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ABSTRACT
After more than a decade and a half of experience in the privatization in the social sector in the
Republic of Serbia, a gap between the publicly promoted expected effects and actual results
achieved is getting more visible. More and more people agree with the estimates that this
process was poorly conceived, realized in an unregulated institutional environment
characterized by inconsistent laws and regulations, underdeveloped and non-transparent
procedures and systemic corruption. The only possible result of such a process is inefficiency
with a number of accompanying problems such as a drastic decrease in production and
employment in privatised enterprises, social vulnerability of a large number of dismissed
workers and more pronounced social layering. This paper analyzes and points out the most
common mistakes made during the privatization process in the previous period, with the aim of
not repeating them in the initiated procedure of privately owned capital entry into public
enterprises, where potential problems may arise even further, having in mind their strategic
importance for the Serbian economy and all citizens.
Keywords: privatization, sale, bankruptcy, social insecurity, unemployment

1. INTRODUCTION

The concept of transition applied after changes in October 2000 in Serbia, based on
liberalization and privatization, did not bring the expected performance of the domestic
economy. With unbearable ease, the political elite spread the belief that "Serbia is on the right
track," that "the European Union has no alternative™ and that the Washington Consensus
(privatization, liberalization, stabilization) should be resolutely implemented instead of an
appropriate program and transition algorithm with Serbian specificities. Thus, the comparative
advantage of Serbia's starting position for transition to a market economy, in the experience of
others who entered the process significantly earlier, has been lightly squandered. Not only were
the mistakes of others repeated, but also a number of others were made, which, of course, is not
a characteristic of those who are either smart or cautious. Instead of the slightest problems at
the transition from a system that collapsed (socialism) into a new one, as the bearers of political
authority claimed, a "more prosperous™ system (capitalism), the same ones that "the reign of
madness have chosen” (Njegos), they started to process privatization rules under "Murphy's
law": if anything can go wrong, it will! A large number of formerly successful and well-off
companies were ruined by privatization, and the number of jobless workers today is measured
by hundreds of thousands. Most of these privatized companies have not been bought by their
"bosses", so that the improvement of the business can be continued, or that the product quality
standards or number of workers can be raised, but because of the land, materials, machines...
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Thus, the money was drawn out through related legal entities, salary payments were delayed,
contributions were not paid and such stories usually ended on court. Workers and erstwhile
solid firms were left with no job, with debts that could not be settled in bankruptcy procedure.
"There is still a lot to learn in the property field, there will be more research on it...." (Madzar,
Lj. 1995). The experience in the privatization of social enterprises confirms that we have not
learned much about the property, and whether the mistakes made in the previous privatization
will be repeated when it comes to privatization of the public sector, that remains to be seen.

2. PRIVATIZATION IN SERBIA — CAUSES AND OBJECTIVES

Direct state administration, and then self-management, determined the economic history of
Serbia after the Second World War. In such economic system, there was no clear and direct
connection between the results and work evaluation. That kind of state led to low motivation,
and as a result we have a low productivity. The factual situation was not recognized, so the
process of "socialization of losses™ has started. Such attitude towards companies with a bad
financial situation had a domino effect on strong companies. The summarizing effect of the
previous processes has led to the collapse of socialism and the abandonment of the so-called
"socialist paradigms”. At the beginning of the 1990s, Serbia, like other socialist countries,
entered the transition period, at the beginning of which the issue of privatization was imposed
as the central one. The expectations were that privatization will be the driver of all changes, and
will lead to a rapid improvement in the company's business. Formally, privatization in Serbia
lasts for more than a quarter of century. Over the past 27 years, expectations and public attitude
towards privatization have changed significantly. In the 1990s, privatization was seen as a
necessary evil that violates the spirit of self-management and the certainty of the workplace. At
the beginning of the last decade, with the change of the regime and the privatization model,
during the short euphoria, privatization is perceived as a cure for all the problems of the Serbian
economy. Soon there was a deep disappointment with the results, after which the privatization
and the applied model became the main culprits for all the failures of the Serbian economy.
Today, privatization in Serbia is experienced, if not as a robbery, at best, again, as a "necessary
evil", while more and more often it is confirmed that private property is often not more efficient
than social or state one. Namely, instead of a scenario where the private property shows its
advantages over a social way of privatization, ie state property, as it was expected, we have a
reduction in production, the phasing out of a large number of businesses, increasing
unemployment, violations of the basic rights of employees and the growing stratification and
poverty. Beginning of privatization proved to be more complicated and longer-term than the
original expectations of a "new democratic political elite" after 2000, followed by a series of
consequences. When assessing this process and looking at its effects, it is advisable to do it
from at least two aspects. The first is economic in nature and implies an assessment of the extent
to which the privatization process has created the preconditions for building a more productive
and competitive economy, increasing employment and raising living standards. The second
aspect of the observation would, of course, be how much the “price™ is paid for in the sense of
the occurrence of adverse effects. The main goal of privatization is to increase the economic
efficiency of business entities. At the same time, with the tendency to achieve greater efficiency,
there is a need for the provision of social justice. Fully achieving both of these objectives is
impossible, bearing in mind the fact that economic efficiency and social justice represent
conflicting goals. For this reason, the state authorities, as the carrier of the realization of the
privatization process, must very carefully approach to its implementation, skillfully balancing
between the tendency to increase economic efficiency and stimulate economic growth and
development, while preserving employment at the same time and not leading to deeper social
changes and stratification (Lakicevi¢, 2011. 52).
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For the success of privatization, according to the estimates of the largest part of economic

analysts and experts, it is necessary to achieve several important preconditions:

1. Selection of the appropriate method and efficient organization of tasks related to its
implementation;

2. Stable macroeconomic environment;

3. Appropriate economic policy;

4. Transparent system and a stable system of regulations and measures regulating the rules of
the game in the economy.

The period after 2000 is characterized by the implementation of mainly the first generation of
reforms under the "oversight" of the International Monetary Fund and the World Bank -
privatization of the social sector, macroeconomic stabilization, price and external economic
deregulation and liberalization, privatization of the banking sector, numerous legal adjustments
resulting therefrom. The main goals of economic policy were to maintain macroeconomic
stability, while achieving economic growth at the same time. However, numerous analyzes and
surveys show that this process is accompanied by sharp macroeconomic imbalances (internal
and external), and unresolved structural problems. On the macroeconomic agenda, the key
transitional enigma was high unemployment, while privatization revenues were mainly directed
to cover budget deficits.

3. PRIVATIZATION EFFECTIVENESS IN THE REPUBLIC OF SERBIA

Privatization was a magical word from which it was expected that greater efficiency of
privatized enterprises would be ensured by transforming the social into private property. The
creators of the new (still actual) model of privatization in 2001 said that it was balanced with a
multitude of conflicting interests, with the basic attributes of this: economic efficiency, political
enforceability and social acceptability. The concept is theoretically primarily oriented to
investors who need to redeem and continue to restructure enterprises, and to ensure quality
management and development, and therefore the efficiency of the economy as a key response
to comprehensive social changes. Privatization also needed to ensure the flow of funds into the
budget, but also to solve the issues of restitution, ie restitution of previously seized property.
Unfortunately, the effects of the implementation of the privatization process so far are far from
anticipated. This is supported by the fact that in 2015, the total number of employees decreased
by more than 700,000 workers in 1990, and that industrial production in 2015 was at about 40%
in 1990. Comprehensive privatization of the entire social economy, based on the principle of
commitment and sale of majority capital and assets, demonstrated not only all the
organizational-technical difficulties of such a broad social transformation, without proper
scientific foundation and background, but also led to devastating social consequences.
Deindustrialization was one of the most significant. Privatization of social capital was not
preceded by a study on the restructuring of the industrial sector of the national economy in
conditions of rapid changes in the business climate, which would serve as an expert basis for
the concretization of the program of simplicity of privatization and restructuring of social
enterprises (Radulovi¢, B. Dragutinovic¢, S. 2014). The mistake was that the political authorities
in Serbia did not understand (do not understand), or did not want to understand (they do not
want to understand) that privatization is not a formula, but an approach. As a process it should
lead to the development of a market economy dominated by (and not be the only) private
enterprises and this form of ownership. Hence the privatization mission could not be a mere
sale of existing companies, but above all a means of creating an environment that is attractive
enough to provide further generation of privatized and new enterprises. The holders of political
power and the creators of the legal framework for the realization privatization process in Serbia
obviously did not accept the appeal of Russian academics and a number of American Nobel
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Prize winners for economics (Kenneth Erou, Vasily Lentiev, Lorenz Khan, Robert Solou). They
pointed out that it is necessary to abandon the Washington model of accelerated transition, that
the transition to a genuine market economy takes time and attempts to significantly shorten this
process leads to a disaster, that the policy of not mixing the state as a part of the shock therapy
was not justified, that it is necessary for the state to take on the basic role in the economy, as is
the case in modern economies of Sweden or Germany (Kovaci¢, 2011). One of the key findings
of the NALED case studies of privatization in Serbia is that strategic investors, who are able to
carry out the technological transfer (the implementation of the measure of operational
restructuring and investment in equipment), have the crucial role in the success of privatization.
In other words, the quality of investor was crucial for the effect of privatization. Among the
fact that there were just a few investors like that in Serbia, they, except in certain sectors, were
not ready or willing to take additional risks in conditions of unfavorable business environment
due to significant surpluses of employees, unregulated property relations and financial
liabilities. From year to year, it seems that an ever-increasing gap between the expected goals
is being created. In other words, the gap between the proclaimed principles of "economically
efficient and socially responsible reforms" and the results actually achieved is getting bigger
and bigger. The consequence of poor sales of the company are the parallel or "gray" economy,
monopolies on the market, the economy without permanent and domestic sources of financing,
the inability to repay debts and launch a new production cycle. Serbia has become a polygon
where the interests of foreign and domestic capitalists are realized, and the price is paid by
employees and other citizens. So far, only “tycoons”, politicians with the power and a part of
the "elite” who experienced emancipation in the new transition period can be satisfied with the
privatization. The failure of privatization in Serbia, among other things, is reflected in a large
number of break-ins of sales contracts (about 45%); the fact that the aim of the buyer in
privatization was most often the acquisition of ownership, construction land or facilities for
further sale and use in which there is nothing in common with the activity of the subject of
privatization; the fact that the revenues of the state, the filling of the budget for current
consumption were of primary importance, and not the overall economic development; the fact
that the restructuring of many subjects took too long with great misconduct, which continued
in bankruptcy proceedings and others.. Distrust, dissatisfaction, disappointment, an extremely
bad image of the authorities, and the infinitely poor view of new business owners have become
anorm, a general conviction, a standard. It is noticeable that the pace of privatization has slowed
down considerably in the last few years. From 2002 to 2008, 320 companies were privatized
on average, while from 2009 to 2011, 47 companies were privatized annually, so that after
2012, privatization almost completely stopped, and the number of companies where the sales
contract was terminated ending in bankruptcy is growing. The slowdown in privatization is
primarily the result of two factors: first, the remaining social enterprises are relatively
problematic, and the privatization of the public sector, which is politically sensitive, is
postponed due to the permanent election cycles, and secondly, there has been a decline in
investors' interest in the economic crisis. In addition to the slowdown in privatization, the
process of nationalization of unsuccessfully privatized companies has been present in the last
few years. The economic situation of most privatized companies and the social position of
employees in them is worse than at the beginning of transition. A large number of privatizations
is reduced to the mere sale of real estate and the abuse of the right to use construction land to
the detriment of the state, local self-government and citizens of Serbia. Privatization did not
lead to economic efficiency and economic growth, but at the same time it produced an
additional army of the unemployed, an increase in poverty and additional social problems. It is
also likely that private capital will enter the public sector (state, public and public utility
companies), where even bigger problems can be expected if they continue with the existing
concept and practice privatization, bearing in mind their strategic importance for the economy
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of Serbia and all its citizens. The result of the previous privatization in Serbia greatly reflects
the income per capita, measured by the parity of purchasing power. Serbia has achieved the
least qualitative shift from European transition countries, with approximately similar
performances over the past decade. The damage caused by bad privatizations is likely to never
be calculated, and it is unlikely that anyone will be a culprit, because in a huge number of cases
"robbery was done by law", so there are more and more of those who, when assessing the effects
of privatization in the Republic of Serbia, speak of a "legally conceived criminal enterprise”. A
large number of jobs are lost in the privatization process, there is no doubt about it any more.
The temporal disproportion between the need for rapid changes and the creation of an efficient
economic structure and the situation with the surplus of employees creates uncertainty and fear
of losing business. It is quite certain that in the coming period there will be a greater supply
than the demand for labor. This, besides the material-social dimension, has its own specific
psychological dimension. Real competition on the labor market opens up among young, highly
educated people who first seek work and middle-aged workers who do not have the conditions
for retirement and support children who are not yet able to work on their own. Those who were
not supposed to, they forgot that privatization is not only economic, but always a socio-political
thing, and the story that there are no negative consequences in that process is simply not correct.
It has been shown that there are many "victims™ of privatization and that, as a rule, it is always
difficult for all societies, especially for working classes in them. It would be nice if everyone
are immediately on the gain, but that is not a painless process. It has been shown that
privatization is very expensive, that it inevitably leads to a reduction in labor rights, increased
unemployment, social insecurity, and so on...

4. RECOMMENDATIONS FOR PRIVATE CAPITAL ENTRY TO PUBLIC
ENTERPRISES
Often, in Serbia, public criticism is heard at the expense of public companies, but unfortunately,
they are insufficiently analytical and unconfirmed with facts. In general, these criticisms are
colored by globalist ideology and focused on the need to enter private capital into them
(privatization, public private partnership, etc.). Because of the importance of public companies,
it is certain that in this analysis, it should be attained professionally, scientifically and
comprehensively. The distortion of the image of public enterprises and the creation of
propaganda about their unsustainability leads us not only to wrong conclusions but can also
make invaluable damages to society. The reform of public enterprises should be seen as a
continuous, systemic activity aimed at clearly defining what the public sector needs in Serbia.
In this sense, the definition of concrete directions and measures for the reform of public
enterprises should be preceded by a detailed analysis of the current situation, in order to obtain
a clear and reliable picture of the situation in which the entire socioeconomic system is located.
This analysis should include, inter alia, the following aspects (Veselinovi¢ P. 2014.):
e Economic aspect (what is the economic situation of market entities and what are the possible
sources of its improvement).
e Institutional aspect (which regulations need to be adjusted and changed in order to
successfully implement the reform).
e Socio-psychological aspect (what is the mood of the population regarding the readiness to
reform the entire socio-economic system, and public enterprises within it).

Starting from the above, the basic recommendations for the possible entry of private capital into

public enterprises are:

e In relation to the privatization so far in enterprises in the social sector, it is necessary to
require prior definition of goals and priorities in the privatization programs.



41st International Scientific Conference on Economic and Social Development — Belgrade, 23-24 May 2019

e Require careful selection and classification of these enterprises and in relation to this choice
of privatization method, which must be preceded by public discussion and verification of
the proposed program by the social partners. The rights of workers in these privatizations
must be clearly defined by the law, as well as the impact on all citizens, their realization
must not be delayed, nor can it depend on the will and decisions of the potential buyer /
strategic partner.

e In the preparation for privatization, look at the social aspects and determine solid social
clauses.

e Privatization projects from the very beginning must be subjected to control and monitoring,
rather than to the already practiced subsequent detection of irregularities, which proved
impossible to correct.

e The privatization process can only be accepted if it is in function of increasing productivity
and profitability of operations, ensuring competitive ability and raising overall
organizational performance, creating better working conditions, providing better or better
quality services, and adequate employee protection, and not exclusively as the only way to
reduce business costs through the reduction of the number of employees or the reduction of
material rights.

e Rights acquired from employment, values and standards in the public sector must not be
violated. Strengthening the mechanisms for their implementation and supervision,
strengthening inspection services and stricter penalizing of negligent employers, putting the
misdemeanor courts in full office, and greater affirmation of mechanisms for the peaceful
resolution of not only collective but also individual labor disputes should be required.

e Prior inspection of complaints or disputes concerning the violation of collective rights must
be requested from the inspection services and the judicial authorities.

e To demand respect for the right to a just and stimulating salary policy for conscientious
devotion and quality work.

e Toinsist that the laws of the market are not broken only on workers - the state must establish
a social security system for those who are unemployed. Measures of an active employment
policy must be in function not only for stimulating new employment but also for retaining
the existing number of employees.

e To demand that severance payments are not the goal and the sole way of solving redundant
workers, but seek solutions that will ensure the continuation of work or long-term social
security of workers - new production programs, additional qualifications, retraining, and
similar.

5. CONCLUSION

Whether the number of the poor in the world has been reduced or increased in the course of
neoliberal globalization, remains the subject of numerous controversies and studies. It is certain,
however, that in Serbia, a program of recovery, which the domestic government conceived,
under the supervision of international financial institutions, brought many problems that most
privatized enterprises still face (if they still exist). The privatization analysis in Serbia points to
the conclusion that it did not bring the expected economic growth on the basis of improving the
efficiency of operations, but only a sort of redistribution of assets and economic power. It
became apparent that the consequences of privatization were extremely serious and persistent,
that it was accompanied by corruption, crime and various types of frauds. The unforeseeable
consequences often remain unprocessed and leave long-term traces, distrust of citizens,
workers, serious investors in the country. The need to solve these problems, which would be
particularly important for the eventual process of entering private capital into the public sector,
requires some legal solutions that would be appropriately addressed to those who deal with
corruption and privatization crimes.
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For example, with the introduction of new criminal offenses, the time-barred limitation can be
abolished. (In some countries these acts are not out of date because of their harmfulness and
danger, for example in Croatia). Many will saty that it is better for someone to herald once than
never, but the problem is that now it is too late for the most privatized social enterprises. Many
of these companies are ruined and looted, and the result will be even worse, if the same approach
is applied in the announced privatization process to public companies. In that sense, there is a
danger for privatization in a public sector to become the continuation of a proven recipe for the
acquisition of the profit for a small group of people, rather than a good basis for the food security
of the population. The interest of foreign capital for investing in Serbia is insufficient, and
domestic investors do not have sufficient entrepreneurial capital to fully take on the leading
role. In the structure of foreign investments, greenfield investments and recapitalization are
needed. The share of investments in Serbia's GDP is almost twice lower than other transition
economies. In order to increase foreign investments, it is necessary to increase the level of
economic freedom, to lower tax rates, to achieve macroeconomic stability and to create an
attractive business environment for investors. It is necessary to create the right environment for
the development of new enterprises, because they, as elsewhere in the world, are more
productive, more profitable and the main generator of development. The failure of the
privatization process in Serbia is caused by the fact that privatization was carried out regardless
of the consequences, there was no general consensus regarding the concept of privatization, the
most important goal was budget revenue, rather than the growth of living standards based on
the growth of production, employment and export. Despite the criticism of many analysts and
experts that privatization so far has served exclusively to charging the spending budget, the
achievement of its simultaneous economic and social efficiency has been the last concern of
the authorities, that there have been irregularities in the implementation of that process and that
there are no adequate mechanisms for its control, it would be wrong to "demolish done and start
from the beginning", but to focus on correcting mistakes and on affirmation of the elements
necessary for an efficient socially responsible market economy. Finally, we can only quote
Noam Chomsky, who pointed out that no negative social process has gone so far that it cannot
be stopped, and its direction be inverted, because they are all based on people's decisions. Since
people who decide today about the fate of public companies seem to have no idea of the
possibilities of a different kind of economy and since they persistently continue walking down
the path that has been set by international neoliberal institutions, the consequences of such
decisions may have far more negative, greater and longer-term impacts than the negative effects
of poor privatization of social enterprises.

LITERATURE:

1. Arsi¢, M. "Privatization of public enterprises in Serbia". Monograph: Restruction of public
enterprises in conditions of institutional constraints. Editors: Pras¢evi¢ A. Ognjanov G.
Arsi¢ M. 2015. Faculty of Economics, Belgrade. p. 105-123.

2. Jovovi¢, M. Maksimovi¢ D. Marcetic M. 2015. The effects of privatization in Serbia.
Bizlnfo. vol. 6. no. 2. p. 31-39.

3. Kovacevi¢, M. 2012. The character and work of the graveyards of the Serbian economy
(2000-2011). New Standard. Belgrade.

4. Lakicevi¢, M. 2011. "Face and Back" of privatization. Acta Economica, God. 9. no. 15. p.
51-77.

5. Madzar, Lj. 1995. Property and Reforms. Economic Institute and Institute of Economic
Sciences. Belgrade.

6. Nikoli¢, I. 2012. Privatization in Serbia. Economic Institute. Belgrade.

7. Radulovi¢, B. Dragutinovi¢, S. Privatization in Serbia. Case Studies. 2014. NALED and
USAID, Belgrade



10.

11.

12.

13.

41st International Scientific Conference on Economic and Social Development — Belgrade, 23-24 May 2019

Republic of Serbia Strategic Framework for Partnership 2016-2020. 2015 World Bank
Group.

Risti¢, Z. 2009. "Social security of workers in the process of transition". Security in
postmodern weather. Center for Strategic Research on National Security, Konrad Adenauer
Stiftung, Belgrade.

Risti¢, Z. Rajkovi¢ D. Manci¢ S. Raji¢ D. 2011. The effects of privatization in Serbia. Socio-
Economic Council of the Republic of Serbia. Belgrade.

Samajat, M. 2011. "Neoliberal offensive and public property struggle”. Through the
transition, he attached the theory of privatization. AKO Rosa Luxemburg Stiftung. Novi
Sad.

Sekulovi¢, M. "Amorphism of the Serbian Economy". Monograph: Economic Policy of
Serbia in 2017. Editors: Arsi¢, M. Soski¢, D. 2017. Faculty of Economics, Belgrade. p. 261-
269.

Veselinovié, P. 2014. Public sector reform as a key determinant of the success of the
transition of the economy of the Republic of Serbia. Economic horizons. May-August 2014
p. 141-159.



