmons&Simmons, 2015, p. 40]. Croatian AIFMs 

declared that their period of investment ranges from 3 to 7 years. This demonstrates that Croatian 

AIFs have even longer time periods of investment that on the comparative level. For private equity 

funds comparative data show that the time period of investment is much longer, ranging from 5 to 

even 10 years [Kaplan, Strºmberg, 2015, p. 499]. Croatian private equity funds follow this trend, 

as their managers report that the time period of investments is on average between 5 and 7 years. 

AIFMs were questioned if they have some predefined mechanisms to protect their interest if during 

the investment the portfolio company fails to achieve business objectives. Only 4 AIFMs 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 as their exit strategy. This is in line with 

the comparative study that shows that the sale of shares in the open market forms almost two- 

thirds  of  AIFs  exits  [AIMA,  Simmons&Simmons,  2015,  p.  41].  Only  one  AIFM  reported 

liquidation and one AIFM reported division/merger of the portfolio company as an exit strategy. 

To conclude, Croatian AIFMs, which participated in this research, showed a high degree of 

shareholdersô activism. Even 7 out of 8 declared some type of activism in the portfolio company. 
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However, authors highlight that these results should be interpreted in light of the fact that 5 out of 

8 analyzed questionnaires belong to AIFMs who govern private equity/venture capital 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 AIFs are usually passive 

shareholders. In this regard, the results of this research are somewhat surprising. To interpret them 

correctly one should bear in mind that this research covered only around half of equity investments 

by Croatian AIFs, and that within that half most of them fall into the category of private 

equity/venture capital funds industry, which is by default known for a high degree of shareholdersô 

activism. 

 
6. CONCLUSION 
In this article, authors contributed to the comparative studies of AIFôs activism in portfolio 

companies by conducting research among the Croatian AIFMs. As to the authorsô knowledge, it 

is the first research of this type in Croatia. Comparative studies repeatedly report that AIFs are 

significantly the more active shareholders in portfolio companies than traditional institutional 

investors. According to this research, Croatian AIFs follow this trend. The majority of AIFs are 

careful not to cross the threshold for takeover of the company, but nevertheless employ 

mechanisms of influence. Statistically speaking, investments are predominately made in PLLCs. 

As to the types of actions, Croatian AIFs reported a ñpassiveò or a rather traditional form of 

activism. The most important tool Croatian AIFs use is the nomination/selection of the members 

of the supervisory board. Through that, AIFs can actively control and directly influence the 

management of the portfolio company, especiall y by election of the management board. A direct 

access to the management of the company renders other shareholdersô mechanisms as rather 

superfluous, such as convening the general meeting, amending the agenda, shareholdersô proposals 

and other. It seems that Croatian AIFs have even longer time periods of investment that on the 

comparative level, excluding private equity funds. As this research did not analyze long-term 

consequences of AIFs activism, it is diff icult to say whether activist mechanisms employed by 

Croatian AIFs represent a good example of corporate governance. It is clear that AIFMs view 

active involvement in portfolio companies from the aspect of protecting the interest of their 

investors, however, it is indicating 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 companyôs welfare, which 

would have a positive effect on both the company and shareholders. This would certainly be the 

case where the interests of AIF (on the one hand) and the company and shareholders (on the other) 

are aligned. Other scenarios may create more complex situations. Complexity arises from the fact 

that AIF as a shareholder has the duty to act in favor of the portfolio company, while at the same 

time it has a legal obligation to act in the interest of AIFsô investors. 
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