41st International Scientific Conference on Economic and Social Development — Belgrade, 23-24 May 2019

TENDENCIES OF PUBLIC HEALTH CARE EXPENDITURE -
ASSISTANCE IN HEALTH CARE MANAGEMENT IN EU REGIONS

Agnieszka Strzelecka
Czestochowa University of Technology, Faculty of Management, Poland
astrzelecka@poczta.onet.pl

ABSTRACT

An interest generated by the proper qualification of tools used for the creation of health care
policy enables you to conduct a deeper analysis of phenomena connected with health care.
From the point of view of the reforms carried out in health care, it is extremely important to
assess the functioning of health systems which is often the starting point in the decision-making
process in health care. One of the determinants of this assessment is the size of public health
care expenditures, the level of which affects the possibilities of health units. In addition, the
analysis of these expenses allows you to capture changes in different periods and identification
of trends of the examined phenomenon plays a major role in taking decisions concerning health
service management. Furthermore, effective use of public funds for health services is essential
for the functioning of therapeutic entities. For this reason, two purposes are presented in the
study. The first, the article attempts to determine the short-term and long-term tendencies for
public healthcare expenditure in the EU countries as regions on which Poland models itself by
defining and implementing health policy. The second aim is to carry out comparative statistical
analysis of the health systems functioning assessment using selected numeral taxonomy
methods. These methods were used to organize and classify regions. In the first part healthcare
expenditures depend on the main measure of economic growth — GDP and the share of people
over 64 years. The statistical analysis includes: number of hospitals and beds in hospitals,
average length of stay in the hospital, number of doctors, nurses and midwives and public
expenditures on health care. The studies were conducted for selected regions (EU members)
based on annual data for the years: 2014-2016 (statistical survey) and 2005-2017 (econometric
survey). The data comes from the OECD and Eurostat databases. The cross-section-time data
were used to show the trend.

Keywords: development path, Koyck model, assessment of health systems, public healthcare
expenditure, short-term and long-term tendencies, Ward's dendrogram

1. INTRODUCTION

Elements of market economy are more and more frequently incorporated into the operations of
health-care institutions, which allows for a more efficient and more rational utilisation of public
funds destined for healthcare (Wrona, 2011). A particular stress is placed on managing health-
care institutions properly, for example, through efficiency assessment or conducting analyses
regarding the costs related to functioning of these institutions and determining economic
indicators. Application of quantitative methods in creating a health-care policy of almost each
country is undisputable. It seems obvious that without reliable statistical and econometric
analyses it is difficult to speak about managing this specific sector properly. Analyses of this
type are particularly important at the time of transformations and political changes. Thus, an
important aspect is to analyse the healthcare sector from the economic point of view. This
sector’s capacity is of vital importance as each member of the society sooner or later needs to
make use of its services. This is particularly true nowadays, as one can observe an increased
share of health-care related costs generated by elderly citizens. This state of affairs is driven by
demographic changes that are occurring in all countries. It should be pointed out that in the
situation when societies are aging it is difficult to balance the incomes and expenditures of
health-care related services — health-care related needs are on the increase while the number of



41st International Scientific Conference on Economic and Social Development — Belgrade, 23-24 May 2019

contributors is declining (Golinowska and Tabor, 2014; Eenoo et al., 2015). Although these
costs are influenced to a large extent by persons under the age of 15, yet an increasing number
of elderly persons in the total population causes that the impact on public health-care related
expenditures is decreasing in case of the young. However, this social group also generates
significant costs in healthcare. The current state of healthcare in particular countries is
conditioned by healthcare systems functioning in them or rather features of these models. One
cannot observe one organisational form and the level of resources destined for this sphere of
economy varies substantially. Healthcare can be financed from the contributions, general taxes
or based on voluntary health insurance. First two forms occur in Europe, the third one is in force
in the USA (Biatynicki-Birula, 2010; Rutkowska-Podotowska, Poptawski and Zaleska-Tsitini,
2011). Despite the fact that healthcare systems vary to a large extent (the division is driven by
various economic, demographical, historic and cultural conditionings of the countries), yet a
priority in each system is a possibly universal access to as wide range of services as possible
and financial protection of sick and disabled persons (Jaworzynska, 2016). However, while
considering this division of systems it should be stressed that it is expenditures that come from
the state’s budget that mainly determine the package of offers provided by healthcare
institutions that is directed at healthcare customers. Public expenditures allocated for healthcare
depend primarily on the GDP, but also on demographic changes, that is an increased share of
elderly persons in the whole of the society. In this respect, in the paper its author has proposed
a hypothesis that in order to make proper decisions in healthcare it is necessary to determine
how healthcare is perceived and follow the example of the countries where organisational and
financial healthcare systems are functioning successfully. In order to verify this hypothesis two
objectives have been set in the paper. Firstly, the author has made an attempt to determine short-
and long-term trend of public expenditures destined for healthcare in the EU countries, which
constitute a determinant for Poland both in relation to allocating resources for healthcare and
applied organisational solutions of this sector. Secondly, using selected taxonomic methods the
author has attempted to assess the functioning of healthcare systems in the EU countries. In
order to pursue these objectives, econometric model and cluster analysis have been applied and
a development path for Poland has been determined.

2. METHODOLOGY

While analysing public expenditures destined for healthcare generally two types of factors are
considered, e.g. economic and demographic ones. This happens due to the fact that these factors
reflect economic balance and have influence on burdening the health care. Thus, it is interesting
to determine the tendency in public expenditures development and assess the functioning
healthcare system. The first aspect may contribute to making proper decisions in healthcare and
the second one through a comparison between the Polish system and the ones that are
functioning in other countries provides grounds for determining which model of healthcare we
should follow if we want to improve the situation of healthcare, and in particular to increase
patient satisfaction or improve the quality of healthcare. Therefore, while assessing healthcare
public expenditures (HPE) they have been conditioned on two factors: GDP and the number of
persons over 65 years of age (LST). The first one represents economic factors and the second
one demographic factors. The initial research also considered the number of persons under the
age of 15, however, having conducted the research it turned out that among the proposed
variables only the GDP level and one demographic factor could have been analysed together.
This results from the fact that while studying the dependence among the variables it turned out
that the number of persons under the age of 15 and the number of persons over 65 years of age
are too strongly dependent one on another. Thus, such a situation makes it impossible to include
all these factors in one equation. Due to an increased share of elderly people in each society the
analyses have been limited to the elderly and GDP.

10
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As Suchecka and Urbaniak state (2016) until the year 2030 about 25% of the population in
Europe will be over 60 years old. In this respect, in order to describe the dependent variable a
power form of model has been proposed (which allows for a good adjustment to a non-linear
flow of empirical data), which having been logarithmed takes a linear form, (Varlamova and
Larionova, 2015), and this makes it possible to estimate the model with the use of the Ordinary
Least Squares method. The determined on its basis elasticity coefficients may contribute to
formulating conclusions about the necessity to improve the amounts of allocated healthcare
public expenditures in the situation when decision-makers in healthcare are willing to improve
the efficiency of healthcare institutions operations and decrease the costs related to the supply
of healthcare services. Indirectly this analysis may contribute to managing healthcare
institutions properly through application of tools and solutions that allow to recognise the trends
in healthcare expenditures development. However, it needs to be remembered in the conducted
analyses that economic variables are generally of non-stationarity nature. In order to remove
non-stationarity, it is possible to apply, for example, not levels of processes but their increments
(Pitatowska, 2003). While demonstrating the trends occurring in the short run and after the
issues of variables non-stationarity have been considered, process increments have been
included in the model (logarithm increments of subsequent variables). As a result of these
transformations the following form of the model has been obtained:

AIHPE =0, ANGDP +a_AMLST +¢ (1)

it it

where: HPE — public health-care expenditures; GDP — gross domestic product; LST - people
over 64 years; a0z - short-run multipliers; € - random term; i — number of country; t — period.

However, this model does not demonstrate the trends that occur in the long and short run. Due
to the fact that the main determinant of HPE is the GDP (Amiri and Linden, 2016), in order to
present the impact of the GDP at different times the Koyck model has been applied — ADL
model (1.0):

InHPEit =In ,6’0 +ﬂ1InHPEit Lt é‘olnGDPit +te 2)

where: s - short-run multiplier; s = s, 10— p,) - long-run multiplier; | g, <1 - stationarity
0
model ; HPE. GDP; €. i. t —as in model (1).

Ciolek writes that the "stationarity model", but according to the author it is not the right term,
because stationarity is a property of a time series, not a model. Owing to the fact that the
volume of the abovementioned expenditures remains closely related to the healthcare system
functioning, the author has attempted to assess its functioning. The following have been adopted
as representatives of wage costs: a share of doctors in the total population (X1), a share of nurses
in the total population (X2) and a share of midwives in the total population (X3). Non-wage
costs represented: the number of beds in hospitals per capita (X4), an average length of time
spent in hospital (Xs). The demographic factor was symbolised by a share of persons over 65
years of age in the total population (Xs), and the economic factor by healthcare public
expenditures in USD per capita according to Purchasing Power Parity (X7). Due to the fact that
each of the variables is a stimulant, standardisation of qualities was necessary, which makes
use of quotient transformation (Malina, 2004). The distance measure in the analyses was
Euclidean distance (Panek, 2009), an as the best one this method that provides results that are
characterised by the largest value of directional variance.

11
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Then, were determined, while defining the pattern and ani-pattern the author used two methods,
based on orthogonal cast. In the first method the greatest value for a j-th quality was adopted as
a pattern, and the lowest value for a j-th quality as an anti-pattern. In the second method the
pattern constitutes the value of the third quartile for a j-th quality, and the anti-pattern the value
of the first quartile for a j-th quality. Having done the calculations in both methods, synthetic
qualities for each object and in each year were determined and having determined the weights
the rank method was selected (the best ranking was adopted to be one when the directional
variance reached the highest value) (Kolenda, 2006). In order to check the similarity of the
systems the author applied the cluster method according to which objects are divided into
groups and homogenous objects are included into each of them while the different ones are
attributed to various clusters. This analysis was applied as the author meant to demonstrate
similarities and differences of the countries driven by a multidimensional composition of
qualities. In the space-time analysis the cross-section-time data was used and the results were
obtained with the use of the panel model — objects (i) were the EU countries, time (t) covered
the years 2005-2017. The analyses were carried out with a breakdown into two groups,
depending on fundamental principles of healthcare systems: the countries included into the
group of those that possess an insurance healthcare system and the ones that are included into
the group of possessing a budget healthcare system. The basis for the comparisons constituted
the population of a given country and the data was expressed in a currency unit and converted
into fixed prices from the year 2005. The statistical research concerned the last years that
allowed for data collection, the years 2014-2016 (data for 2017 is unavailable in databases). In
case of determining the trend the author analysed selected countries that belong to the EU (so
called old countries of the EU) and Poland. Greece was not included into this part due to a too
strong correlation between healthcare financing and this sector systems (Strzelecka, 2016).
Unfortunately, while assessing healthcare system functioning Portugal, Spain and Ireland were
excluded, which was caused by lack of data for at least one variable. The analyses made use of
annual data that came from the OECD and Eurostat databases. In the econometric part the
GRETL package was used for the estimation and in the statistical part the Statistica package
and “Numerical taxonomy” software were applied.

3. PUBLIC HEALTH CARE EXPENDITURE ELASTICITY

The level of financial resources allocated from public sources and organisational solutions in
healthcare undoubtedly have an impact on health-care services consumption (Howdon and
Rice, 2018; Varlamova and Larionova, 2015). This issue will be recognised as “obvious and
normal” by a majority of people. However, this will not change the fact that it is important —
driven by the present demographic situation (ageing populations, that is a growing share of
elderly people in the total population), consumption of medical services will become more
intense and common. Therefore, this is a necessity to verify the social policy, including
healthcare one, so the citizens are able to participate in the process of healthcare services
consumption anywhere and everywhere, especially that the results of treatment are to a large
extent dependent on the level of healthcare expenditures (Bjornberg, 2018; Akca, Sonmez. and
Yilmaz, 2017). Thus, it is of vital importance to undertake attempts aimed at determining how
the GDP and LST affect healthcare expenditures in the short run (Table 1).

Table following on the next page
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Table 1: Short-term elasticity (Ep) — model (1) (Own calculations)

Variable All Countries with the budget  Countries with the insurance
countries system of health care system of health care
Parameter estimate
AIGDP (lastisity) 0.672 0.341 0.710
T-Student statistics 3.095 3.125 6.334
Parameter estimate
AILST (elastisity) 0.526 0.545 0.873
T-Student statistics 6.629 1.942 2.654

Based on Table 1 it can be concluded that in the short run healthcare expenditures grow slower
than the increase of listed explanatory variables. In each case 1-% growth of the GDP causes
an increase of the analysed expenditures on average by (respectively to the order in the Table
1): 0.68%, 0.34%. 0.71%. This change is distributed in a slightly different manner with
reference to the share of elderly persons — healthcare expenditures also grow. However, one
can observe here a stronger impact in the groups of countries with a breakdown into the type of
healthcare system functioning in them (Ep = 0.55, 0.87), and a weaker impact when all the
countries are considered together (Ep = 0.53). This probably results from the fact that in the
countries ,,with a breakdown into healthcare systems,, there exists a different approach to
offering (guaranteeing) healthcare to elderly people, who, most frequently are no longer
professionally active. However, it needs to be pointed out that regardless of the functioning
health care system (in EU) a majority of expenditures comes from public sources (OECD, 2019;
Eurostat, 2019), which means that economic growth plays an important role here. Its impact
was also confirmed by the results obtained while estimating the Koyck model, which was
applied in order to determine income elasticity in various periods. Such information may be
obtained from the analysis of both short-run and long-run multipliers (Gruszczynski and
Podgorska, 2003; Hansen, 2017). Therefore, in the Koyck model the author considered only the
impact of the economic growth measure — GDP - on healthcare expenditures. Based on the
conducted research both multipliers were determined, and the estimation results have been
included in Table 2.

Table 2: Income elasticity of health care expenditures — model (2) (Own calculations)

The studied group of Variable Parameter  T-Student Short-term Long-term
countries estimate statistics  elasticity (Eps)  elasticity (EpL)
Const -0.951 -4.672
All countries Ln:PUB 0.734 21.745 0.283 1.064
InGDP 0.283 6.923
Countri ith the budaet Const -0.863 -1.289
ountries with the budge Ln4PUB 0.748 17.047 0.250 0.995
system of health care
InGDP 0.250 4.223
C . ith the i Const -1.892 -5.414
ountries with the insurance Ln.PUB 0.560 8.782 0.496 1128
system of health care
InGDP 0.496 6.430

On the basis of the obtained results one can notice that in all the countries as well as the ones
where there exists an insurance healthcare model, healthcare public expenditures in the long
run grow faster than the Gross Domestic Product (Ep.>1). In the countries of budget healthcare
model, a change can be observed of almost 1:1 (Ep.=0.99). The fastest growth can be observed
in the countries where healthcare is financed mostly from contributions. As for the intensity of
impact, in the short run one can observe a decline in coefficients. In this period, with relation
to the GDP, analysed expenditures also grow, but at a slower pace — the slowest pace can be
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observed in case of countries that mainly finance healthcare from taxes. It can be concluded
then that healthcare is perceived in the short run as an essential good and in the long run as a
luxury good (this is confirmed by Aslan, Menegaki and Tugcu, 2016). Thus, the analyses show
that the impact of the Gross Domestic Period on the analysed expenditures was in the short run
weaker than in the long one. A faster growth of expenditures in the long run may be the outcome
of the fact that the recipients need time in order to adjust the demand and healthcare
expenditures to changes in their incomes (Lago-Penas, Cantarero-Prieto and Blazquez-
Fernandez, 2013). In other words, the mechanisms that adjust decisions on allocating financial
resources for health are postponed in time and so in particular periods one can observe a gradual
adjustment to varied health needs of the society. Moreover, having analysed the results obtained
one can draw a conclusion that at present health needs of the society are satisfied to only a slight
extent. Therefore, in the author’s opinion, there is a need for changes in healthcare, which
according to Suchecka and Skrzypczak (2011) result from a greater importance of additional
health insurances, departure from financing healthcare from public resources in favour of
private healthcare (a growing share of out-of-pocket charges) or transferring a part of
responsibility for health from public onto private entities. Also, development of new medical
technologies is equally important, ICT in particular. In the presented models, according to the
order in Table 2, the number of observations amounted to 180, 108 and 84, and the relative
error committed while using the estimated models amounted to 5.25%, 4.25%, 6.54%.
Healthcare public expenditures were explained by the model in over 97%. The impact of
random factors that were not considered in the model was lower than 3%. In case of almost
each variable the p-value was 0.00, except for only constant in the countries with a budget
healthcare system — here it was only 0.20, but taking into account the validity of econometric
modelling it can be accepted, especially as the p value for the test from the F =2.19e-79. To
sum up this discussion it needs to be stressed that the presented estimates of elasticity may serve
as a starting point for forecasting the relation among the presented factors, and therefore may
constitute a basis for the decision-making process in healthcare institutions. Additionally,
determining how healthcare is perceived by the society may contribute to proper healthcare
management at the macro and micro level.

4. THE HEALTH SYSTEMS FUNCTIONING ASSESSMENT IN EU COUNTRIES

From the perspective of organising particular healthcare institutions and their components,
responsible for collecting and spending public funds, it seems particularly important to assess the
operations of organisations of this type. This plays an important role in making decisions by the
healthcare management bodies, a priority of which should be and is providing by healthcare
institutions a full offer of medical services. Thus, it is indispensable to ensure the efficiency of
the healthcare system in order to secure efficient operations of the abovementioned institutions
(Bui et al., 2015). Striving to guarantee patients the highest possible level of medical services,
improve their quality, increase patient satisfaction, it is necessary to change the solutions that are
in force in healthcare, whether they are legal or organisational ones, or whether they concern
healthcare financing. Thus, one of the means that can be helpful in pursuing this goal might be,
among others, development of public—private partnerships (Kosycarz, Nowakowska and
Mikotajczyk, 2019), comparing the healthcare systems in different countries and making use of
experiences of particular EU regions (member states) in this respect. In order to analyse this
issue, the author decided to rank the objects first and then distinguish synthetic qualities. While
establishing the order of particular countries on the basis of the analyses it was observed that
among the proposed two methods the highest value of directional variance was obtained in the
years 2014 and 2015 for method 1, and in 2016 for method 2. Having determined the values of
synthetic qualities for each country, it can be concluded that in relation to analysed qualities,
first positions in the ranking occupy our western neighbours and Sweden (years: 2014 and 2015)
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as well as Germany and Belgium (2016). Two last positions in turn belong to Italy and Greece.
However, while analysing the position of our country one can observe that Poland moves to
ever higher positions in the ranking over the time (Table 3). This conforms the ever-higher
position of Poland, due to the proposed variables. However, as Nieszporska states (2017)
healthcare in our country is not ideal and not even close to it. This is not supported by economic
development either, and patients keep complaining on public healthcare. Probably, due to a low
quality of healthcare services, growing demands regarding provided medical services, change
in the mentality related to taking care of their health cause that recipients more frequently
choose the services of private healthcare.

Table 3: The values of the synthetic quality (Own calculations)

Countries 2014 2015 2016
Austria 2.540 2.554 2.509
Belgim 2.872 2.884 2.922

Denmark 2.596 2.591 2.349
Finland 2.713 2.719 2.607
France 2572 2.577 2.588

Germany 2.982 2.986 2.960
Greece 1.915 1.917 1.890

Italy 1.916 1.907 1.891
Luxembourg 2.751 2.714 2.582
Netherlands 2.306 2.263 2.029

Poland 2.215 2.248 2.465
Sweden 2.958 2.940 2.757
United Kingdom 2.224 2.199 2.127

Based on the values of the synthetic quality the author has created maps of objects that allow
for determining a development path for our country, certainly on condition that analysed
qualities are taken into consideration. In other words, this map can be applied to analyse the
position of a selected object in the ranking and allows to identify entities that are better than it
and most similar to it. Due to the limited size of the paper it was possible to present the results
only for two extreme years: 2014 and 2016. In 2014 Poland, with regard to the analysed
qualities, should have followed the example of Belgium and then Germany and Sweden. Out
of these three countries the greatest similarity to Poland, with regard to the analysed qualities,
bears Belgium (Figure 1). As one can notice Poland should have followed the example of the
countries where the range of medical services was clearly defined and patients co-payment
health services. This could constitute a support mechanism for healthcare financing and limit,
to necessary treatment only, utilisation of these services.

Figure following on the next page
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Figure 1: Object map for Poland in 2014 (Own calculations)
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Figure 2: Object map for Poland in 2016 (Own calculations)

An interesting situation was obtained two years later. Poland, with regard to the analysed
qualities, should have been followed the example of Belgium and Germany and should have
not tried to catch up with Sweden (Figure 2). This can be explained by changes introduced to
the social and economic policy in Poland and Sweden. Sweden is the country with the most
decentralized healthcare system and Poland with a weakly distinctive one. While making an
attempt at comparing the similarity among the EU regions where healthcare systems function
in a similar manner the author has clustered the countries, starting with a single-element cluster,
through the ones that combine countries that are most similar one to another, and finishing with
the one that unites all the analysed objects (Figures 3 and 4).
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Figure 3: Ward’s dendrogram in 2014 (Own calculations)
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Figure 4: Ward’s dendrogram in 2016 (Own calculations)

While analysing the abovementioned pictures one can state that the largest similarity with
regard to the analysed qualities demonstrated in 2014 Finland and France, and in 2016 France
and Luxembourg. Distances between these regions with relation to the analysed structure were
smallest. Poland at a similar level of bond constitutes a distinct group, as the healthcare system
that functions in our country is of budget and insurance nature, although for 20 years financing
primarily from contributions has been in force (Paszkowska, 2017; Tymowska, 2001). To sum
up, it can be concluded that within particular groups countries are characterised by a strong
resemblance with relation to the analysed structure.

5. CONSLUSION

Reforms in the healthcare are somehow a result of an insufficient effectiveness, inequality in
access to medical services and low competitiveness. Also important is the feedback effect that
can be observed between ageing societies, increased health prevention and application of
modern IT solutions in healthcare. Moreover, the demographic situation in the whole of Europe
causes a growing demand of the society for health services. Decision-makers at healthcare
institutions, while searching for the most effective ways of managing organisations, attach more
importance to applying statistical and econometric methods, and conclusions drawn in their
basis. The results of the conducted econometric modelling prove that the effect of the GDP
impact on healthcare public expenditures is much stronger in the long run than in the short run
(Eb.>1 v Ep~1, contrary to their values in the short run - Epke(0,2; 0,5)), regardless of the
functioning healthcare system. This might be an outcome of adjusting the changes in incomes
of the citizens to changes in demand for medical services. However, one needs to remember
about the economic situation of these countries and the standard of living of their citizens. Still,
it cannot be forgotten that this standard is closely related to the GDP, whose value indicates the
affluence of the society, informs about the volume of resources destined for collective and
individual consumption as well as investments. In addition, the analysis shows that the most
similar healthcare system to the one that functions in Poland is in force in Belgium. Thus, we
should follow it in the first place and only then follow the healthcare system in Germany. While
analysing the dendrogram one can risk a statement that when analysing all the regions together,
the differentiation among the EU regions is decreasing, and what follows the distance between
them is shrinking. This indicates the fact that over the years all the countries create a final
cluster at ever-lower level (the last bond was created at the level of approx. 2.68 (2014), and in
2016 it reached the level of approx. 2.32). However, the author would like to stress the fact that
the presented analyses may constitute a starting material for further research regarding
healthcare public expenditures, especially in a dynamically changing environment.
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In this case it is indispensable to consider in analyses a larger number of variables (e.g.
institutional, epidemiological), which have an influence on changes in healthcare systems.
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ABSTRACT

Modern technologies exert an ever increasing influence on the contemporary society, which is
an information society, where information gathering and its skillful processing are becoming
invaluable. The development of the information society depends on i.a. the access to modern
technologies and the ability to use them. This brings the problem of digital exclusion, which
particularly affects senior citizens. The paper presents an analysis of a particular set of
diagnostic features. The variables, whose relevance and statistical accuracy were first verified,
formed a basis for the classification of the selected European countries in terms of the computer
and Internet use by physical persons aged 55-75. The data comes from the statistical yearbooks
published by the Central Statistical Office and from the Eurostat websites; it covers the years
2018, 2012 and 2007. The aim of the analysis is to investigate the level of Internet and computer
use by people aged 55-75 in the selected European countries in the years 2018, 2012 and 2007
by means of Ward’s taxonomic method.

Keywords: Econometric Methods, Information Society, Taxonomic analysis

1. INTRODUCTION

We are now witnessing an ongoing digital revolution. The development of new technologies
affects all aspects of our lives, the life of the information society. The information society has
turned global, and information and communication technologies connect people around the
world. New technologies, which are being constantly created and implemented, facilitate our
daily life (Globan-Klas, Sienkiewicz, 1999), (Blizniuk, Nowak, 2005). An ordinary mobile
phone is no longer just a communication tool — it has become a camera, a video recorder, a
television, and a web browser. Members of the society where new technologies are in common
use can promptly contact their families and friends, as well as lead a more active social life.
The number of Internet and new technology users has been growing year by year and we can
observe an increasing senior population among them. Unfortunately, there are some side effects
as well, including digital inequality and exclusion. Although the number of senior citizens using
the Internet has been rising, they still constitute the smallest group of users. We can quite often
see they are digitally excluded, which results from older adults’ fear of using the Internet and
acquiring new skills since learning tends to become more difficult as we age. Social exclusion
is one of the most complex social problems nowadays. It prohibits people from satisfying their
personal and group needs as well as impacts adversely on the socio-economic development and
technical advancement. Seniors may not have their own computer or Internet access. In
addition, there may not be anybody around who can teach them to adopt modern technology.
For many years now, both government and non-government organizations have been running
various programs to counteract digital exclusion. They organize computer training courses for
senior citizens, where older adults can learn to use mobile phones, tablets and laptops, etc. as
well as the Internet. The course participants get acquainted with online banking and online
shopping; they are taught how to write an email, download documents available on e.g. Town
Hall websites and submit them online. Such skills can significantly improve the quality of older
adults’ lives; for example, they do not need to personally deliver documents to various offices.
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In summary, two simultaneous phenomena are taking place these days: one is constant
development of modern technologies and the other —an increase in the older population fighting
digital exclusion. The aim of the article is to analyse the use of the Internet and new technology
by people aged 55-75 in selected countries in Europe by means of one of the taxonomic
clustering methods.

2. THE METHOD FOR THE CLASSIFICATION OF COUNTRIES BASED ON THE
LEVEL OF INTERNET USE BY PEOPLE AGED 55-75 BROKEN DOWN BY
GENDER (IN SELECTED EUROPEAN COUNTRIES)

The analysis is carried out by means of Ward’s taxonomic method, which is one of the
agglomerative clustering methods. The procedure enables building a complete hierarchy of
clusters by generating a dendrogram. At the beginning, it is assumed that each object constitutes
a separate cluster. The next step involves combining objects that are separated by the shortest
distance into a new cluster. The process is continued, i.e. clusters are successively merged, until
all the objects belonging to the analysed set end up in a single cluster. The study adopted the
Euclidean distance as a distance measure. The method and its application were thoroughly
discussed in the following works: (Grabinski, Wydymus, Zelias, 1989), (Panck, 2009),
(Pociecha, Podolec, Sokotowski, and Zajac, 1988).

3. THE EMPIRICAL ANALYSIS

The aim of the study is to investigate the level of Internet use by people aged 55-75, broken
down into male and female users, in selected European countries. The years 2018, 2012 and
2007 were selected for the comparative purposes, and the data comes from the Statistics Poland
website. The variables employed in the analysis had to meet certain requirements: they are
measurable and best describe the level of Internet use by the individuals examined in the study
(Janiga-Cmiel, 2016, pp. 94-103), (Janiga-Cmiel, 2017a, pp. 283-288), (Janiga-Cmiel, 2017b,
pp. 787-795), (Janiga-Cmiel, 2018a, pp. 2099-2106), (Janiga-Cmiel, 2018b, pp. 76-84). The
following variables were used:

X1 -Number of the Individual lives in household without the Internet use,

X2 - Number of the Individuals making payments via the Internet,

X3 - Number of the Individuals who have never used either the computer or the Internet,

X4- Reasons for not having Internet access at home,

Xs - Number of the Individuals who use a mobile phone without the Internet.

The analysis of the data for the year 2018 by means of the method discussed above resulted in
separating groups of countries characterized by a similar level of Internet use by women aged
55-75. Four groups of homogeneous development emerged:

G1 G2 Gs G4
Denmark Belgium Ireland | Bulgaria
Luxembourg the Czech Republic Italy Greece
Netherlands Germany (until 1990 former territory of the FRG) | Cyprus | Croatia
Finland Estonia Lithuania | Portugal
Sweden Spain Hungary
United Kingdom | France Malta
Iceland Latvia Poland
Norway Austria Romania

Slovenia

Slovakia

Table 1: The groups of homogeneous development of the phenomenon - women (2018)
(based on own research)
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For the year 2012, three groups formed:

Gl Gz G3
Denmark Belgium Bulgaria
Luxembourg the Czech Republic Greece
Netherlands Germany (until 1990 former territory of the FRG) [ Spain
Finland Estonia Croatia
Sweden Ireland Italy
United Kingdom | France Cyprus
Iceland Latvia Lithuania
Norway Hungary Malta
Austria Poland
Slovakia Portugal
Romania
Slovenia

Table 2: The groups of homogeneous development of the phenomenon - women (2012)
(based on own research)

Similarly, for the last period, i.e. the year 2007, three groups emerged:

G;

G2

Gs

Belgium

Netherlands
Ireland
France
Luxembourg
Austria

Germany (until 1990 former territory of the FRG)

Denmark
Iceland

Norway

Finland

Sweden

United Kingdom

Bulgaria
the Czech Republic

Greece
Spain
Croatia
Italy
Cyprus
Latvia
Lithuania
Hungary
Malta
Poland
Portugal
Romania
Slovenia
Slovakia
Estonia

Table 3: The groups of homogeneous development of the phenomenon - women (2007)
(based on own research)

Next, the same variables were employed to perform the analysis of Internet use by men. For the
year 2018, three groups of homogeneous development formed:

Table following on the next page
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G G, Gs
Belgium the Czech Republic Bulgaria
Sweden Estonia Ireland
Denmark Spain Greece
Luxembourg France Croatia
Netherlands Italy Cyprus
Finland Austria Latvia
United Kingdom | Slovenia Lithuania
Iceland Germany (until 1990 former territory of the FRG) [ Hungary
Norway Malta
Poland
Portugal
Romania
Slovakia

Table 4: The groups of homogeneous development of the phenomenon - men (2018)

(based on own research)

In 2012 there were four groups.

Gy G2 Gs Gy
Denmark Belgium Ireland | Bulgaria
Sweden the Czech Republic Croatia | Greece
Luxembourg Estonia Italy Poland
Netherlands Spain Cyprus | Portugal
Finland France Latvia Romania
United Kingdom [ Austria Lithuania
Iceland Germany (until 1990 former territory of the FRG) [ Hungary
Norway Malta

Slovenia

Slovakia

Table 5: The groups of homogeneous development of the phenomenon - men (2012)

(based on own research)

For the last year, 2007, the final clustering was also comprised of four groups.

Gy G2 Gs Gy
Denmark Belgium the Czech Republic | Bulgaria
Germany (until 1990 former .

Luxembourg territory of the FRG) Estonia Greece
Netherlands France Ireland Croatia
Finland Austria Spain Cyprus
Sweden Italy Lithuania
United Kingdom Latvia Romania
Iceland Hungary
Norway Malta

Poland

Portugal

Slovenia

Slovakia

Table 6: The groups of homogeneous development of the phenomenon - men (2007)

(based on own research)
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For all the groups, formed both in the year 2018, 2012 and 2007, the differences between the
inter-group and intra-group variances were examined. It was found out that in each case the
inter-group variance is significantly higher than the inter-group variance. Thus, the calculated
difference is statistically significant and there is no need for further delimitation of the groups
(Grabinski, Wydymus, Zelias, 1989), (Panek, 2009), (Pociecha, Podolec, Sokotowski, and
Zajac, 1988). In addition, the analysis of the total number of Internet users aged 55-75, broken
down by gender, in all the European countries selected for the study covering the period 2005
— 2018 shows a considerable growth in Internet usage. The graph below presents the trend.
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Figure 1: The number of Internet users - 55 to 75 years old (2005-2018) (based on own

research)

Concurrently, the total number of individuals (in the European countries) who have never used
either the computer or the Internet decreased significantly.
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Figure 2: The number of individuals (in the European countries) who have never used either
the computer or the Internet - 55 to 75 years old (2005-2018) (based on own research)

We can observe a rise in the number of older adults making payments via the Internet.

Figure following on the next page
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Figure 3: The number of older adults making payments via the Internet (2005-2018)
(based on own research)

The same trend is visible with respect to the number of emails they send and receive on a daily
basis:
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Figure 4: The number of older adults who send information via the Internet (2005-2018)
(based on own research)

4. CONSLUSION

The comparative analysis performed by means of the Ward’s method enabled the examination
of the level of Internet and new technology use by men and women aged 55-75 in selected
European countries. The study aimed to make a comparative analysis of the phenomenon by
gender in the years 2018, 2012 and 2007. The results indicate that as far as men are concerned,
in each of the years, the highest levels were always observed in the clusters composed mainly
of the Scandinavian and Benelux countries. Each year, the first groups comprised the following
countries: Denmark, Luxembourg, Netherlands, Finland, Sweden, United Kingdom, Iceland,
Norway. The analyses of female users show that in the years 2018 and 2012 the groups with
the highest level consisted of the Scandinavian countries, and thus the results are similar to the
ones obtained for male users. In 2007, the first cluster included also: Germany, Ireland, France,
Austria. The study confirmed that the Scandinavian and Benelux countries have highly
developed technology in place. They also rank very high among European countries in terms
of human development, which is reflected in the indices of the United Nations Development
Programme. These two factors contribute to great development potential of their societies,
offering plenty of opportunity to senior citizens in particular.
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The groups with the lowest level of Internet and new technology use, in the case of both men
and women, were mainly made up of: Bulgaria, Greece, Croatia, Portugal. These countries rank
also relatively low in Human Development Index scores.
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ABSTRACT

Possessing managerial skills is very important in the entrepreneurship process and a lot of
success factors of the business itself depends on the level of developmnet of those skills. The
lack of managerial skills leads to failure of companies. In this paper, we are exploring basic
managerial skills of final year graduate students of Informatics and Economics. Those fields
are part of social sciences and are considered as leading factors in the process of establishing
new enterprises. Our sample consists of 116 students from one of the faculties of the University
of Zagreb, Croatia. Data was collected through a questionnaire divided into three groups:
general data about the respondents, managerial skills and entrepreneurial intention. The study
aims to identify differences between two study programmes, Informatics and Economics, based
on their grade in developing those skills. Those studies have different curricula and obligations
within every course. Five hypotheses were formulated regarding the differences in the level of
development of general managerial skills, interpersonal managerial skills, communication
managerial skills and group managerial skills between students of Informatics and Economics.
Analysis was performed by means of descriptive statistics and cluster analysis. The results show
that students of Informatics have higher development of basic managerial skills, specifically
group skills, even though students of Economics study about those skill more extensively than
the students of Informatics. The results show that there are important external factors which
accelerate the development of basic managerial skills and the curriculum is one of many
internal factors. In the future research we will consider bigger sample to increase
representativeness of the results and include students of various studies.

Keywords: business success, managerial skills, study of Informatics, study of Economics

1. INTRODUCTION

Technology and its development are very important in many areas of industry and
entrepreneurship, where we can see progress in the enterprises engaged in IT acitivies.
Basically, there are some areas, like economy and informatics, where we can see growth of new
businesses, especially in the informatics sector. When talking about economy sector,
economists need to be aware of the technology benefits, especially in the digital economic era
in which traditional economy and the use of digital tools are combined, as well as FinTech
approach which includes technology development aimed at improving the financial sector.
Some areas close to informatics and economy sectors need management and managerial skills
or possession of a required level of managerial skills in order to establish a new company and
make it successful in the first year of business. Unfortunately, the research shows that most of
the newly established companies fail in the first year of business because the managers lack

27



41st International Scientific Conference on Economic and Social Development — Belgrade, 23-24 May 2019

certain level of managerial skills. In this paper, we provide results of a study that was primarily

aimed at exploring the level of development of basic managerial skills of graduate students.

Those graduates are part of the studies belonging to social sciences and are considered as

leaders of the process called establishing new enterprises. Managerial skills mentioned here can

be split in two categories — basic and specific. The basic ones are those that every person should
develop throughout their life, no matter what job they do. There are several divisions of those
basic managerial skills and Bahtijarevic-Siber et al. (2008) divide them into four groups:

a) Personal or general skills — refer to specific knowledge and skills which an entrepreneur
must have in order to be a successful manager and do his job. That knowledge and skills
can be social, strategic and expert, but the relationship between them depends on the level
of management (operational, tactic and strategic).

b) Interpersonal skills — refer to social skills and predominantly to emotional intelligence
(El). According to Bahtijarevic-Siber et al. (2008), as much as 90% of the mistakes made
by managers result from the lack of interpersonal skills. Sometimes problems arise within
the company because an employees has personal issues and, as a result, the productivity of
that employee or the whole department is compromised. To insure that does not happen, it
is crucial that the manager listens to his employees, so that he can help him. According to
Robbins & Judge (2013), employees know how to identify the situations where job
problems can or will affect their private life, so they want flexibility in their work schedule,
in order to arbitrate those two dimensions.

¢) Communication skills — the manager's job includes meetings, team work and other group
activities. He therefore needs to know how to successfully present ideas or projects, in order
to get funds needed for further development. The establishment of written and oral
communication is very important, because communication skills are also linked with
interpersonal skills as well.

d) Group skills — in micro and small sized enterprises, decisions are often made in group, so
that opinion of each employee matters. When an enterprise is changing in size, the manager
may need some delegation skills in order to create several teams which can solve problems.

Unlike basic managerial skills, specific managerial skills depend on the manager's position
(HRM, controlling, organizing, planning and leading). Organizing and planning skills are very
similar to the basic/general manager skills, but those specific managerial skills can be trained
at the work place rather than during the education process. Managerial skills are very important
for some part of manager's life, but they are prerequisite for the manager's job.

2. RECENT STUDIES ABOUT MANAGERIAL SKILLS IN CROATIA AND
WORLDWIDE

Managerial skills have been extensively explored, not only in Croatia, but also worldwide.
Since the goals of the studies are not common to all cases, we chose those research studies that
had the same goal as our research. According to Katavic & Despotovic (2016), managerial skills
and ability to achieve company goals must be developed, but there is a common problem with
the insufficient investment in the development of competency of the manager himself. This
results in the lower competitive edge, profitability and innovation of that company on the
market. Sometimes that development process is hindered because managers refuse to accept the
offered education, as they are reluctant to sign a contract which binds them to the company. If
that is the case, if they want to quit the job, they must return the amount of education cost.
Several research studies were conducted in the world with the goal similar to the one presented
in this paper. Kumpikaite et al. (2012) studied skills of the students who were going to be
employees in international companies, with the aim to show differences between cultures,
specifically, the differences between the students from Spain, Portugal, Lithuania, Turkey and
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Iran. The skills were divided in four group — personal, technical, interpersonal and concept
skills. The highest grade was below 3.00, which wass very low and showed that those selected
skills were underdeveloped. Some of those skills are examined in this paper and the results are
shown in Chapter 4. Senova et al. (2015) researched managerial skills of students with the goal
to make connection between the development of managerial skills and the success at college.
The point of research was to check if the final-year students had the required skills that they
could offer to their future employers and whether those skills were even wanted on the labour
market. On the other hand, there are research studies that deal with each of the basic managerial
skills, like Garaca et al (2011), who said that development of communication skills is crucial
for managers' success and that managers spend about 80% of their worktime communicating
with associates or with their superior. According to Robbins & Judge (2013), if a manager
develops his or her interpersonal skills, this can attract and keep efficient employees in the
company. According to Kaushal (2016), persons who love team work and feel comfortable
working in a team are considered as desirable employees. The results of the abovementioned
studies show that students' managerial skills are not developed enough and that this could be
one of the reasons why newlyfounded companies are not successful right away. That hypothesis
will be checked in this paper. We intend to check if final-year graduate students have enough
developed skills to establish their own company and manage it. Another question arises as well
— will students become good managers in the future in someone’s company, if their basic
managerial skills are not sufficiently developed? In this research the authors wanted to
determine the development level of managerial skills of two clusters — Informatics and
Economy, with the goal to compare differences between them. Additionally, we wanted to see
if there is some segment of the basic managerial skills which should be improved through the
curriculum. Those clusters were chosen because managerial skills are very important in the
business sector, as well as in informatics sector. It would be interesting to see the results,
because it is expected that they would have one of the highest results due to the curriculum.
Another goal of this study is to give recommendations based on the results to prepare students
for the labour market and to find a proper way to increase the development level of managerial
skills.

2.1. Introduction to hypothesis

The main goal of this study is to compare the differences in the development level of basic
managerial skills between two chosen clusters and to establish if there is some segment of
managerial skills which needs to be improved through the curriculum. The differences between
the two chosen clusters can be identified by monitoring their behaviour, but also their work
environment. The economists are expected to have a higher development level of managerial
skills because economy and management will be their workplaces in the future and they have
much more occupational courses in college, including managerial skills, than the Informatics
cluster. On the other hand, Informatics cluster has somewhat different courses, including
technical skills. That is why it is expected that Economics cluster will have a higher overall
development level of managerial skills than Informatics cluster:

H1: Economics cluster will have a higher overall development level of managerial skills than
Informatics cluster.

When comparing the curricula and work environment of both clusters, a difference is noticable
in the area of abstraction of some courses (from the students' point of view) between those two
clusters. In Economics cluster there are some courses which the students find abstract, although
those courses are occupational ones. The reason is that economists do not get enough chances
for practice where they could apply their theoretical knowledge, or they do not take all available
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opportunities. In Informatics cluster there is not so much abstraction in the courses, because
they have a lot of extracurricular activities where they can apply their theoretical knowledge
(e.g. hackatons). Based on that, it can be assumed that Informatics cluster will have a higher
development level of general managerial skills than Economics cluster.

H2: Informatics cluster has a higher development level of general managerial level than
Economics cluster.

Furthermore, the students of informatics mostly work alone or in separate teams (they divide
assignments between them and then every individual solves his part of the assignment), whereas
students of economics mostly work in teams. This opinion and observations may stem from the
gender issue, since the majority of students of Economics cluster are female. Team work also
requires more interpersonal and communication skills, thus Economics cluster should have a
higher development level of those particular skills.

H3: Economics cluster has a higher development level of interpersonal managerial skills than
Informatics cluster.

H4: Economics cluster has a higher development level of communication managerial skills
than Informatics cluster.

Although Economics cluster works more in teams, as said before, Informatics cluster uses more
extracurricular activities and they may have a higher development level of group managerial
skills than Economics cluster.

H5: Informatics cluster has a higher development level of group managerial skills than
Economics cluster.

3. METHODOLOGY

3.1. Respondents

The measurement tool used in data collecting was a questionnaire based on which the
respondents of the final-year graduate students of Economics and Informatics provided ther
responses in 2018, at one of the Croatian faculties. A total of 120 questionnaires were collected,
out of which 116 of were properly filled out and then used in further analysis. In order for the
hypothesis to be proven or denied, the respondents were divided into two groups or clusters —
Economics and Informatics. The percentage of answered questionnaires in Economics cluster
was 81.61% and 73.77% in Informatics cluster. Overall, 71 questionnaire were collected in
Economics cluster and 45 of in Informatics cluster. Table 1 shows general characteristics of the
clusters.

Table following on the next page
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Table 1: General characteristic of clusters

Cluster
Variable Group Informatics Economics
N % N %
Male 39 86.67 15 | 21,13
Gender Female 6 13.33 56 | 78,87

> | 45| 100.00 | 71 | 100.00
22-24 | 34 7556 | 63 | 88.73
Age 25-29 11 24.44 8 11.27
> | 45| 100.00 | 71 | 100.00
0 0.00 1 1.41
34 7556 | 34 | 47.89
20.00 | 33 | 46.48
2 4.44 3 4.23
> | 45| 100.00 | 71 | 100.00
0 0.00 0 0.00
0 0.00 0 0.00
22.22 15 | 21.13
25 | 55,56 | 50 | 70.42
10 22.22 6 8.45
> | 45 | 100.00 | 71 | 100.00

Most frequent grade during studies (1-5)

GBI WIN
©

Subijective grade of your success in college
(1-5)

Q| BIWIN|F-
[
o

(author's creation)

3.2. Methods — questionnaire

The questionnaire itself was divided into three groups: (A) general data about the respondents,
(B) managerial skills and (C) entrepreneurial intention. The first part of the questionnaire was
about general data about respondents like age, gender, graduate study (to form a cluster
afterwards), most frequent grades during studies and to what extent their grades matched their
success in college. The second part of the questionnaire had 24 claims which represented groups
of basic managerial skills and the respondents answered with Likert scale item (1 —5). Out of
24 questions, six questions referred to each basic managerial skill (general, interpersonal,
communication, group). The questionnaire was drawn up on the basis of several sources and
questions were selected from or customized according to various questionnaires found in the
book of Bahtijarevic-Siber et al. (2008). Some of the statements from the book were customized
to our respondents and the goals of the study. Other sources were scientific papers with goals
similar to ours, like Senova et al. (2015), Poloski Vokic et al. (2006) and GEM youth
perspective (2015). The goal of the third part of the questionnaire was to examine
entrepreneurial intention and other entrepreur-related questions, like the possibility to establish
a company in the next year, work experience in Croatia and abroad, their role models in
entrepreneurship, thoughts about entrepreneurial climate in Croatia and how the respondents
assess their entrepreneurial knowledge. This part had 12 questions, of which two questions had
multiple answers and others just one. Questions were of the closed type and most answers
required "Yes" or "No".

4. RESULTS

Respondents were final-year graduate students divided into clusters — Informatics and
Economics. There were 116 respondents and they answered to a set of statements. The level of
development of their managerial skills was calculated on the basis of their answers. Tables 2
and 3 show statistical indicators of the second part of the questionnaire.
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Table 2: Statistical indicators — age and development level of managerial skills — Economics

cluster
Development Development Development Development Overall
. level of development
Statistical level of level of level of group
- Age general . L . level of
indicator - interpersonalm | communication managerial .
managerial . . . ; : managerial
) anagerial skills | managerial skills skills :
skills skills
Mean 23.48 3.69 3.72 3.59 3,74 3.68
Standard 0.89 0.51 0.54 0.61 0.63 0.46
deviation
Minimum 22 15 2 1.17 15 1.54
Maximum 27 4.67 5 4.83 4.83 4.54
Median 23 3.67 3.67 3.67 3.83 3.67
Mode 23 3.50 3.83 3.5 3.83 3.50

(author's creation)

According to data in Table 2, the respondents in Economics cluster are 23.48 years old in
average. The most developed managerial skills are interpersonal and group skills, but the levels
of development are slightly asymetrical because the mean is higher than median, except in the
case of the development level of communication skills. Overall development level of
managerial skills is graded above 3.00, but it is lower than the one in Informatics cluster, shown
in Table 3.

Table 3: General statistics indicators — age and development level of managerial skills —
Informatics cluster

Development | Development Development Overall
Development
L level of level of level of development
Statistical . L level of group
o Age general interpersonalm | communication . level of
indicator . . : managerial .
managerial anagerial managerial skills managerial
skills skills skills skills
Mean 24.11 3.74 3.73 3.73 4.01 3.80
Standard 1.52 0.56 0.53 0.60 0.51 0.44
deviation
Minimum 22 2.83 2.67 2.33 3 2.79
Maximum 29 4.83 4.67 5 4.83 4.67
Median 24 3.67 3.83 3.67 4 3.79
Mode 23 3.33 3.5 3.5 4 3.67

(author's creation)

According to data presented in Table 3, the respondents in Informatics cluster are 24.11 years
old in average, which is higher than in Economics cluster. All levels of development of
managerial skills show slightly asymetrical distribution, except interpersonal skills. The
respondents in this cluster had the highest grade in group and general skills. Overall
development level of managerial skills is above 3.00. Looking at the results of both clusters,
the average development level of managerial skills is higher in Informatics cluster than it is in
Economics cluster, which means that in average respondents in Informatics cluster had higher
level of development of managerial skills (especially group skills) than the respondents in
Economics cluster. The process of comparing those developing levels of skills constitute the
foundation for (not)confirming the hypotheses earlier in the paper. The hypotheses were
formulated in this way because authors sought to identify the differences between the
development level of those skills in both clusters, since they point at the need for knowledge of
managerial skills.
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It must be emphasized that knowledge of managerial skills is required for all students who want
to become entrepreneurs in the future. Table 4 provide data about average development level
of managerial skills for each cluster and show whether the formulated hypotheses are
confirmed.

Table 4: Average level of development of managerial skills for each cluster and hypothesis

Average

Average overall Average Average Average
development
development development level of development level development
Cluster level of level of general interpersonal of communication level of group
managerial managerial skills mana Erial skills managerial skills managerial
skills (H1) (H2) g(HS) (H4) skills (H5)
Informatics 3.80 3.76 3.7 3.75 4.03
Economy 3.68 3.69 3.7 3.59 3.74
Hypgthes[s No Yes No No Yes
confirmation

(author's creation)

Of all five formulated hypotheses, only two were confirmed. Overall development level of
managerial skills of Informatics cluster is higher than one of Economics cluster, meaning that
the respondents in Informatics cluster have higher development level of managerial skills. The
development of group skills is much higher in Informatics cluster and, consequently, hypothesis
5 can be confirmed. Such result has definitely contributed to the higher level of overall
development of managerial skills of that cluster. Informatics cluster has higher development
level of communication managerial skills than Economics cluster and hypothesis 4 can be
denied. Also, Informatics cluster has higher level of general managerial skills and hypothesis
H2 can be proved. Earlier in the paper it was mentioned that main differences between the two
clusters refer to the percentage of managerial subjects in the curriculum, the share of teamwork
and the percentage of participation in extracurricular activities. Regardless of teamwork and
parcticipation in extracurricular activities, the development level of managerial skills is not on
the level set in the beginning. Consequently, it is assumed that development of managerial skills
within the education system does not depend only on the quality of that system and the
curriculum, but on external factors as well (e.g. proactivity of the students, use of opportunities
in college, work experience and reading of relevant books). As for the differences between
genders in this topic, there are no significant differences in terms of development level of
managerial skills.

5. CONCLUSION

The research was carried to enable the authors to evaluate the development level of managerial
skills since they seem to have a big impact on business, especially newly founded ones. We see
a particular problem within both clusters since they still have lower development level of
managerial skills, which raises the question whether they can be successful managers in the
near future. According to the average results, group managerial skills are the most developed
in both cluster (average grade is 3.84). Informatics cluster has higher average grade than
Economics cluster as regards communication managerial skills, and also the overall
development level of managerial skills. All results calculated in this study belong to grade
groups 3-4 and 4-5, which are above average when comparing them with recent studies. Out of
five formulated hypotheses, only two of them were confirmed — H2 and H5. It can be concluded
that the development of group skills are graded higher than other skills because there are a lot
of seminars and project assigments where teamwork is mandatory. Also, it is not always
possible to successfully communicate in teams, so the development of communication skills is
lower. It was identified that the share of teamwork and the use of opportunities are not the only
factors impacting the development of managerial skills, and that certain external factors play a
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significant role (proactivity of students, work experience and reading of relevant books). Also,
some weak points were identified in the area of managerial skills of students so here are some
recommendations for improvement — increase the number of situations which require
negotiation, talk with other people inside the team about their effort, move to areas where you
can develop a network and bigger organization in planning curricular activities. In their research
authors were faced with certain limitations, the most significant being the questionable sincerity
of the students and a small sample, and for that reason the results cannot be mapped to the
whole population. Therefore, further researches should consider ensuring a more representative
sample in order to provide more reliable results and also include students of diverse studies, so
as to form multiple clusters.
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ABSTRACT

Knowledge is the most important development resource of the world economy. The efficient use
of knowledge management is achieved by an effective business strategy. Proper direction of
learning and knowledge is the basis of the organization towards the realization of the set goals.
Modern organizations are transformed into knowledge creators, their employees are
transformed into knowledge workers, and knowledge management becomes a basic
organizational framework of modern business. So, to empower organizations to achieve an
atmosphere of competition, success and progress, means "to equip” their employees for the new
knowledge era. Management is constantly changing. Efficient operation becomes requirements
and aim. Vision of a whole company becomes essential. Middle management gets constantly
conjunction with senior management. Vision is needed because it push individuals to realize
further business operations. Business is constantly learning. Most often the young people are
with no experience and practice. The biggest problem is that they show only the standards of
their country and time to manage. It is important to look outside and get to know the business
of other companies in order to improve its operations.New resources are becoming dominant
in all industrial and service branches. This means a change in business philosophy and strategy,
and maximum improvement of human resource management. International competition and the
degree of used technology greatly accelerates the level of organization in the future. Global
market and its growth is a reality and a success of the company become needs and desires. New
learning organization will accelerate middle management. Emphasis will be placed on
processes rather than tasks, and adaptation to change will be the most important thing.
Keywords: Management, Knowledge, Education, Inovative-learning organization

1. INTRODUCTION

Management is a complex (also successful) process of managing different organizations,
ventures and processes. If we look at it as a system of government or as a group of people who
run, who have the authority to manage affairs and other people, we arrive at a conclusion about
the necessity of understanding its essence. It is this essence that can be understood as complex
for the simple reason that it is made up of people. Management is learned as well as all other
sciences. Learning can be done in different ways, however, the most effective way is to study
other people's experiences. So far, it has been shown through practice and experience, that
figuratively speaking, one who wants to become a good "toreador" must have been "bull"
before. If it's just a bull, it does not mean it will be a good toreador and vice versa. So there
should be a lot of those who will try to be good leaders, but only a few will distinguish who
will become.
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Motivating as many people as possible to deal with the managerial profession is the first
condition for a successful economy and business. In doing so, it must be borne in mind that
business is everything we do and how we make money, which can be: production, buying,
selling, religion, painting, education, etc. In each of these areas, there must be top experts and
professionals, people who are able to do the work in the right way and achieve the set goals
(Sajfert, pp. 95, 2004,). Examples and experiences of individuals and organizations, as well as
teams, are the best way to see successes leverage. Regardless of the area in question, the paths
to success from the managerial position are almost universal, but also specific. They are
universal in that sense, that every success presents a great persistence, a good relationship
among people, teamwork and a high level of professionalism. Specifically, each success in itself
carries something characteristic in relation to the area in which it is achieved. The beginnings
of management date back to 5000 BC. from the old Sumera, after which the first letters of a
kind of organization were found. The continuity of the development of management goes
further through ancient Egyptians, Jews, Chinese, Greek, and until the X1X century, from when
it begins to acquire its true meaning and from when it becomes a scientific discipline. Thus, the
emergence of numerous "modern” concepts and practical applications of management dates
back to the period of ancient civilizations. Solomon, the famous biblical person, was guided by
the founding of trade agreements, managed projects of building objects and modelled peace
agreements as early as the 10th century BC. Even before the advent of Solomon, there was a
need to find out some way or system for managing and managing people. This is also evidenced
by the fact that many celebrities who belonged to ancient civilizations used their confidential
people to fulfil their desires, giving them the necessary authority and necessary authority. As
the power of these bosses grew, so their position strengthened and they eventually became both
"earthly" and spiritual leaders of the people. From all of the foregoing, it can be said that
management was created from the moment when man began to adapt nature to himself, firstly
in the form of skill, and much later, as a new scientific discipline. Many theoreticians and
practitioners have played a major role in the founding of management as a scientific discipline,
among which the most important are A. Fajol and F. Taylor. By their work in "scientific
management™ or "scientific organization of work", they have contributed to the development of
management out of skill in the scientific discipline. For the functioning, growth and
development of an organization, management is necessary, that is, setting goals and achieving
them. Contemporary society is characterized by large and fast changes in technology and
technology, and therefore a great uncertainty of business. That is why it is necessary to realize,
set up the tasks with a good understanding, planning and orientation of all the individual
activities and the whole process. The very concept of management is the continuous effect of
the control actions affecting the parameters of the system, and the system translates from one
state to another. At this time, "time" is the basis of a competitive fight, because it is faster
"eating" slower. The goal is to achieve "record time" at the right place, so it is imperative to
manage. It is precisely here the importance of management, a science that deals with
management. Management cannot be left to intuition but must be thoughtfully thought to be
more efficient and effective (Jovanovi¢, Langovi¢, 2001).

2. INNOVATIVE PARTICIPATION ORGANIZATION

Successful organizations have their future to build on the efficiency and the high performance
of all their units. This also requires greater collective intelligence based on knowledge,
competence and understanding. Such an organization that learns faster than the competition can
be called or described as an apprentice organization. The basic assumptions on which the idea
of learning organizations are based are: there are no limits to the future, there are no limits to
human imagination, there are no limits to our ability to move, there are no limits to our ability
to improve, there are no limits for our will to achieve, there are no limits to our dedication to
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serving, there are no limits other than the ones we set ourselves, there are no limits (Nokia
Company Report). The innovative organization will adapt to a strong change of pace and will
become more like a living organism that can manage its functions. It will dynamically manage
the knowledge, ie it will aim to know, understand, apply and develop according to the needs of
the situation. The essence is in the effective application of knowledge, ie to be able to extract
the maximum value. Peter Draker compared the organization with the jazz orchestra - in the
sense that music is created while playing, therefore, not with pre-made partitions. The learning
organization improves and continually changes. To a comprehensive solution on the way to the
goal, one can come in different ways, but the means to reach the goal can be constantly changed.
It can be said that the learning of the Organization is developing through certain phases (Figure
1 Evolution of Learning Organization) (Jovanovi¢, Kuli¢, Cvetkovski, 2004). The first phase
describes a traditional hierarchy in which top managers retain centralized control over actions
within the organization and also control the strategy, including customer relations and the
environment. In the second phase of development, top managers are turning to empower
employees, giving employees the responsibility for current work decisions and actions. Stage
three occurs when employees are involved in setting up a strategic business direction.
Employees working with customers or other parts of the environment are making choices about
the company's strategy and tactics that should secure success in that environment. Employees
were no longer a factor in more efficient products than routine tasks. The strategy stems from
the accumulated activity of the employees' teams. Employees working within the general vision
and diversity of organizations that adapt and change independently, while at the same time
contributing to the wrong assessment of the company. In a given sense, the emergence of
learning organizations increases the company's knowledge base. Employees participate in all
activities that require thinking, including strategy, a very small limit between employees and
different departments or between top and bottom.

3. Participation of
organizations, employees
look beyond, having all
The power to information, define
influsnce the strategy, responable for
strategic clhients
direction
2. Hornzontal networl
1. Tradition vertical Emplovees work on the
Top managemeant h-iﬁl'al’h}', Top management team and have
v controling all responsibility for quality

-

Figure 1: Evolution of participation of organization (Jovanovi¢, Zivkovié, Cvetkovski, 2003)

| The power to influence work decizions |

The characteristics of the innovative organization are: it is constantly evolving, new
competence centres are connected while the old ones are being removed, some parts are
deliberately temporary. There are functional and hierarchical lines to which different
organizational models are linked. An innovative organization is managed with a clearly defined
set of values in the head. The structure of the learning organization - is based on the concept of
continuous improvement and quality management is embedded in all processes and modes of
operation. It represents a modern virtual team and process organization. The learning
organization will invest a lot in performance management, which represents a base in other
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processes at different levels of the organization. They all communicate and work together,
creating enormous intelligence and flexibility to deal with an environment that is rapidly
changing. The project organization implies the introduction of specific changes in leadership,
horizontal structure, and empowerment, exchange of information / information, strategy and
organizational culture. Competence management and knowledge management are an essential
part of performance management. Performance management ensures that goals are achieved,
competency is systematically evolving, and knowledge is available to everyone in the
organization. The learning organization has clearly defined processes based on the needs of
consumers. The organization defines its essential and supportive processes that are constantly
updated. Employees are the company's most important resource, and great attention is paid to
human resource management. Special attention is paid to the competence and motivation of
employees. Since an innovative organization works in teams, much attention is paid to the
management and organization of these teams. The organization defines its model for teamwork,
checks how it works and builds a reward system based on it. An innovative organization
systematically collects a backbone. Fidbek systems work throughout the organization, and fibre
is considered a condition for all learning, development and change. Fidbek culture should also
support an open dialogue, which means an open discussion that promotes the best ideas. Such
an organization efficiently uses information technology. The use of information technology
brings with it a whole new value creation (Kaplan, Norton, 2000). Company operations manage
Enterprise Resource Planning, which combines all functions in an organization. Management
is considered a service function, with the task of organizing the successful work of the
organization. As the most important line of the learning organization, readiness to change and
renewal, even when there are no immediate conditions for change. Every employee is ready for
a new approach and does not only strive for what he always did. In the learning organization,
there must be the following types of (Jovanovi¢, 2004) :
e Management: visionary management - gives purpose to our action and answers the question
why,
e Strategic management - gives direction to our action and answers the question of what,
e Performance management - leads our everyday actions and answers the question of how,
e Self-guidance - allows action at the individual level and answers the question with which
energy.

Of the aforementioned management types, the greatest attention should be paid to performance
management. Performance management falls within the basic level of management. One of his
key tasks is to support organizational learning. As such, it would have to enable not only an
understanding of the environment but also environment management (control over the process
of change). Human Resource Management represents an inseparable component of
performance management and as a vision it has the following: to make efficient organizations
competitive, to enable organizations to be successful in the future, and to make good
organizations motivate their employees in a way that will enable them to maximize their energy.
An intelligent organization should strike a balance between these factors. Human resource
management would thus gain new roles in an organization such as (Jovanovi¢, Zivkovié,
Cvetkovski, 2003):
e The executor, a worker who performs the functions of the administration of human
resources,
e The developer takes care of the competence and motivation of employees,
¢ Innovator, implement changes,Vizionar - looking for new directions and perspectives that
are in the veils with a strategic and visionary method.
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Figure 2: Management of knowledge organization (Kaplan, Norton, 2000.)

3. MENAGEMENT IN EDUCATION AND PROGRAM OF MORE MANAGEMENT
A new development on the management horizon, appeared in 1881 when the manager as a
discipline was introduced into education. Noting the need for managerial staff training,
Philadelphia Financial Expert, Joseph Worton donated $ 100,000 to the University of
Pennsylvania to set up a department where young people would be educated and trained for
managerial careers. VVorton thought that an educated person would be more complete in his
knowledge if, in addition to the knowledge of several professions for which young people were
prepared at that time (lawyers, doctors, priests), he added management to expand his
educational biography. It was thus founded "Vorton School", the first in a series of educational
institutions where he studied management as a science. Until 1898, it was the only school of
that type, while Universities in Chicago and California did not establish their "first business
schools". By the year 1911, 30 other institutions were established. The higher management
program is based on the principle that academic knowledge can be reached with a pragmatic
(useful) approach in order to create a rounded and enlightened leader strain. An example of this
is Harvard, where every spring and fall selected attendees to arrive to participate in an
extraordinary school for business combat. They are sent by prestigious companies and pay
tuition fees so that selected participants get to know the best practices of the best companies,
led by the best professors, and enrich their knowledge with the experience of their older
colleagues. In such an environment, students learn how to overcome established beliefs,
understand and gain new abilities and perspectives. The program highlights five skills useful
for practical application of the curriculum, namely (Jovanovi¢, Kuli¢, Cvetkovski, 2004):
Deciding and motivating people,

Providing organizational skills,

Successful competition in a global society,

Improving quality, productivity and teamwork,

Understanding modern business finance.

arwONE
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Unarmed with this knowledge and skills, students can be trained in managing a department, a
business unit or a whole company. The senior management program is focused on the real
world. It is based on a lifelong experience that has been acquired through difficult market
temptations and company management. Senior Management Program should, therefore, be
taught by prominent professors and eminent and educated lecturers and experts. Students of
such a program learn the strategy and tactics for winning on today's global business warfare
scene, as well as for winning in internal wars with colleagues of the same rank, ambitious scouts
and bosses. This knowledge is useful for every manager in the conditions of modern society
and at every level of his career. This is an American example of training managers. Training
managers are different from culture to culture (Cvijanovi¢, 2004).

4. KNOWLEDGE AND KNOWLEDGE MANAGEMENT

Frances Beckon said: "Knowledge is power," modern managers say, "Knowledge is money."
Knowledge creates money in different ways. It can be translated into good marketing, good
design, satisfied customers and better products. In order to speak at all about knowledge
management, it is necessary to analyze and define the term "knowledge". Numerous thinkers
and practitioners could not reach agreement on what exactly is meant by knowledge and where
the limits of knowledge are in terms of distinguishing it from close categories such as data,
information, and wisdom. Of all the above, it is most difficult to draw a clear boundary between
knowledge and information, since these two categories are interconnected and often used as
synonyms. Therefore, it is necessary to define the following three terms: information,
knowledge and wisdom. The information has to do with describing, definitions or perspectives.
Knowledge includes strategy, practice, methods, or approaches. Wisdom embodies principles,
insight, morality or archetype (Bellinger, 2004). Knowledge management is a systemic process
for collecting, organizing and communicating employee knowledge so that other employees
can be used to improve the effectiveness and productivity of their work (Alavi, Leidner, 1999)
The most important division of knowledge from the aspect of the knowledge management
strategy is the one that distinguishes between implicit (tacit) and explicit (explicit) knowledge.
Explicit knowledge is what knowledge can be expressed in a formal language and exchanged
between individuals. Implicit knowledge is individual, individual, and involves intangible
factors such as personal beliefs, perspectives, and values to manage implicit but explicit
knowledge (Murrai, 2000). The reason lies in the fact that implicit knowledge is neither written
nor is it an inseparable part of every person who owns it. It is transmitted by speech, mutual
discussions, open suggestions and for its transfer, it is necessary to desire and willingness to
transfer to other drugs. This fact raises the question of how to manage it in cases of employee
fluctuation or retirement. In these situations, the workers carry with them some of the
knowledge they acquired in the given organization. In order for acquired knowledge to belong
to the organization, it invested resources and time to create it. Such knowledge is necessary to
remain in the organization even after the departure of employees who own it. It is inherently
invisible. It is, therefore, necessary for organizations to strive to write such knowledge, i.
transforming the implicit into explicitly, so that it will remain in it even after the departure of
employees, ie permanently preserved. Recently, the notion of capital and value creation was in
the sphere of money, material resources, accounting and finance, as well as experts from those
areas. Today, at the station of people and their knowledge, creative and developmental
resources (Drucker, 2005). The battle for talent becomes the sharpest form of competition, so
strong that some mark it as the third, for economic prosperity, the most important, world war
that will mark the third millennium. Treatment of people in the process of work as a resource
makes the process of managing its use and development very complex. Just doing your job is
not enough in the conditions of modern business. With the beginning of a job, it does not mean
that this is the highest goal that an employee has achieved, on the contrary, it should mean
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starting work on expanding specific knowledge in the field of work that the employee is dealing

with. Through constant learning and improvement, the goals of the company become the goals

of all employees in it. It is, therefore, necessary to define some concepts that are often used as

synonyms for knowledge (Kaplan, Norton, 2000):

e Learning is a process of acquiring skills and knowledge that results in a relatively lasting
change in behaviour.

e Training means the acquisition of new practical knowledge and skills necessary for the
operation, management, management of the organization, according to established rules,
regulations and standards. Training leads to changes in skills.

e Training is the practice of acquiring practical knowledge and skills « By transferring
knowledge into an essential resource, human resources management faces new demands,
new challenges and new responsibilities.

The challenge for those who manage knowledge is twofold - they need to implement a system

that will regulate the flow of information so that employees can access specific knowledge

important for their work and create processes that will enable individuals on various business

functions to share knowledge and practical use it. Knowledge is thus generally defined as:

e Facts, information and skills that a person has acquired through experience or education;
theoretical or practical understanding of an object,

e The totality of everything known in a field; facts and information,

e Awareness acquired through the experience of some fact or situation.

Companies have always found it hard to balance pressing operational concerns with long-term
strategic priorities. The tension is critical: World-class processes won't lead to success without
the right strategic direction, and the best strategy in the world will get nowhere without strong
operations to execute it. In this article, Kaplan, of Harvard Business School, and Norton,
founder and director of the Palladium Group, explain how to effectively manage both strategy
and operations by linking them tightly in a closed-loop management system. The system
comprises five stages, beginning with strategy development, which springs from a company's
mission, vision, and value statements, and from an analysis of its strengths, weaknesses, and
competitive environment. In the next stage, managers translate the strategy into objectives and
initiatives with strategy maps, which organize objectives by themes, and balanced scorecards,
which link objectives to performance metrics. Stage three involves creating an operational plan
to accomplish the objectives and initiatives; it includes targeting process improvements and
preparing sales, resource, and capacity plans and dynamic budgets (Kaplan, Norton, 2008).

5. THE SKILLS OF MOTIVATION OF PEOPLE

Motivation is the process of initiating human activity, which is directed towards achieving
certain goals. Work motivation implies the totality of different methods and processes of
causing, maintaining and stimulating behavior, which is aimed at achieving certain work goals
(Jovanovi¢, 2004). Leaders who can communicate among members, i.e. People in the collective
are leaders of the best departments, business units and company teams. Such leaders know how
to involve their employees in teams and motivate them to outperform the performance, which
they would achieve under the guidance of less skilled hands. Human capital has being paid
more attention in the workplace as well. Along with the belief of education about improving
workers’ productivity, many researchers stress the importance of education and training in the
human capital field (Griliches & Regev, 1995; Rosen, 1999). There is an immediate causal link
between the attitude of people towards their managers and their performance in the work. If in
this paper there were already words about an innovative, learning organization, it can be
concluded that the motivation skills play an important role in such a system.
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People need to be motivated by offering them to do what is rewarded or paid. The fact is that
the behaviour of people in the company can be divided into the necessary behaviours, in order
to achieve the company's goals and the rewards that are rewarded. The biggest problem of
management is to combine the necessary with the behaviour that is rewarded. This problem is
usually difficult to solve, it actually belongs to the unsolvable. Rewarding for work can be
material and moral, and therefore motivation can be divided into Material and Moral
Motivation. Moral motives turn into the material in the consciousness of employees, and
therefore, material motivators have incomparably higher motivation power. This is also
evidenced by the story given in the enclosure of this paper. Moral motives can also be called
collective motives, while material things are also called personal motives. In developed
Western countries, and especially in East Asia (Japan), collective and personal motives are
crossing successfully. "A heart-hymn to the company of a Japanese worker means his complete
loyalty to collective goals - but through the success of his company - he will accomplish many
personal and material goals" (Jovanovi¢, 2004). It can be said that the following approaches are
dominant in the research of the issue of motivation: Traditional approach to motivation -
promotes the thesis that workers are "homo-economists": persons whose work engagement is
behaviour related to satisfying material needs. Access to human relationships - an approach that
focuses on the motivation research (po) puts an uneconomical side of human nature - workers
as social beings. Human resources access - an approach to motivation that promotes the thesis
that workers should be regarded as integral personalities with both economic and non-economic
needs, goals, and motives. Modern approach - based on the thesis that motivation is a very
complex phenomenon.

6. CONCLUSION

In contemporary business conditions, organizations, when they are members of a free-lance
group, are increasingly educated and more aware of the importance of the work they perform,
successful human resources management should try to integrate as much as possible efforts in
order to increase the performance of work and care for people in the innovative-learning
organization. Directing management towards employees implies an emphasized concern about
interpersonal relations, employee satisfaction at work, their loyalty and membership in the
organization. Thus, a good manager contributes to the greater cohesion of the group. On the
other hand, by focusing on business, good management places emphasis on its activities on the
financial problems of the organization. As the organization's operations are a complex activity,
conditioned by both human and technical factors, successful management implies the
appropriate integration of these factors. The development of an organization depends on
examining the attitudes and needs of its customers or service users. Being always referred to
what consumers want and expect, is the strongest tool for achieving good business results.
However, a successful business involves a successful cost leadership strategy. So, to minimize
costs in places and domains wherever possible, it represents the idea of a successful market
leader. Therefore, all the factors that influence the organization's processes must be seen.
Readiness to change and the introduction of newspapers allows us to keep pace with the modern
world. Knowledge of new technologies and innovations allows improving not only the quality
of business but also to reduce costs. Global society becomes a "global village™. In response to
great market competition, knowledge bases must be enriched at "now and here". If each
company develops and strengthens its knowledge base, then the entire social knowledge would
increase. For the end, it may be necessary to highlight the thought that said that if we wont to
survive we must to adopt!!! If the system is bigger, it is easier to collapse it, or, to put it more
correctly, the small system is more adoptable.
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ABSTRACT

This paper investigates the impact of commodity price changes on the economic growth of the
Republic of Serbia in the period 1998-2017. Economic growth is expressed in annual values of
real GDP per capita and foreign trade balance (export and import) of goods and services. Our
basic aim was to identify statistically significant commodities, with emphases on the
measurements of industrial metals prices (copper, aluminum and iron) impact on economic
growth, as well as the formation of two separate multilinear regression models. Obtained
ultimate models show a statistically significant impact of industrial metals global price, but
also a crude oil price, on the economic growth of the Republic of Serbia. The results have their
both theoretical and practical establishment, considering current economic growth and the
growth of sectors of manufacturing, construction, and transportation as our country's largest
manufacturers and consumers of said commodities. The study represents a starting point for
further detailed research of relations between commodity price movements and macro-
fundamental factors of the national economy.

Keywords: commodity prices, economic growth, foreign trade, industrial metals, multiple
linear regression

1. INTRODUCTION

Many of the world's developed economies are exposed to the global market commodity price
fluctuations but so are the developing and transition economies. The high volatility of the global
commodity prices can cause price shocks on the local market and affect macroeconomic
stability of national economies. There are numerous examples of the commodity price volatility
affecting the economic growth rate, price level, trade balance and exchange rates of developing
economies, especially ones that are commodity-export oriented. Serbian economy has
transformed during the past few years into an economy with rapid economic growth, low and
stable inflation rate, fiscal surplus, reduced public debt, and stable financial sector. Acceleration
of the economic activities and foreign investment growth in the future period enable the
structural reform continuance and enlargement of production activities in export-oriented
industries, particularly in those with higher added values. (Narodna Banka Srbije, 2019;
Ministry of Finance, 2019). The Republic of Serbia is an open market with mostly import-
oriented economy, growing import value trend, and trade deficiency decrease. The author's idea
and the object of this paper's research are, accordingly, the influence analyses of the global
(market) commaodity price movements on Serbian economy growth. The commaodities chosen
for this analyses make elementary foreign trade structure on the side of offer/export and
demand/import in Serbia: basic metals (copper, aluminum, iron), energy products (oil and gas),
and wheat. The aim of this work is to determine, based on the historical data for the 1998-2017
period, a statistically significant relationship between the movement of the commodity price
and economic growth of transition economies, taking Serbia as an example. Numerous
researches of the commaodity price influence on the economic growth of developed economies
worldwide have given positive results, while there are fewer researches for developing
economies, with the opposite results (mainly for the countries of Africa, Asia, and South
America). Therefore, the main purpose of this work is to provide the answer to a question how
much and to what extent the movements of commodity price on the global market affect the
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economic growth of Serbia, and whether it is possible to predict the trend of economic growth
based on the chosen metals' — copper, aluminum and iron ore - market price movements.
Specifically, we want to identify the key goods (metals) which price movements on the global
market can be an indicator for the Serbian economic activity motion. In accordance with
formerly stated, the work is structured as follows: in section 2 we present the basic features of
Serbian economy, GDP data, GDP per capita and values of import and export for the last couple
of years; section 3 gives an overview of market prices of the chosen commodities and trends
for the past 25 years; in section 4 we present the most significant research results of commodity
price effects on economic growth of many countries worldwide; in section 5 we give research
methodology with a list of data sources and methods that will be used in the research; in section
6 we show the results, with discussion, and in section 7 we give conclusions. Finally, in section
8 we give the list of the literature used in writing this paper.

2. THE GENERAL CHARACTERISTICS OF THE SERBIAN ECONOMY

As stated in the National Bank of Serbia’s reports, the achieved GDP has considerably exceeded
expectations in 2018, with the growth of 4,4%, supported by investment growth, public
consumption, and export (Narodna Banka Srbije, 2019). Macroeconomic stability of the
country attributed to the growth of foreign investments, improvement of business environment,
and enlargement of credit rating S&P, Fitch and Moody's. Powerful investment growth started
with a new investment cycle, in 2015. According to available information, there has been an
average annual investment growth of 7% for the last four years, while accumulated growth was
29,5%, which resulted in accelerated GDP and GDP per capita growth
(http://www.pks.rs/privredasrbije.aspx). Macroeconomic stability contributed to accelerated
growth of direct foreign investments and enlargement of export potentials, while the majority
of investments was directed to export-oriented industries. Manufacturing industry stands out,
with strong investment growth recorded in automobile, metal, food, and chemical industry.
Serbian GDP per capita for the period 1998-2017 is given in Figure 1.
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Figure 1: GDP per capita in Serbia (1998-2017)( https://tradingeconomics.com/)

According to the Serbian Chamber of Commerce, the ultimate result is an increase in
employment, production growth, and growth of export in the manufacturing sector. Total export
of goods in 2018 records an 8,7% increase, despite the decrease in demand in the EU zone,
which has partly been compensated by an increase in exports into eastern European countries.
The export of services records 15% growth%, with the IT sector and business services as
leaders. The import also records 14% growth, with oil and gas sector making over 80% of the
import (http://www.pks.rs/privredasrbije.aspx).
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This situation with import-supported investments, as well as an oil price increase on the global
market, affected the increase of current commodity exchange deficiency and participation in
GDP. The National Bank of Serbia (2019) estimates the future period growth of current
deficiency level, in accordance with domestic demand, investments, export growth, and oil
price. As stated in available data, powerful growth in recent years is the result of accelerated
activity in the sectors of service, agriculture, and construction. Analyzing many competent
institutions' reports from 2018, we obtained that the GDP structure of Serbia consists of the
following sectors: 1. Agriculture (participation in GDP 6,01%), 2. Industry (26,38%), and 3.
Services sector (49,99%). Significant data which attributes to previously stated refers to the
number of employees (labor force) by sectors: 56,6% in services, 25,6% in industry, and 17,8%
in agriculture. Sectors participation in achieved GDP for the period 2007-2017 is given in Table
1.

GDP by sector (% share)
Services 50%
Industry 26%

Agriculture 6%
Other 18%
100%

Table 1: Serbian GDP by sector in 2018 (https://www.statista.com/statistics/440654/share-of-
economic-sectors-in-the-gdp-in-serbia/)

Total foreign trade export of the Serbian commodities and services in 2017 was 21,86 billion
US dollars which presents an 11% increase, compared to 2016. The import of commaodities and
services amounted to 25,30 billion US dollars, which is a 16,71% increase. Foreign exchange
commodity and service deficiency in 2017 was 3,45 billion US dollars (2,44 in 2016). The
coverage rate of the imports by exports is 86%, with a 2% decrease compared to 2016. The
increase of foreign trade deficiency is an outcome of the energy sources price increase (oil and
gas) in the first place, on which Serbian economy highly depends, relatively stable course of
dinar compared to the key currencies, as well as the fact that economic growth mainly depends
on the import of materials and products necessary for the investment activities and
consumption, as GDP components. Trade account balance of Serbian commodity and services
for the period 2012-2018 is given in Figure 2.
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Figure 2: Trade account balance of Serbia in USD billions (2012-2018)
(According to data from http://www.stat.gov.rs/sr-Latn/oblasti/spoljna-trgovina;
https://www.macrotrends.net/; https://tradingeconomics.com/)
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Commodity groups that dominate in the commodity export structure are the following: cars,
iron and steel, non-ferrous metals, clothes, wheat, corn, electrical appliances and components,
metal products, arms, and munitions. Dominant imports are machines and transportation gear,
energy products, consumer goods, chemicals, food, and live animals. The most important
Serbian foreign trade partners are the EU countries (Germany and Italy), China, and Russia
(significant influence on the import side — China 8,5%, Russia 7,9% of overall exchange). Trade
balance of commodity for the period 2007-2018 is given in Figure 3.
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Figure 3: Trade balance of commodity in USD billions (2007-2018)
(According to data from https://www.trademap.org/; http://www.stat.gov.rs/sr-
Latn/oblasti/spoljna-trgovina; https://www.macrotrends.net/; https://tradingeconomics.com/)

3. COMMODITY MARKET TRENDS

In the context of our research, we will provide short analyses and market price trends review of
the chosen global market commodities. The commodities are base metals (copper, aluminum,
iron ore), energy products (crude oil and natural gas), and wheat. Trends on the global metal
market are observed on the base of the global metal price index (Commodity Metal Price
Indices) and individually, for each of the metals in the 1994-2017 period. If we take a closer
look at Figure 4, we can notice that the global metal market follows, with great attention,
accelerating cycles and slowdown of the global economy, including some of the countries
which are among greatest producers and consumers (the USA and China). After the great
growth in 2002-2007, the world economic crises came in 2007/2008, with a drastic drop in
prices. Market recovery followed in 2009, where the price of certain metals (copper in 2011,
for example) recorded its historical maximum. A new cycle of metal price decrease followed
until 2015, accompanied by a partial rise and another fall during 2017/2018. The reason for
these great fluctuations is the slowdown of economic activities of today’s largest economies,
namely China in the first place — world’s largest consumer of industrial metal and energy
products, which is, after a huge activity growth, currently in the state of economic growth
slowdown. We should also take into consideration political situation among greatest world
economies — trade wars between the USA and China in 2018, USA-EU, Russia-EU — which
definitely affected economic activities and offer/demand on the global commodity market. On
top of this, we should add certain tensions that were occurring in the oil-producing countries
(like Venezuela), as well as the conflicts that are still going on in Syria. Energy product price
trends responded to the above mentioned, which is notable in the drop in futures' prices for
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many commodities during 2018 (the average annual Brent oil 20% price drop, for example).
Only the price of wheat (Kansas and Chicago wheat) marked an over 10% growth during 2018
(https://www.eia.gov/todayinenergy/detail. php?id=37832). We can conclude that most prices
of all important commaodities follow the decelerating and accelerating cycles of the world's
economic activity.

Figure 4: Commodity Metal Price Index movements (1993 — 2017)*
(https://www.indexmundi.com/)

5"\ .'::U‘
[ af ‘ /l i3
111.73 59@1‘ l“ 2 i
101.31 Q x’*i(? ’,!f‘ “'uf‘.\ A

I

g

Index Number

*Commodity Metals Price Index, 2005 = 100, includes Copper, Aluminum, Iron Ore, Tin,
Nickel, Zinc, Lead, and Uranium Price Indices

4. LITERATURE REVIEW

The literature mainly represents the empirical research dimension of connection between the
global commodity price trends and economic growth (GDP, GDP per capita) of developed and
developing countries. Recently, there are more researches which refer to the connection
between the commodity price and other macroeconomic and financial indicators, such as
interest rate, inflation and currency exchange rates (Deaton and Miller, 1995; Deaton, 1999;
Kose, 2002; Collier and Goderis, 2012; Radditz, 2007; Bruckner and Ciccone, 2010; Groen and
Pesenti, 2011; Makin, 2013; Hegerty, 2016; Zhang et al. 2016; Harvey et al., 2017). We were
not able to find single research on the connection and effects of global commodity market on
economic growth of Serbia and its neighboring countries. We will present below some of the
research results of metal (mainly copper) price effects, energy products (oil), and agricultural
products on macroeconomic factors of economies that are on a different economic development
level. The overview of the chosen research results is presented chronologically. Tan (1987)
analyzed the structure of the offer and demand and formed an econometric model of developed
western countries' copper market, taking into account macro and microeconomic factors. The
most significant macroeconomic determinants were related to countries that are the biggest
producers and consumers of copper, and they are GDP, industrial production, primary and
secondary copper production, export and import of metal ore and refined copper, copper
consumption and supplies. Labys and Maizels (1993) questioned the influence of the price
change of agricultural products, mineral resources, and energy products on basic
macroeconomic determinants of the chosen developed countries (GDP, industrial production,
currency exchange rate, employment, and payment balance) for the period 1957-1986. They
concluded that fluctuation of the said commaodities had more than expected effect on economic
stability and performances of the developed economies. Groen and Pesenti (2011) researched
the connection of commodity market price trends, currency exchange rate, and economic
development level. The authors tried to anticipate the foreign currency rate and economic
growth rate in the chosen economies with the application of factor-autoregressive models,
concluding that, depending on the economic development level, monetary policy has a decisive
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role. Arezki and Gulafson (2011) questioned the influence of the commodity price fluctuation
on GDP, based on a panel of 158 economies in the period 1970-2007. Taking into account
levels of countries' economic development, the participation of natural resource annuities in
GDP (NRGDP), and development level of political and economic establishment, the gained
results on commodity price volatility effects showed statistically significant influence and
growth in the countries with higher democracy level. Collier and Goderis (2012) investigated
the effect of the global commodity price on GDP per capita in the 1968-2008 periods. When
vector auto-regression analyses (VAR) applied, they confirmed short-term positive effects of
market commaodity price increase on GDP per capita, while long-term effects depended on the
type of commodity and development and direction of the domestic economy. Makin (2013)
analyzed the influence of commodity price fluctuations on export performances and the
macroeconomy of the largest exporters in the Asian region — Australia and New Zealand. He
focused on currency value, promoted the expression "commodity currency™ and identified a
long-term commodity price volatility influence on achieved GDP and trade balance of these
export-oriented countries. Issler et al. (2014) attributed to understanding the future metal price
movements, underlining the synchronicity of metal price movements with industrial cycles and
production. They emphasized the period of economic crises in 2008 and the period of economic
activity acceleration in the world, in China before all. Klotz et al. (2014) analyzed the influence
of the Chinese economy on commaodity price dynamic on the global market. Researching 1998-
2012 periods with the application of vector auto-regression (VAR) and Granger causality test,
statistical results showed that the Chinese economic boom had the largest effect on prices of
industrial metals and energy products. Moreira analyzed the influence of commaodity price
change on the Brazilian macroeconomic variables in the period from 2005 to 2013. Applying
several econometric methods, he concluded that commodity price volatility affected, with
statistical significance, the level of GDP, inflation and currency value. Ratti and Vespignani
(2015) researched the effect of commodity price volatility on the liquidity of the BRIC and G3
countries. They identified high co-integrity liquidity M2 of BRIC countries with energy product
prices and metal price movements influence. The liquidity of the BRIC and G3 countries were
highly co-integrated with global commodity prices and global GDP. The same authors (2016)
analyzed the influence of the oil price on the global macroeconomic determinants of world's
economy. The result was oil price highly co-integrated with industrial production and interest
rates on the global level. They have concluded that oil price movements have the greatest effect
on the macroeconomic performances of the USA, China, and European countries, that are, at
the same time, the biggest driving force of world’s economy. Hegerty (2016) investigated the
influence of the chosen commaodity price volatility and spill-over effects on macroeconomic
performances of 9 developing countries. With the application of the GARCH model, he
analyzed spill-over effects between commodity prices, GDP, inflation, exchange rate, and
interest rate. He concluded that the Chile economy is highly dependent on copper price,
Indonesia on the price of oil and tin (pewter), while global oil price has no significant effect on
the Russian economy. Medina and Soto (2016) analyzed the commodity shock price effects on
export-oriented economies. They developed a DSGE model for the business cycle in Chile, the
greatest global exporter of copper. Zhang et al. (2016) researched the commodity price
movement effect on currency exchange rates in export-oriented countries — Canada, Australia,
Norway, and Chile, taking into account dominant export commodities — copper, WTI oil, Brent
oil, and gold. Bright (2016) analyzed the influence of copper market prices on the
macroeconomic performances of Zambia, a great producer of copper ore. On the basis of the
ARDL model applied, he concluded that interest rate, inflation, oil price, and agricultural
production have a long-term influence on sustainable economic growth, while the copper price
has a short-term influence. Brueckner and Nguyen (2016) questioned the effect of commodity
market prices on the Vietnamese macroeconomic variables (GDP per capita, trade, i.e. terms of
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trade). The results revealed a relatively small positive Vietnamese GDP per capita and terms of
trade dependence on the global market commodity price movements. Harvey et al. (2017) tested
the Prebisch-Singer hypothesis of long-term primary commodity price growth effect on
economic activity in developed economies from 1650 to 2014. The application of multiple
econometric methods separated several historical economic key cycles and stressed the
influence of commodity price movement on the economic activity of export-oriented economies
in the world.

5. RESEARCH METHODOLOGY

As determinants of the Serbian economic growth, we have taken into account annual GDP per
capita values and goods and service trade balance values. Historical data for achieved annual
values for 1998-2017 were taken from reports and analyses published on official sites of
National Bank of Serbia, Statistical Office of the Republic of Serbia, web portals Trading
Economics and Macrotrends. Information of metal spot price movement in the named period
was taken from the LME official site. Historical spot prices of Brent oil and Russian natural
gas were taken from the site of US Energy Information Administration (EIA) and web portals
Macrotrends, Trading Economics, and Indexmundi. Spot prices of Hard Red Winter wheat were
taken from the Indexmundi web portal. The connection between movements of the commodity
market prices and economic growth will be presented by correlation analyses and multilinear
regression, with forming of two multilinear regression equations or type models:

Y= ay +ﬂ1X1 +ﬁ2X2 + +,8an + €

Where:

Y — Dependent variable (macroeconomic determinants — annual GDP per capita and annual
values of commodity and service trade balance — TBSRB)

ao — Regression model constant

B12n- Regression model coefficient

X12n— Independent model variables (annual average commodity spot prices)

¢ - Model residuals (standard error)

The overview of dependent and independent regression model variables is given in Table 2.

‘ Variables Annual data
Dependent variables (YY) ‘ Unit
Gross Domestic Product per capita (GDPpc) usD
Trade balance of goods and services (TBSRB) mil. USD
Independent variables (x)
Copper Spot price (HGSpot) USD/t
Aluminium Spot price (ALSpot) USD/t
Iron ore Spot price (IronSpot) USD/t
Qil Spot price (Brent)(OilBrent) USD/bbl
Russian natural gas Spot price (RusGas) USD/MMBtu*
Wheat Spot price (WheatSpot)** USD/metric ton
*British thermal units
**Hard Red Winter |

Table 2: Variables of research

Basic presumption when forming a multilinear regression model is a normal distribution of the
model's residual variables.
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In the course of normality testing, we will apply the Jarque-Bera test, where the values
necessary to prove the hypothesis Ho (residuals have a normal distribution) are JB <2 and o, >
0,05. In case of normal distribution of residuals’ absence, logarithm transformation for variance
stability will be applied. For the construction of regression models, we will use SPSS 20 and
XLStata Premium software. To grade the quality of gained regression models, that is, an
evaluation of reliability and impartiality, we need to run a few econometric tests. The first test
refers to the questioning of the multicollinearity absence. This test uses two determinants:
Variance inflation factor (VIF) and Tolerance factor (TOL). VIF gives us an estimate on how
much will the regression coefficient variance enlarge due to a linear dependence on other
independent variables. There are divided opinions on the VIF, i.e. TOL limits when testing a
model. As a rule, the multicollinearity problem doesn’t exist when the values of VIF <5, that
is 10 (R < 0,8 (0,9)), while the values of TOL < 0,2 (0,1). Variables whose VIF values are over
10 shouldn't be in a model, while there are opinions that VIF > 2,5 and TOL > 0,4 point to a
multicollinearity problem. The second test refers to residual model normal distribution, which
will be tested with Shapiro-Wilk and Jarque-Bera test (Ho = residuals have a normal
distribution).  Third standard model presumption refers to accidental error
homoskedasticity/heteroskedasticity control. It is essential that accidental errors show the same
level of distribution around their middle value. When we have accidental error variances
significantly different from one another, it is a case of heteroskedasticity. Residual testing will
be checked with Breusch-Pagan and White test. Autocorrelation of residuals is a common
occurrence in economic time series case, which presents a fourth test, or a standard model
presumption. We will apply a Durbin-Watson test for discovering autocorrelation. Values DW
< 2 and DW > 2, with consulting the table values d; and dy, can point to an appearance of
expressed autocorrelation of residuals. In that case, some of the models for removing
autocorrelation of residual will be applied (for example, Cochrane-Orcutt).

6. RESULTS AND DISCUSSION

The results of Pearson's correlation coefficient show a strong statistical connection between
commodity market price and macroeconomic determinants of the Serbian economy growth,
apart from aluminum price where there is a weak connection to chosen macroeconomic
determinants. The greatest level of correlation with the Serbian GDP per capita variable is
achieved by copper price (0,868), Brent Qil (0,788), iron ore (0,698) and Russian gas (0,701).
Serbian commaodity and service trade balance variable is highly positively correlated to iron ore
price variable (0,738), while price variables of oil and wheat are highly correlated but with the
opposite sign (-0,678). The correlation matrix is given in Table 3.

HGSpot | ALSpot 'SLOOQ OilBrent (R;l;: vggg?t GDPpc TBSRB
HGSpot 1 0611 | 0904 | 0637 | 0826 | 0777 0,868 0,520
ALSpot 0,611 1 0435 | 0542 | 0674 | 0,686 0,451 -0,345
IronSpot 0904 | 0435 1 0457 | 0743 | 0,734 0,698 0,738
OilBrent 0637 | 0542 | 0457 1 0535 | 0584 0,788 -0,678
RusGas 0826 | 0674 | 0743 | 0,535 1 0,016 0,701 -0,018
WheatSpot | 0777 | 0686 | 0734 | 058 | 0916 1 0,651 -0,678
GDPpc 0868 | 0451 | 0698 | 0788 | 0701 | 0,651 1 -0,703
TBSRB 0520 | -0345 | 0738 | -0678 | -0018 | -0,678 -0,703 1

Table 3: Correlation matrix
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Table 4. presents the results of the Jarque-Bera normal distribution test of model variables
residuals. We notice that all residual values are normally distributed and within critical limit
values, on the 0,05 significance level. Obtained results are the base for multilinear regression
model construction.

Jarque-Bera test
JB (Critical value - 12) 5,991465 HO- Residuals have a normal distribution
Ha — Residuals don’t have a normal
DF 2 distribution
p-value (o) >0,05
Variables DF JB p -value
GDPpc 2 2,22643 | 0,328501 | o>0,05 | IB<y2 HO
TBSRB 2 | 1,057531 | 0,589332 | a>0,05 | JB<y2 HO
HGSpot 2| 1978232 | 0,371905 | a>0,05 | JB<x2 HO
ALSpot 2 | 2,133446 | 0,344134 | a>0,05 | JB<y2 HO
IronSpot 2 | 2,037289 | 0,361084 | a>0,05 | JB<y2 HO
QilBrent 2 2,39932 | 0,301297 | o>0,05 | IB<y2 HO
RusGas 2 | 1,480275 | 0,477048 | a>0,05 | JB<y2 HO
WheatSpot 2 | 2,605396 | 0,271798 | a>0,05 | IB<y2 HO
RESIDUALS HAVE A NORMAL DISTRIBUTION

Table 4: Results of the Jarque-Bera test of normality

The results of the first GDP per capita regression model, with standard reliability presumptions
and model impartiality check-up, were given in Table 5. The coefficient of determination adj.
R? is high and stating that the model explains 86% of dependent changeable GDP per capita
variance. The results of econometric quality model tests are within limits on the 0,05 level.
Statistically significant regression coefficients on the 0,05 level are the price of copper
(HGSpot), aluminum price (ALSpot), and oil price (OilBrent).

Model 1 — GDPpc SERBIA 1998-2017
(0,05)

R? | Adj.R? F Coeff. vaF:IJe VIF TOL | SW* | JB* | BP* | WH* | DW*

0,90 | 0,863 | 0,00 0,328 | 0,976 | 0,976 | 0,876 | 1,756
Intercept 4127,54 | 0,0001
HGSpot 0,408 0,004 | 13,035 | 0,077
ALSpot -0,784 0,033 2,413 | 0,414
IronSpot -8,143 0,123 8,366 | 0,120
OilBrent 7,66 0,010 2,254 | 0,444
RusGas 43,24 0,595 8,877 | 0,113
WheatSpot -0,481 0,881 8,364 | 0,120

*Tests: SW-Shapiro-Wilk; JB-Jarque-Bera; BP-Breusch-Pagan; WH-White; DW-Durbin-Watson.
Model 1: Y(GDPpc) = 4127,54+0,408(HGSpot)-0,784(ALSpot)+7,66(OilBrent)

Table 5: Model 1 — GDPpc Serbia

The results of the second regression model — trade balance of Serbian commodity and service
(TBSRB), with standard reliability presumptions and model impartiality check-up, are given in
Table 6. The coefficient of determination adj. R? explains 90% of dependent changeable
variances for TBRSB. The results of econometric quality model tests are satisfying, on the 0,05
level. Statistically significant regression coefficient on 0,05 level are iron ore price (IronSpot),
oil price (OilBrent), and price of wheat (WheatSpot). Due to the high value of multicollinearity
factor variance determinants (VIF), wheat price variable (WheatSpot) cannot be a part of the
regression model.
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Model 2 - TBSRB 2007-2017
(0,05)
R? Adj.R? F Coeff. vaﬁlje VIF TOL | Sw* JB* BP* | WH* | DW*
0,936 0,904 0,0005 0,480 | 0589 | 0,100 | 0,997 | 2,360
Intercept 5606,46 0,009
HGSpot 16,696 | 0,060
ALSpot 18,148 | 0,055
IronSpot 69,214 0,0005 8,717 0,115
OilBrent -20,431 0,048 2,821 0,354
RusGas 25,707 | 0,039
WheatSpot -21,404 0,06 43,723 | 0,023
*Tests: SW-Shapiro-Wilk; JB-Jarque-Bera; BP-Breusch-Pagan; WH-White; DW-Durbin-Watson.
Model 2: Y(TBSRB) = 5606,46+69,214(lronSpot)-20,431(QOilBrent)

Table 6: Model 2 — TBSRB Serbia

As seen from the regression Model 2, with 5% error, we claim that trade balance of Serbian
commodity and service will increase by 69,21 million US dollars, in case that an average annual
price of iron ore goes up by 1 US dollar (there will be a deficiency decrease), while in the case
of an average oil price increase (oil type Brent) by 1 US dollar, the trade balance of commodity
and service will decrease by 20,43 million US dollars, and vice-versa (there will be a deficiency
increase). If we consider the fact that exports side of Serbia have been dominated by iron and
steel for years, and the imports side by oil and Russian natural gas, the obtained results have
their theoretical and practical foundation. Still, according to the author, formerly stated results
have several statistical limitations: first, we have taken the period from 2007 to 2017 for the
trade balance analyses, only because it was not possible to acquire older data and left us with
only 11 observations, which is a short period, and second, Serbia has lately been recording high
scores on the corn export side (the highest export values among agricultural products) so it
would be interesting to see if there are statistical connections and influence of global corn price
on Serbian macroeconomic variables. However, we shall leave that for some of the future
researches.

7. CONCLUSION

The obtained results on the connection and global commaodity price influence on the economic
growth of Serbia are in accordance with the existing research results for developing countries
given by foreign authors. Researching the 20 years period, we concluded that price fluctuations
of certain commodities have a long-term influence on the economic activity in Serbia. Namely,
the copper price coefficient of correlation with achieved GDP per capita is very high (0,868),
with a statistically significant presence of regression models with a positive sign. Aluminum
price coefficients of correlation and regression are very low, with a negative sign, so the price
of aluminum cannot be seen as a possible indicator of long-term economic activity in Serbia,
although it is a statistically significant variance which is included in the models. Prices of iron
are identified as highly correlated with all regression dependent variables (GDP per capita and
TBSRB) but also as a statistically significant variable which is present only in TBSRB
regression model. This finding has its solid foundation because Serbian commodity exports
value has been rising, based on production growth and export of iron and steel. On the other
hand, country's investments in the construction sector, being one of the biggest consumers of
this metal, and providing this type of services abroad, bring us to a conclusion that iron and
steel price movements can be indicators of future long-term export activities in our country and,
partially, of GDP growth. When it comes to energy products, the price of crude Brent oil has a
high correlation with dependent variables and is the only variable present in two regression
model at the 0,05 level of significance. Thus, we conclude that price movements of Brent oil
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present a significant indicator of economic activities in Serbia, considering that high trade
deficiency is based on high import values of this particular energy product. Prices of Russian
gas have high correlation coefficients with dependent variables but with no statistical
significance, meaning that this variable is not included in regression models. Global wheat
prices significantly follow the movements of dependent variables but due to statistical
insignificance and high coefficient of variance factor VIF in the TBSRB model, this variable is
not included in the model. Taking into account estimated 3,5% growth of Serbia real GDP for
2019 (a drop for 0,9%, compared to 2018), as well as slowing down of economic activities of
two greatest economies, the USA and China, a downfall of demand can be expected, along with
a decrease of commodity prices on global markets, which agrees with the estimates of a future
growth in our country. Observing our results, we can identify the key indicators of Serbia’s
economic growth — global copper price movements and price of Brent oil. We shouldn’t
disregard the fact that global prices of copper and oil, like many other commodities, are formed
on futures markets which are unpredictable, where the prices depend on many exogenous
factors (mostly political) and unexpected events. In a nutshell, prices depend on the mood and
expectations of the biggest investors and traders in the world. Serbia is an open economy with
growing economic and foreign trade cooperation, with EU countries and China above all. Each
deceleration of the EU region countries’ economic growth directly affects economic activities
in our country, which is the current reality. Compensating exports to eastern countries, China
and Russia in the first place, have massive potential but limited domestic capacity.
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ABSTRACT

The characteristics of contemporary marketing environment are rapid changes and business
discontinuity that requires reassessing the company's competitiveness. The internationalization
of marketing is a rational response to the current changes in the global environment and the
increasing interdependence, connection and availability of certain segments in the world
market. The orientation towards global markets in those conditions becomes inevitable, since
it is about creating a new strategic horizon that enables not only an adequate economies of
scale, but also the promotion of key success factors and knowledge economies in an altered
competitive environment.

Keywords: marketing management, globalization, international business, foreign markets

1. INTRODUCTION

A modern business environment is characterized by increasing changes and a discontinuity in
business activities that may require a re-examination of the company’s competence. There are
the following challenges of marketing management at the end of the 20" century: the
acceleration of the rate of change (technological, economic, political, etc.), increase of the level
of competition, intensification of the globalization of operations, radical changes in the field of
technology (especially ICT), flexibility, quality innovation as an imperative for managers, a
more complex managerial environment and increased demands of stakeholders. A response to
the challenges of modern business requires from managers to be transformational leaders, to
have the capability to create and implement strategies that will bring competitive advantages to
the company both locally and globally, as strengthening interdependence in the world economy
has given a strong impetus to the internationalization and globalization of overall business
activities and defined new frameworks for complex enterprise integration into international
flows. The classical exporting by national companies as the dominant form of international
engagement during the 1950s has been replaced by the expansion of cooperative forms of
international business, with a pronounced growth of foreign direct investment by US companies
in the sixties. The years of the so-called “American Challenge” have been substituted by the
1970s period, which was marked by Japanese companies. The expansion of multinational
companies has defined the transformation of the nature of international business in the direction
of internationalization, and an active engagement in global market flows is becoming one of
the key preconditions for a successful competitive profiling of those companies that pretend to
support a more favorable market positioning. The dynamics of the world market relativizes the
advantages of the acquired market positions established during the eighties, when the
international competitive environment changed significantly with the emergence of
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multinational companies from the newly industrialized countries of Southeast Asia and partly,
Latin America. In such conditions, processes of interconnectivity are intensified and they
develop tendencies of cooperation with those categories that are direct competitors. At the same
time, the transformation process of most multinational companies, especially those with
extensive activities in the country of origin and a large number of branches abroad, takes place
in transnational companies, whose activities and responsibilities are more evenly distributed,
but which gradually lose their national identity. In this way, the key characteristics of
globalization in the nineties and the changes in the global business environment, which further
emphasize the significance of international business and the necessity of international business
orientation, become prominent (Rakita, 2009, pp. 111-113).

2. THE DEVELOPMENTAL FORMS OF BUSINESS INTERNATIONALIZATION
The internationalization of business is a continuous process, as a given company gradually
increases the level of its involvement and degree of engagement in international business flows.
Hence, the process of developing international business activity can be structured in the
following evolutionary phases (Jovi¢, 1997, p. 50-55):

The foreign trade stage;

The export marketing orientation phase;

The stage of multinational orientation;

The global orientation stage.

The international orientation of the company usually begins with a foreign trade exchange
aimed at achieving profit by direct sales on the foreign market. It involves the initial stage of
the internationalization of business in which the priority is still given to the domestic market,
and hence the limited ability of the company to adapt to the demands of the foreign market. The
surplus of the domestic business is mostly sold on foreign markets, and adapting to international
business is reduced to a specific adjustment of the existing product to foreign markets, and not
the adaptability of enterprises to international business. The focus of business activities in the
foreign trade orientation is mainly directed towards the concrete foreign market and the
adjustment of the existing product to the requirements of that market, without some major
ambitions to form a long-term strategy of operational internationalization. Unlike the initial and
conventional stage of foreign trade orientation, the stage of export marketing orientation shifts
the focus of the business activity on the company’s adaptability to carry out business operations
on the foreign market. This involves establishing an export-oriented production and building
its own marketing infrastructure, which is also a sort of introduction into multinational and
global orientation in the international business dealings of the company.

Figure following on the next page
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BUSINESS ACTIVITY FOCUS

Adaptation of the product Company adaptibility to targeted markets
to foreign market and/or consumers
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Foreign market . E
and marketing organization

Business principle: Business principle:
Foreign trade approach International marketing approach
Business practice: Business practice:
Import-export affairs Diversification of the international marketing
(Foreign trade business) processes (Export, multinational and global)

Figure 1: The adaptability of enterprises to international business (Jovi¢, 1997, p. 51).

Successful positioning on numerous national markets at the stage of multinational orientation
is directly related to foreign direct investments, as well as the process of transferring some parts
of the reproductive process from the national economic space to the markets of other countries.
It tends to be profiled in relation to the strongest local competitive, primarily through quality
management, for which segmentation and differentiated processing of foreign markets is
necessary. By organizing international business activity within special international business
units or branch offices, the company has all the international characteristics, losing the attributes
of a national company. According to Keegen, the stage of global orientation is a logical outcome
of a kind of determinism in the evolution of enterprises from the national through international
and multinational to global (Keegan, 1989, p. 7). Business globalization is a rational business
response to the ever-increasing interdependence, connectivity and availability of certain parts
of the world market. It is about the process of expanding the business and development
horizons, starting from the supranational, that is, global dimensions, as the only perspective
ones. Hence, the global company views the entire world as one market and seeks to meet the
needs of the stakeholders by balancing global experiences and assets (Todorovi¢ and
Milisavljevi¢, 1995, p. 184). Strategic goals are focused on creating a global competitive
advantage by integrating all the company activities into an interconnected global system. This
requires the consensual exploitation of cost advantages through standardized global production,
which assumes that individual branches cannot operate independently at the national level, but
are committed to a division of labor and specialization around the world. The development of
technology and the interconnectedness of branches and activities on this basis have significantly
enabled this approach.
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Promotion Mostly restricted to personal sales Promotional promotion activities to

achieve the company’s market goal

Figure 2: Distinctive advantages of a strategic vs. sales approach to the foreign market (Root,
1997, p. 54).

The internationalization and globalization of production and exchange are key processes that
have led to the need of redefining access to the foreign market. Consequently, traditional foreign
trade operations, as an expression of the defensive variant of achieving the function of an
international distinctive advantage, can be seen in Figure 2. This involves essentially different
strategic and management profiling of international business activities in line with current
changes in the international trade environment. Accepting a new international business
engagement assumes the choice of an appropriate strategic competitive framework. The ability
of management to recognize the requirements of the target markets and respond flexibly to
competitors’ actions will impact the success of the entire international business mission of the
company. Hence, the selection of the appropriate strategy in international business is
undoubtedly one of the critical factors for the success of the company. Accordingly, Porter
defines four basic frameworks of an international business strategy that can be seen from Figure
3.

Figure following on the next page
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Geographical frame

Global strategy Country oriented strategy

Global leadership in expenses

e erentation Protected markets

many segments

little segments Global segmentation National

Figure 3: Alternative strategies in international business (Porter, 1986, p. 6).

The strategy of global leadership in cost or differentiation is aimed at competition around the
world with a full product line using the advantage of low overall cost or product differentiation.
Global segmentation focuses on certain segments by following the competitive advantages of
a global strategy. Used often among transnational enterprises from small countries, this strategy
is also a sort of link between domestic and global strategies. The strategy of protected markets
is closely related to foreign direct investment, since it is directed towards those countries whose
markets are protected by state protectionist barriers. By defining a national strategy, the
enterprise focuses on those segments of the branches that are most influenced by local
differences between individual countries. The changed profile of the international trade
environment clearly indicates that there is no single approach to competition, or one type of
strategy that leads to the successful realization of set goals in international business. Hence, any
more serious engagement of companies in international business assumes the ability to fine-
tune and coordinate particular strategies used in different foreign markets. In any case, the
competitive advantage is on the side of those companies that better use their assets and
competence in international business, and which successfully extend the life cycle of the
existing ones or offer differentiated new products, as well as expanding the risk of doing
business through new business or conquering new markets, at the same time successfully
overcoming the barriers to entry onto attractive markets (Agarwal and Ramaswami, 1994, p.
199).

3. THE IMPACT OF INTERNATIONALIZATION ON THE ORGANIZATION OF
MARKETING

The choice of country for entry conditions the concept of an appropriate marketing
organization. The goal is to respond to the different needs of international marketing, using
experience and knowledge from the local market where and when necessary. The company
enters international marketing by simply delivering its products. As the sales on the foreign
market increase, the company organizes the export sector with a sales manager and several
assistants. If sales continue to increase, the export sector can then be expanded to include
various marketing services. When the company enters into joint ventures or direct investments,
the export sector will no longer be adequate. Many companies are involved in several
international markets and business ventures. The company can export to one country, license it
to another, have a joint venture in the third and its own branch in the fourth. Sooner or later, it
will form an international division to carry out all of its international activities. International
divisions are organized in different ways. The board of directors of the parent company consists
of specialists in the field of marketing, production, research, finance, planning and personnel.
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They plan and provide services for different business units, which can be organized in one of
three ways (Keegan, 1989, p. 98). They can be geographical organizations, with country
managers who are responsible for sellers, sales outlets, distributors and licensees in their
respective countries or business units, or they can be global product groups, each responsible
for the sale of different product groups worldwide. Finally, business units can be international
affiliates, each responsible for their own sales and profits. Several companies have gone past
the stage of international division and have become truly global organizations. They stopped
thinking about themselves as national salesmen who were selling ubiquitously and began to
think of themselves as a global seller. The top corporate management and management board
plan the production, equipment, marketing policies, financial flows and logistics systems
worldwide. Managers are trained for business worldwide, not just domestic or international
markets. The company recruits management from many countries, buys parts and materials
with the lowest price and invests where the highest expected yields are expected to be. Today,
companies that want to be competitive must be globally oriented with an aggressive presence
on foreign markets. There is an increasingly noticeable trend of change from companies that
treat their international business as a secondary business to companies that the whole world
regards as a single market without borders. The internationalization of business operations
affirms a combination of internal and external growth through the creation of strategic alliances
and coalitions. In trying to eliminate constraints on internal and external growth, companies
create alliances with the expectations that by combining asymmetric advantages of both,
performance can be maximized at the same time. Most often it is about cooperation and certain
organizational and business arrangements in the domain of licensing, franchising, marketing,
research and development, as well as consortium appearances on certain markets (Todorovié¢
and Puricin, 2000, p. 401).

4. THE DETERMINANTS OF STRATEGIC ADVANTAGES IN GLOBALIZATION
CONDITIONS

Competitive advantages, when creating the strategy of globalization, are realized both on the
basis of more efficient use of assets and position, as well as in the domain of the flexibility
strategy. A more efficient use of assets and positions can be achieved through the following: a)
an economy of scale along with the internationalization of operations, which helps to capitalize
on investments in some value chain activities, b) synergy in coordination and integration in the
sense than an economy of scale can be achieved due to presence on several national markets
and via the unification of procurement, as well as the concentration of some marketing activities
or a better location of production and logistics capacities, thus gaining greater negotiating power
in relation to suppliers and advantages over local competition, and c) a transfer of ideas,
experiences and know-how acquired on one market or business area to other national markets
(Todorovi¢, 1998, p. 168).

USE OF PROPERTY STRATEGIC
AND POSITION FLEXIBILITY
o  Production volume effect GLOBAL Production redirection

Cordination and i STRATEGY < «  Multiple sources
integration o Transfer pricing
Transfer of know-how, o  Cash flow

ideas and experiences management

Figure 4: Realization of Global Synergies (Douglas, 1995, p. 323).
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The competitive advantages of a transnational company based on strategic flexibility can occur

from the following (Douglas, 1995, p. 328-329):

e the possibility to divert production from one country to another in order to use favorable
circumstances in the movement of exchange rates, wages, taxes, etc., or modify the
organization system of production in terms of introducing a modular production that will
ensure that the product is adapted to the needs of local markets by combining components;

o dispersion of supply sources and multi-stakeholder components, which allows “hedging” in
relation to currency fluctuations, amortizing political instability and the restrictions imposed
by individual actions, etc.,

e the ability to maintain competitiveness in price-sensitive markets and, at the same time,
profit from protected or inexpensive markets through a price policy or through price
transfers;

e the ability to “convert cash and other transferable resources from a recession into a rising
market, or to compensate for planned losses within one business activity, and profits on the
other.”

The internationalization of business increases the geographical and multicultural dispersion of
its business, and develops correlations with the environment. It is also necessary to adapt the
management style and the macro organizational structure to newly-formed conditions. Hence,
it is important that the process of internationalization is carried out in such a way that it enables
the company to continuously capitalize on acquired experience, step by step, as well as to
preserve control or minimize the risk of doing business in foreign markets. Companies that have
achieved leading positions at the international level use strategies that differ in every way.
However, while every successful company will use its own specific strategy, the method which
underlies everything, the character and the path of all successful companies is fundamentally
the same. Furthermore, companies achieve a competitive advantage through innovation. They
approach innovation in its widest sense, including both new technologies and new ways of
doing things. They perceive a new basis for competition or find better means to compete with
each other in the old ways. Innovation can be manifested in a new product design, a new
production process, a new marketing approach, or a new way of training. Most of the
innovations are terrestrial and daily, and much more depends on the accumulation of small-
scale insights and improvements than on private, fundamental technological breakthroughs.
Innovation uses ideas that are not even new - ideas that were in circulation but were never
strictly followed. Also, it always includes investment in skills and knowledge, as well as in
physical property and the reputation of brands. Some innovations create a competitive
advantage by perceiving an entirely new market opportunity, or by serving a market segment
that others have neglected. When competitors react slowly, such innovations gain a competitive
advantage. For example, in industries such as the automotive industry and the home electronics
industry, Japanese companies have gained an initial advantage by putting emphasis on smaller,
more compact low capacity models that were despised by foreign competitors and considered
to be less profitable, less important and less attractive. Innovations that gain a competitive
advantage on international markets must anticipate both domestic and foreign needs. For
example, as the international concern for product safety grew, the Swedish company Volvo
succeeded by anticipating a market opportunity in this area. On the other hand, innovations that
respond to concerns or circumstances specific to the domestic market can in fact postpone and
slow down international competitive success. Information plays a major role in the process of
innovation and improvement - information which is either unavailable to competitors or which
they do not even search for. Information sometimes arises from a simple investment in the
development of market research; it is the result of effort, openness and searching in the right
place, untouched by the blinding assumptions of conventional wisdom.
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Once a company achieves a competitive advantage through innovation, it can only be sustained
through continuous improvement and development. Almost every advantage can be creatively
reproduced, so we get a product with the same or an insignificantly different performance.
Korean companies have already achieved the ability of their Japanese competitors to massively
produce color TVs and video recorders; Brazilian companies have by now combined
technology and design that can be compared to those of Italian competitors in the production
of informal leather footwear. Competitors will inevitably get the better of every company that
ceases to improve and innovate.

5. CONCLUSION

The internationalization of operations represents a rational response to the current changes in
the global environment and the increasing interdependence, connection and availability of
certain segments of the world market. The orientation towards international and global markets
in such conditions becomes inevitable, since it involves creating a new strategic business
horizon that enables not only an adequate economy of scale, but also the promotion of key
success factors and knowledge economies in an altered competitive environment. New
information and knowledge has become the most important feature of international competition
and a new basis for the international allocation of material, financial and human resources. One
of the basic prerequisites for success on the global market is the continuous improvement of
business quality. This process is accompanied by frequent delays and withdrawals, in order to
make a significant shift in the coming period. It is extremely important that the company’s
strategy stems from goals and the tactics are derived from the strategy, not vice versa. To be
successful, the company must be a unique flexible business system that is focused on
understanding the needs of target markets and coordinating overall activities to meet the needs
that are subject to constant change. The success of the company is increasingly conditioned by
the quality of the established connections with the partners, and the less autonomous
performance in the foreign market. Hence, strategic alliances, as a specific form of international
business connectivity combining the strengths and interests of different companies maximize
asymmetric advantages, representing a propulsive model for overcoming the barriers for
accessing the international market. Strengthening the role of internationally-oriented companies
and the globalization of business leads to the greater dependence of international market flows
on a company’s business moves rather than on foreign trade policies of states.
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ABSTRACT

Traditionally, the leading indicator of economic progress is GDP, with all of its known
shortcomings. As a variety of alternatives, more and more indicators of economic growth and
development are gaining ground with measures that are corrected for social and environmental
costs. One of these alternatives is the so-called Green GDP as a measure of economic progress
with pronounced ecological components. Green GDP is an alternative way for quantification
and measurement of monetary impact of the social and environmental damage caused by a
country’s economic growth. Through this paper, we want to relate the Happiness index with
the standard GDP measure and the alternative measure, Green GDP. Namely, the Happiness
index is used as a measure that generally shows the satisfaction of the inhabitants of a country
in the conditions they live in for it is consisted of six key variables in a country's economy,
namely income, expected life, social security, freedom, trust, and generosity. The aim of this
paper is to find out whether there is a significant bond between the Happiness index and
economic growth indicators or whether there is a possible cyclical correlation between these
variables. For this purpose, we used standard statistical tools and spectral analysis technique.
Thus, we came to the conclusion that the environmental component represents an important
part of the satisfaction and happiness of the people, i.e., the awareness about the burning
ecological problems in the world is becoming more and more important for the economy, both
on the national and personal level.

Keywords: Happiness index, GDP, Green GDP, spectral analysis, cross-country analysis

1. AN INTRODUCTION TO THE RESEARCH TOPIC

Economic progress is directly linked to an improved quality of life of an individual and society
- a better standard of living permits better nutrition, better health care and nursing, better
education - in other words, economic progress provides an enhanced way of living in
accordance with the needs and desires of the whole society. However, in recent studies, the
subjective feeling of satisfaction is not always and without exception conditioned by economic
well-being or financial wealth. Moreover, studies dealing with a subjective sense of satisfaction,
in many cases suggest that the inhabitants of less developed and less wealthy countries
expressed greater subjective satisfaction than the inhabitants of some richer countries. Thus,
this subjective sense of satisfaction came as a surprise to the experts and the public as a
phenomenon that has not been given any particular importance at least on any institution level.
The subjective level of satisfaction is called the Happiness index, hence our study can be
interesting from the perspective of the question — what kind of relationship exists between the
Happiness index, GDP and an alternative GDP calculation?
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The World Health Organization defines the quality of life as the perception of a person about
their own lives in the context of the cultural and value system in which they live and because
of their goals, expectations, and limitations. However, the definition of the concept of quality
of life depends on the context in which that term is used. In economics, life standard, i.e. the
quality of life is acknowledged as the totality of material and social conditions that allow for a
particular lifestyle, while in medicine it is usually the degree of preserved functions of a patient.
In psychology, the quality of life is evaluated through an individual's assessment of his/her
satisfaction with the way of life, its course, conditions, perspectives and possibilities, and
limitations™ is an individual assessment. This definition is most commonly used and is the
closest to explaining the notion of quality of life. This individual assessment of one's
satisfaction is based on individual experience and expectations, aspirations and value system,
and is also determined by the psycho-physical framework of an individual's characteristic.

1.1. The Happiness Index

The primary objective of quality-of-life research is to identify factors that contribute to the
achievement of the goals and potential of individuals and the living of the desired lifestyle,
(Veenhoven, 2005). Assessment of quality of life can be subjective and objective. In this paper,
we combine a subjective assessment of the quality of life in the form of a Happiness index and
an objective assessment of the quality of life in the form of measurements of GDP and Green
GDP. The subjective approach is more complicated in comparison to the objective approach,
but recent studies have shown that this approach is also more relevant and useful "because
subjective indicators are better predictors of global life estimation than objective ones™ (Diener,
1999). That is, "an individual is best able to determine for himself how happy he is and how
satisfied he is in his or her whole life or certain areas of life" (Lipov¢an, 2011). However, there
are some difficulties with this approach that relate to measurement problems, given the fact that
people differ greatly as they differently attach importance to the particular areas of life. The
Happiness index, as an economic term that appeared only recently, parallel with an increase in
interest in the feelings of happiness and happiness of an individual, man. As anthropologist
Yuval Noah Harari argues, the fact is that people in the past did not have time to deal with
thinking about whether they were happy and if not why they did not, because they had more
important concerns - hunger, wars, disease epidemics and more (Veenhoven, 2005). Based on
the Happiness index, the United Nation (UN) prepares a publication called the World Happiness
Report, or a Global Happiness Report. The research is conducted by the UN's Sustainable
Development Solutions Network initiative, the Sustainable Development Solutions Network,
led by John F. Helliwell, Richard Layard, and Jeffrey Sachs, along with numerous associates.
The measurement is carried out using the so-called, Cantril ladder survey, based on which the
respondents express their opinion or satisfaction with their own life through a score of 0 to 10,
where the value of 10 represents the best possible life, and the value O represents the worst
possible life the worst possible conditions and personal perception of the same, or satisfaction
of the respondents. Questions to which the respondents answer are about their everyday life,
satisfaction of the same, but also the general sense of satisfaction with life in general, not just
on an everyday basis - for example, a person can be generally satisfied with life because he has
fulfilled some of his personal goals, but can currently to be dissatisfied as he is going through
a troubled phase in life, etc., and vice versa, a person may be generally dissatisfied, but in the
current moment, due to a nice event, he may experience a sense of deep satisfaction (Diener et
al, 1999). So, as we see it, happiness is possible to understand differently and interpret
differently - in other words, for every concept we find various definitions, and it is not easy to
find a definition that reconciles all these attitudes and which encompasses all that happiness is.
The specific research domain is not easily conceived and perceivable, so current studies, like
the one from the UN, are often criticized.
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However, the fact is that the results of these surveys are more or less coinciding year after year,
and when they change, these changes are in line with changes in the circumstances of individual
countries, which show that these results are most credible.

1.2. Green GDP

Green GDP is today known as a general concept that refers to a wide array of adjusted GDP
measures that are corrected for social and environmental costs. In that manner, Green GDP is
just an alternative way for the quantification and measurement of the monetary impact of social
and environmental damage caused by a country's economic growth. The most common
approach to measuring the Green GDP is to deduct the costs like natural resources depletion
and pollution damage, from the standard GDP measure. There is an interesting way to explain
the (conceptual) purpose of this indicator. If we consider that by adding social features/human
capital and environmental features/natural capital to a standard measure of the volume of
output, we are relating it to the deterioration in social or environmental capital and reducing it
by the amount of capital thus consumed, some say that we could look the other way around,
too. So that any improvement in social and environmental capital constitutes in itself a form of
output and can, therefore, be added to standard GDP measure, (Stjepanovi¢, Tomié and Skare,
2017). Green GDP should not be confused with various social and environmental accounting
systems, as a large number of these carry issues and problems related to valuation and
calculation. As Alfsen et al. (2006) explains, a Green GDP measure will also in many contexts
do more to obscure problems than resolve them, however, from its inceptions, this indicator has
become a significant factor in the development and implementation of different sustainable
strategies in the world. In the end, we post the question: why the Green GDP and not the
standard GDP indicator?

1.3. Standard GDP measure

We must stress that irrespective of various limitations (misleading indicator, does not scale the
sustainability of growth, ignores social costs, environmental outcomes and income inequality,
and etc.) GDP is and will still be a crucial indicator of the economic health of a country, as well
as a gauge of a country’s standard of living. We have to be objective as well and state that
standard measures such as GDP do have an enormous impact on policy goals and regulations,
public and academic discourse as well the media since it is a powerful accountability
mechanism (Boyd, 2009) that is objective, scientific and rule-driven, politically and
institutionally independent and allows us to observe a complex economic system on an
aggregate and disaggregate level. In this paper, we use GDP and its alternative, the Green GDP,
as an objective measure compared to a Happiness index that is a subjective measure. The core
method that we will use in this paper is a spectral analysis of data, which is often applied in the
evaluation of the cyclical nexus between the variables. Namely, the spectral analysis is used
primarily to analyze the degree in which the GDP, green GDP and the index of happiness are
connected. The analysis led us to the conclusion that the environmental component represents
an important part of the satisfaction and happiness of the people.

2. ASHORT REVIEW OF THE LITERATURE

There are several papers similar to the topic of this paper, but there is no paper dealing with an
identical research question. Most of the authors deal with the problems of GDP and its
disadvantages. There are a large number of papers about GDP deficits as a measure, or the
question which indicator would be better. One interesting paper is that of Ivkovic (2016)
entitled "Limitations of GDP as a measure of progress and well-being.” This paper aims to
evaluate about GDP as a universal measure of economic progress and the common good. The
author concludes that GDP as an economic measure is imprecise, wrong and that it is just a
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monetary measure. This paper seeks to present the shortcomings of GDP throughout history.
Dynan and Sheiner (2018) in their paper deal with a similar theme of the benefits of GDP as a
measure of economic well-being. Even though their work mentions all the negative aspects of
the GDP as a measure, the conclusion is that GDP and other parts of GDP through the system
of national accounts are useful and provide a large amount of information on which economic
well-being can be determined. The work dealing with the same subject is also done by the
authors of (Kula et al, 2010) entitled "Real GDP, Well-Being and Happiness", in which authors
try to find an answer to the question of GDP's effectiveness as a measure of economic well-
being. What distinguishes this work from others is the comparison of real GDP with state aid
measures on goods and services and with indexes of happiness and life satisfaction. Countries
for which indices and GDP are observed are OECD countries. As a conclusion of their work,
the correlation between different happiness indices is negligible compared to real GDP. Such a
conclusion contradicts most of the other researches mentioned here. Apart from these papers,
dealing with the disadvantages of GDP as a measure of economic well-being, we can also find
papers with a congruent hypothesis to our study, i.e. whether GDP growth can boost the growth
of the index of happiness and if there exists a long-term and short-term correlation between
these variables. One of such papers is the work of (Clark and Senik, 2011) entitled "Will GDP
growth increase happiness in developing countries?”. The emphasis of this paper is whether
only GDP growth in poor countries and developing countries can affect the growth of the
Happiness index, or whether this index of happiness in developed countries will not only
increase with GDP growth but also with some other measures. The result suggests that there is
a greater degree of correlation between GDP growth and Happiness index growth in the poorer
countries than in rich and developed countries. The explanation is logical because after a certain
level of development the society is progressing and developing and (only) money is no more as
important as it is the pollution rate or the usability of natural resources etc. Additionally, the
authors outlined that the correlation is much smaller in the long-term than in the short-term.
Likewise, Easterlin (2013), in his work titled "Happiness and Economic Growth: The
Evidence", evaluates the short-term and long-term relationship between GDP and the index of
economic prosperity for poor developed and transition economies. He came to the conclusion
that long-term correlations do not exist, for the nexus is built only on the short-term basis.
Unlike other works, this paper has shown the link between underdeveloped and developed
countries.

3. DATA, METHODOLOGY AND RESULTS

Data for our study were collected from the International Financial Statistics (IFS) database and
the United Nations Sustainable Development Solutions Network. We looked at the following
variables: gross domestic product (GDP), green gross domestic product (Green GDP) and the
Happiness index. Data for all countries were taken for the years available (ranging from 2008
to 2016) in their annual form. The data for these variables are shown in the Appendix through
Tables 1, 2 and 3. From Chart 1 we can see that there is a positive correlation between the
selected output variables and the Happiness index. We can also see that there exists a positive
correlation between the Green GDP and the Happiness index and it is slightly higher through
all years in comparison to the GDP-Happiness index relation. Additionally, we can notice that
the correlation coefficients were highest for 2008 with decreasing tendencies afterwards.

3.1. Singular and Multi-channel spectral analysis

Singular spectrum analysis (SSA) is a new technique in the time series analysis, which
incorporates the elements of classical time series analysis, multivariate statistics, multivariate
geometry, dynamical systems, and signal processing. The spectral analysis explores the cyclical
patterns of data, and its primary purpose is to decompose the original series on an infinite sum
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of periodic functions, each of which has a different frequency. The advantage, hence the
uniqueness of spectral analysis is that it enables the identification and characterization of
nonlinear trends and dominant cycle, including permanent and seasonal components, which
characterize each time series. The basic version of SSA consists of four steps, which are
performed as follows (Golyandina, Nekrutkin and Zhigljavsky, 2001). Let F =
(fo, f1, -, fn—1) be a time series of length N, and L be an integer, which will be called the
“window length”. We set K=N-—L+1 and define the L —lagged vectorsX; =

Fizis oee o fi41-2)", J = 1,2, ..., K., and the trajectory matrix:

X = (fi+j—s)f,';<=1 = [X1: 1 Xk] 1)

Note that the trajectory matrix X is a Hankel matrix, which means that all the elements along
the diagonal i + j = const are equal. The construction of the trajectory matrix constitutes the
first step of the algorithm. The second step is the singular value decomposition (SVD) of the
matrix X, which can be obtained via eigenvalues and eigenvectors of the matrix S = XX of
size L x L. This provides us with a collection of L singular values, which are the square roots
of the eigenvalues of the matrix S, and the corresponding left and right singular vectors. The
left singular vectors of X are the orthonormal eigenvectors of S, we often called them “empirical
orthogonal functions” or simply EOFs. The right singular vectors can be regarded as the
eigenvectors of the matrix X7X. We thus obtain a representation of X as a sum of rank-one
biorthogonal matrices X;(i = 1, ... ... ,d), where d(d < L) is the number of nonzero singular
values of X. At the third step, we split the set of indices I = {1, ...., d} into several groups
I S ,I, and sum the matrices X; within each group. The result of the step is the
representation:

X = Yk=1Xy, ,Where X = Yie, X; (2)

At the fourth step, averaging over the diagonals i + j = const of the matrices X;, is performed.

This gives us SSA decomposition; that is, a decomposition of the original series F into sum of
the series:

k
fo=ym O n=o0,..,N-1, 3)
where for each k the series fn(k) is the result of diagonal averaging of the matrix X;, .

SSA is usually regarded as a method of identifying and extracting oscillatory components from
the original series. The standard literature does not pay enough attention to theoretical aspects
which are very important for understanding how to select the SSA parameters and, first of all,
the window length L for the different classes of time series. The concept of separability and
related methodological aspects together with robust empirical results provide us with this
understanding. The choice of parameters in performing the SSA decomposition (they are the
window length L and the way of grouping the matrices X;) must depend on the properties of the
original series and the purpose of the analysis. The general purpose of the SSA analysis is the

decomposition (3) with additive components flgk) that are “independent” and “identifiable”
time series; this is what we mean when we talk about analyzing the structure of time series by
SSA. Sometimes, one can also be interested in particular tasks, such as ‘extraction of signal
from noise,' ‘extraction of oscillatory components' and ‘smoothing'. For an adequately made

SSA decomposition, a component frEk) in (3) can be identified as a trend of the original series,
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an oscillatory series (for example, seasonality) or noise. An oscillatory series is a periodic or
quasi-periodic series, which can be either pure or amplitude-modulated. Noise is an aperiodic
series. The trend of the series is, roughly speaking, a slowly varying additive component of the
series with all the oscillations removed. Note that no parametric model for the components in
(3) is fixed and these components are produced by the series itself. Thus, when analyzing real-
life series with the help of SSA one can hardly hope to obtain the components in the
decomposition (3) as exact harmonics or linear trend, for example, even if these harmonics or
linear trend are indeed present in the series (by a harmonic we mean any specific time series
with some amplitude, frequency, and phase). This is an influence of noise and a consequence
of the non-parametric nature of the method. In many cases, we can get a good approximation
of these series, (Hassani, 2007). Multi-channel SSA (or M-SSA) is a natural extension of SSA
to a multivariate time series of vectors or maps. In the literature, extended EOF (EEOF) analysis
is often assumed to be synonymous with M-SSA. The two methods are both extensions of the
classical principal component analysis (PCA), but they differ in emphasis: EEOF analysis
typically utilizes a number L of spatial channels much greater than the number M of temporal
lags, thus limiting the temporal and spectral information. In M-SSA, on the other hand, based
on the single-channel experience, one usually chooses L &le M. Often M-SSA is applied to a
few principal PCA components of the spatial data, with M chosen large enough to extract
detailed temporal and spectral information from the multivariate time series (Javed et al, 2012).
The MSSA allows in the same way as SSA to decompose the time series into its spectral
components. Like in single-variate SSA, we are thus able to identify trends and oscillating pairs.
However, in contrast to SSA, the MSSA also takes cross-correlations into account, where
MSSA is a combination of SSA and principal component analysis (PCA). The individual RCs
of the different time series are connected; they represent the same spectral part. We are hence
able to identify oscillatory components that are intrinsic to all time series. (Groth and Ghill,
2011). Figure 1. displays singular spectrum analysis of eigenspectrum decompositions of GDP
and Happiness index. We see that the trend component in all the series is significant, with two
SSA components explaining almost 48.9% to 61% of the variance in all the series. Trend
component is correctly identified by SSA 1-2 as it is visible from the graphical presentation.
Error bands (95% confidence level) are estimated from surrogate series against the null
hypothesis (red noise). Identified spectral components fall into the error band with the SSA 1-
2 at the 90% confidence level. Dots (representing evaluated eigenvalues) falling into 5™ and
95" red noise percentile are not statistically significant from the red noise. Oscillatory
components i.e. the signal SSA 11-12 is statistically significant for it explain 31% of the total
variance in the GDP series. In this particular case, the eigenvalues 11-12 indicate components
whose power is considerably different from the simulated red noise. Oscillatory signal SSA 3-
4 is statistically significant for it explains 31% of the total variance in the Happiness index
series.

Figure following on the next page
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Figure 1: Singular spectrum analysis of GDP and Happiness index
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Next, Figure 2. displays singular spectrum analysis of eigenspectrum decompositions of the
Green GDP and the Happiness index. We see that the trend component in all the series is
significant, with two SSA components explaining almost 58.9% to 71% of the variance in all
the series. Trend component is correctly identified by SSA 1-2 as it is visible from the graphical
presentation. Error bands (95% confidence level) are estimated from surrogate series against
the null hypothesis (red noise). Identified spectral components fall into the error band with the
SSA 1-2 at the 90% confidence level. Dots (representing evaluated eigenvalues) falling into 5%
and 95" red noise percentile are not statistically significant from the red noise. An oscillatory
component, i.e. the signal SSA 7-8 is statistically significant for it explains 43% of the total
variance in the Green GDP series. In this particular case, the eigenvalues 7-8 indicate
components whose power is considerably different from the simulated red noise. Oscillatory
signal SSA 5-6 is statistically significant for it explains 51% of the total variance in the
Happiness index series. From this, we can conclude that Green GDP is a better indicator than
the GDP itself, what is shown in spectral analysis results.

Figure 2: Singular spectrum analysis of Green GDP and Happiness index
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From Figure 3 we can notice that the trend component in the series is strong, with two SSA
components explaining almost 79,8% of the variance in the Green GDP series. Trend
component clearly identified by SSA 1-2 is visible from the figure (9). Error bands (95%
confidence level) are estimated from surrogate series against the null hypothesis (red noise).
Identified spectral components fall into the error band with the SSA 1-2 at the 90% confidence
level. Dots (representing evaluated eigenvalues) falling into 5th and 95th red noise percentile
are not statistically significant from the red noise. Figure 3 suggests that one signal (variable)
is a candidate for an explanation of the behaviour of the Green GDP. To check that identified
eigenvalue pairs are statistically significant, we check their phase dynamics (phase quadrature).
Since the identified eigenvalue pairs meet the phase quadrature test, there is indeed a
statistically significant relationship between Green GDP and the Happiness index. The relation
between Green GDP and identified MSSA components (time series oscillators) is not a
consequence of random shocks, but related co-movements in the phase space (phase
difference). Identified time series (statistically significant at 5% significance level) related to
the shocks in the Green GDP, i.e. oscillatory components related to changes in Green GDP
dynamics is observed Happiness index.

Figure 3: Multi-channel Singular Spectrum/Principal Component Analysis
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From the above results we can conclude that spectral analysis detects a much stronger
correlation between the GDP and Happiness index than the pairwise correlation. We can also
notice that the Green GDP, compared to standard output measure, provides better results when
confronting it with the Happiness index. Namely, we found greater correlation, i.e. the nexus
between the Green GDP and the Happiness index suggesting that the awareness about the
burning ecological problems in the world is becoming more and more important for the
economy, both on the national and personal level. What spectral analysis enables is also to
prove the existence of cyclical correlation between the observed variables, which in this case
does not exist.

4. CONCLUSION
Our study investigated the relationship between GDP as a universal measure of economic
progress and a nation's Happiness index. As an additional objective of the paper, we have shown
the relationship between the Green GDP and the Happiness index as an alternative form of
economic progress.
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Green GDP is a measure that contains additional variables that the standard GDP does not take
into account, such as various sociological costs and environmental costs. Given a substantial
number of papers dealing with the topic of correlation between the GDP and Happiness index,
our paper contributes to the research field with the introduction of a new alternative indicator
the Green GDP and a spectral analysis technique that was used to provide a better view of the
correlation between observed variables. Based on the results we can conclude that there is a
more significant link between the Green GDP and the Happiness index than between the
standard GDP indicator with that index. The result itself is confirmed through correlation
coefficients but also through single and multi-channel spectral analysis techniques. The results
implied that people are generally happier when they are aware that their prosperity and
wellbeing is assessed by standard economic indicators that are also augmented by the costs of
pollution, exploitation of natural resources, etc. Economic progress itself (as a statistical figure)
iIs not enough intrinsic to be acknowledged as the increase in satisfaction of a country's
population. When observing economic growth and development, it is necessary to take into
account the costs of this economic progress in the form of pollution, excessive destruction and
exploitation of natural resources, non-market economy, income inequality, loss of leisure and
etc. which leaves long-term consequences on economy as well as on society. With the
development of society, the financial aspect of growth is no longer so as important as it was in
the past, consequently it is not exclusively essential for general satisfaction or happiness of the
people or the nation as a whole.
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APPENDIX

Table 1: GDP (2008-2016)

GDP2008 GDP2009 GDP2010  GDP 2011 GDP 2012 GDP 2013 GDP 2014 GDP 2015 GDP 2016
Belgium 5,1B63E+11 4,8455E+11 4,8355E+11 5,27008E+11 4978B4E+11  520925E+11  5,31076E+11 4,552E+11 4,67956E411
Bulgaria 54409E+10 5,1B84E+10  5,061E+10 57418391042 53003028252 55758744571 56732006512 50199117547 53237882473
Czech Republic 2,3572E+11 2,061BE+11 2,074BE+11 2,2794BE+11 2,07376E+11  2,09402E+11  2,07B1BE+11 1,86B3E+11 1,95305E+11
3,5336E+11 3,2124F+11  3,22E+11 3,44003E+11 3,27149E+11  3,435B4E+11  3,52994E+11 3,01208E+11 3,069E+11
2,4194E+10 1,9652E+10 1,9491E+10 23170233901 23043864510 25137153149 26224622451 22566956982 23337907619
3,7524E+12  3,418F+12 3,4171E#12  3,7577E+12 3,54308E+12  3,75251E+12  3,B9061E+12 3,37561E+12 3,4778E+12
3,5446E+11 3,3E411 2,9936E+11 2,87798E+11 2,45671E411  2,39BG2E+11 2,3703E+11 1,95542E+11 1,92691E+11
2,7502E+11 2,3631E+11 2,2195E+11 2,39019E+11 2,255726+411  2,30389E+11  2,58090E+11 2,90617E+11 3,04819E+11
16356412 1,4991E+12 1,4316E+12 1,4BB07E+12 1,33602E+12  1,361B5E+412  1,37691E+12 1,19779E+12 1,23726E+12
2,9235E+12 2,693BE+12 2,6468E+12 2,BG2GRE+12 2,681426+12  2,80B51E+12  2,84931E+12 2,43356E412 2,46545E+12
7,0481E+10 6,2703E+10 5,9665E+10 62236751773 56485301967 57769872075 57080369368 48021877448 50714957391
2,3007E+12  2,1852E+12 2,1351E+12 2,27629E+12 2,072826+12  2,13049E+412  2,15173E+12 1,83235E+12 1,85801E+12
2,7839E+10 2,5943E+10 2,5562E+10 27427161523 25041372222 24084572491 23359294149 19676167240 20047013274
3,5506E+10  2,617E+10 2,3757E+10 28223552825 28119996053 30314363219 31419072948 27009231911 27572698482
Lithuania 4,7851E+10 3,7441E+10 3,7121E+10 43476878139 42847900766 46473646002  4B545251796 41402022148 42738B75963
Luxembourg 5,585E+10 5,1371F+10 5,3212F+10 60004630234 56677961787 61739352212 66327344189 57784495265 58631324559
Hungary 158E+11 1,3050E+11 1,3092E+11 1,40782E+11 1,27857E+11  1,35216E+11  1,4011BE+11 1,22879E+11 1,25817E+11
Malta 8977149553 B528202278 741059603 9504797627 9203729739 10145944324 11217780149 10285547954 10999047580
Netherlands 9,3623E+11 B8,5793E+11 B,3639E+11 8,93757E+11 82B947E+11  B8,6668E+11  8,79635E+11 7,57999E411 7,7722BE+11
43029E+11 4,0017E+11 3,91B9F+11  4,3112E+11 4,00425E+11  4,30D69E+11  4,41BBSE+11 3,82066E+11 3,90BE+11
5,33B2E+11 4,4035E+11 4,7926E+11 5,28725E+11 5,00284E+11  5,24201E+11  5,45076E+11 4,7728E+11 4,71364E+11
2,6201E+11 2,4375E+11  2,3B3E+11 2,44895E+11 2,16368E+11  2,26073E+11 2,2963E+11 1,9942F+11 2,04837E+11
2,0818E+11 1,6742E+11  1,68E+11 1,85363E+11 1,716656+11  1,91549E+11  1,99493E+11 1,77911E+11 1,87502E+11
5,550F+10 5,0245E+10 4,8014E+10 51290792018 46352802766 4B116256026 49904928335 43072415017 44708598649
1,0032E+11 8,8946E+10 B,9501E+10 98181259740 03413992956 98478340315  1,00048E+11 87501423882 BO768598023
2,8374E+11  2,515E+11  2,478E+11 2,73674E+11 2,56706E+11  2,6998E+11  2,72609F+11 2,32439E+11 2,38503E+11
5,1307E+11 4,2966E+11 4,BB3BE+11  5,6311E+11 5A43BB1E+11  5,78742E+11  5,73818E+11 4,97918E+11 5,1446E+11
United Kingdor 2,8006E+12 2,382BE+12 2,4412F+12 2,6197E+12 2,66200E+12  2,73982E+12  3,022B3F+12 2,8B557E+12 2,6479E+12
Iceland 1,764E+10 1,2887E+10 1,3255E+10 14674650435 14218575003 15479256845 17178962757 16783714958 20047413006
Norway 4,6255E+11 3,8662E+11 4,2913F+11 4,98832E+11 510229E+11  5,23502E+11  4,99339E+11 3,86663E+11 3,71076E+11
Montenegro 4545674528 4159330370 4139192053 4538198499 4087724518 4464260489 4587928884 4052913386 4374127212
Macedonia, FY 9909548411 9401731496 9407168702 10494632699 9745251126 10817712139 11362272838 10051659161 10899583155
1,28B1E+10 1,2044E+10 1,1927E+10 12890867539 12319784787 12776277515 13228344357 11335264967 11863865978
4,926E+10 4,2617E+10  3,946E+10 45466728667 40742313861 45519650911 44210806366 37160332465 38299854688
7,6434E+11 6,4464E+11 7,71BBE+11 8,32546E+11 8,73082E+11  0,50505E+11  9,3416BE+11 8,50794E+11 8,63712E+11
6054806101 5439422031 5811604052 7015206498 72B46B6576 7985349731 7983271111 6512899540 6749515655
1,4719E+13 1,4419F+13 1,4964E+13 1,55179E+13 1,61553E+13  1,66915E+13  1,73931E+13 1,81207E+13 1,86245E+13
1,0553E+12 9,2717E+11 1,1429E+12 1,39056E+12 1,53819E+12  1,56718E+12 1,4506E+12 1,34538E+12 1,20462E+12
50379E+12 5,2314F+12 5,7001E+#12 6,15746E+12 6203216412  5,15572E+12  4,B4B73E+12 4,38308E+12 4,94016E+12
45082E+12  5,11E+12 6,1006E+12 7,57255E412 8560556412  9,60722E+12  1,04824E+13 1,10647E+13 1,11991E+13
1,7964E+11 1,7230F+11 2,1854E+11 2,52252E+11 2,671226+411  2,7B3B4E+11 2,6099E+11 2,42518E+11 2,4702BE+11
2,1584E+11 2,0742E+11 2,3361E+11 2,61629E+11 2,57297E+11  2,92489E+11  3,08417E+11 2,99096E411 3,17745E+11
1,1013E+12 8,9495E+11 1,0511E#12 1,17119E+12 1,1866E+12  1,26198E+12  1,29846E+12 1,15226E+12 1,04602E+12
5,5436E+11 54151E+11 5,837BEsll  6,9958E+11 6,6B044E411  6,8B504E+11  7,09183E+11 6,79289E+11 6,68851E411

Source: IFS database
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Belgium BEL
Bulgaria BGR
Czech Repub CZE
Denmark  DNK
Estonia EST
Germany DEU
Greece GRC
Ireland IRL
Spain ESP
France FRA
Croatia HRV
Italy ITA
Cyprus CYP
Latvia LvA
Lithuania  LTU
Luxembourg LUX
Hungary HUN
Malta MLT
Netherlands NLD
Austria AUT
Poland POL
Portugal PRT
Romania ROU
Slovenia SVN
Slovak Reput SVK
Finland FIN
Sweden SWE
United Kingd GBR
lceland ISL
Norway NOR
Montenegre MME
Macedonia, | MKD
ALB
SRB
TUR
MDA
United State USA
Australia  AUS
Japan IPN
China CHN
Chile CHL
Israel ISR
Mexico MEX
Switzerland CHE

GREEN 2008
5,16331E+11
53141297703
2,3317BE+11
3,46303E+11
23840475261
3,73585E+12
3,52514E+11
2,74293E+11
1,62978E+12
2,91657E+12
69866188589
2,3804E+12
27722287397
35249221981
47548040728
55657153566
1,56686E+11
B874712736
9,27139E+11
4,27997E+11
5,27093E+11
2,60667E+11
2,04492E+11
55283823153
99746751787
2,81514E+11
5,10884E+11
2,85511F+12
17480360670
4,20521E+11
4488900579
9574232815
12757002869
48325901713
7,58967E+11
5991853370
1,44736E+13
1,00901E+12
5,020BE+12
4,02048E+12
1,63319E+11
2,1444F+11
1,03948E+12
5,53503E+11

Table 2: Green GDP (2008-2016

GREEN 2009
4,B173E+11
50953324168
2,04319E+11
3,16844E+11
19344394316
3,40396E+12
3,28489E+11
2,35669E+11
1,49432E+12
2,68717E+12
62022718281
2,17632E+12
25826956193
25785523007
37197306799
51207097829
1,29442E+11
B448210228
8,5005E+11
3,98155E+11
4,34563E+11
2,42487E+11
1,64924E+11
49975069552
BB430648222
2,49766E+11
4,27065E+11
2,35784E+12
12692680642
3,58099E+11
4125074983
9181642956
11939391126
41880692153
6,39821F+11
5379380740
1,42907E+13
B,9631E+11
5,21576E+12
4,80957E+12
1,57726E+11
2,06445E+11
8,59001E+11
5,40639E+11

GREEN 2010
4,80158E+11
49455945602
2,054E+11
3,16957E+11
19107201455
3,40254E+12
2,97726E+11
2,21165E+11
1,42691E+12
2,63994E+12
59142029676
2,11584F+12
25448548749
23398525697
36857874198
53042251242
1,2983E+11
B665552657
8,30409E+11
3,89682E+11
4,72754E+11
2,37075E+11
1,65367E+11
47728695778
BB921436487
2,45405E+11
4,8478BE+11
2,41464E+12
13103607658
4,01488E+11
4089437423
9065954778
11747350668
38617278016
7,66273E+11
5743682548
1,48302E+13
1,10239E+12
5,68250E+12
5,72873E+12
1,96465E+11
2,32606E+11
1,00561E+12
5,82929E+11

GREEN 2011
5,2514BE+11
56031495909
2,25802E+11
3,37943E+11
22765748214
3,74264E+12
2,86047E+11
2,38311F+11
1,4832E+12
2,85621E+12
61674712164
2,26658E+12
27312619356
27889340759
43203009666
50821105587
1,39575E+11
9413052545
8,8605E+11
4,28802E+11
5,21516E+11
2,4360BE+11
1,81756E+11
51004746172
97627785593
2,70965E+11
5,59415E+11
2,58993E+12
14519209385
4,64522E+11
4486507863
10098883879
12586417097
45475900659
8,25709E+11
6944643213
1,53729E+13
1,342BE+12
6,1396E+12
7,11113E+12
2,29212E+11
2,60461E+11
1,10562E+12
6,9876BE+11

GREEN 2012
4,96072E+11
52609050938
2,05571E+11
3,21264E+11
22647951720
3,52896E+12
2,44081E+11
2,24922E+11
1,33106E+12
2,674TTE+12
55758617435
2,06263E+12
24932777287
27798953891
42565947836
56503708701
1,26638E+11
9116978148
8,18108E+11
4,07046E+11
4,9351E+11
2,15189E+11
1,679E+11
46084109754
92882036042
2,5423E+11
5,40535E+11
2,63511F+12
14059002242
4,76068E+11
4042890493
9383104125
11988933997
39877661306
B,67033E+11
7213127548
1,60263E+13
1,4976E+12
6,18483F+12
8,20148E+12
2,44234F+11
2,55988E+11
1,12053E+12
6,6720BE+11

GREEN 2013
5,19083E+11
54659813795
2,0774BE+11
3,38753E+11
24707115338
3,73789E+12
2,38553E+11
2,38753E+11
1,35735E+12
2,80179E+12
57157614881
2,12074E+12
23991925247
29983611814
46207066715
61579222228
1,3414E+11
10062230350
B,56127E+11
4,2771BE+11
5,17835E+11
2,24913E+11
1,88379E+11
47856909950
97948315406
2,6767BE+11
5,75143E+11
2,71634E+12
15296776820
4,9382E+11
4422834313
10462000661
12403880595
44732877246
9,4385E+11
7900206809
1,65555E+13
1,52717E+12
5,13696E+12
9,27409E+12
2,56417E+11
2,91084E+11
1,20271E+12
6,8762BE+11

GREEN 2014
5,29326E+11
55640006020
2,06175E+11
3,48787E+11
25811087938
3,87656E+12
2,35724E+11
2,57417E+11
1,37252E+12
2,84319E+12
56523445680
2,14264E+12
23266350393
31074231891
48274616971
66170931643
1,39086E+11
11128537144
8,70656E+11
4,39679E+11
5,38935E+11
2,2B478E+11
1,96532E+11
49668269308
1,00443E+11
2,70342E+11
5,7055E+11
3,00224E+12
16992484793
4,69171E+11
4543986365
10993908646
12831112148
43545670310
9,27488E+11
7896371326
1,72512E+13
1,42107E+12
4,83041F+12
1,01991E+13
2,38731E+11
3,07088E+11
1,24698E+12
7,08373E+11

GREEN 2015
4,53458E+11
49106576700
1,85141F+11
2,98476E+11
22160617864
3,36204E+12
1,94343E+11
2,90028E+11
1,19321E+12
2,42738E+12
48434148037
1,824E+12
19582900913
26630497105
41134380748
57625318671
1,21986E+11
10188708229
7,51B76E+11
3,80017E+11
4,71285E+11
1,9832E+11
1,75601E+11
42822219903
86991085490
2,30267E+11
4,94384E+11
2,87056E+12
16571845699
3,6638E+11
4010236793
9656387398
11101238224
36483774393
B,52914E+11
6420996688
1,80273E+13
1,3196E+12
4,36437E+12
1,08421E+13
2,20915E+11
2,97B17E+11
1,12433E+12
6,78439E+11

Source: Authors’ calculation based on Stiepanovié, Tomié¢ and Skare (2017)
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GREEN 2016
4,66167E+11
52029017951
1,93544E+11
3,03918E+11
22935967138
3,46359E+12
1,91454E+11
3,04133E+11
1,23223E+12
2,45873E+12
50188143408
1,84987E+12
19947574577
27173530668
42452516841
58465774057
1,24863E+11
10894587264
7,70825E+11
3,88675E+11
4,64926E+11
2,03672E+11
1,85119E+11
44445098481
89234421270
2,36219E+11
5,10746E+11
2,63173E+12
19816679857
3,50384E+11
4325986712
10484023404
11610106456
37616081486
B,56492E+11
6656094265
1,85292E+13
1,17797E+12
4,91875E+12
1,09574E+13
2,24355E+11
3,164E+11
1,01782E+12
6,67961E+11
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Table 3: Happiness index (2008-2016)

HAPP 2008 HAPP 2009 HAPP 2010 HAPP 2011 HAPP 2012 HAPP 2013 HAPP 2014 HAPP 2015 HAPP 2016

7,116591 6958423 68535142 7,1113639 6935122 7,103661 6,855320 6£,9042192 6,9489365

3,8437979 3,794568 3,9122763 3,B753824 4,2272972 3993021 4,4384398 4,8654013 48375607

6,4392567 6,5001941 6,2496176 6,331491 6,3341494 6697656 6,4837298 6,6080174 6,7356272

7970892 7,6833587 7, 7705154 7,7705154 7,5199094 7588607 75075593 7,5144248 7,5577826

54519377 5,1377387 5,3710546 54868197 5,3630278 5363028 55559826 5,6289086 5,6496754

6,52179 6,6414933 6,7245312 6,6213121 6,7023621 6965125 6,9842143 7,0371375 68737631

6,6469612 6,038B5747 5,B395586 53720398  5,096354 4,720251 4,756237 5,622519 5,3026195

7,5680299 7,0459113 7,2573895 7,0069041 69646454 6,76008B5 7,0183792 68301253 7,0407314

7,2944727 6,1986012 6,1BB2625 6,518249 6,2906904 6,150027 6,4564776 6,3806634 6,31B6121

7,00B0647 6,2834983 6,7979012 6,9591851 6,6493654 6,667121 64668679 6,357625 6,4752088

58209076 54333196 5,5955753 5,3853726 6,0276346 5BB5463 5,3806925 5,2054381 5,296584

6,7797742 6,3338003 6354238 6,0570865 5839314 6009374 6,0265851 5,8476839 5954524
6,2379584 6,8334775 6,3B65461 6,6896086 6,1805072 5438952 5,6271238 5,4391613
5,1453753 4,6689105 4,B56498 4,966B117 5,1250253 5,06977 5,7291155 5,BBO0S976
5,553926 5,4669209 5,065825 5,4324374 5,7710371 5595689 6,1257238B 5,7113781
Luxem bou 6,7654248 6,9579201 7,0972519 7,1014004 6964097 7,130B09 6,8911271 6,7015715
Hungary 5,1939335 4,8945004 4,721325 49176025 4,6833582 4914467 5,1805634 5,3443832
Malta 6,112541 6£,3276396 5,7738748 6,1547184 5962871 6379925 6,4521179 6£,6133943
Netherlan 7,631012 7,4518795 75018759 7,563798 74707155 740655 7,32118B4 7,3244371
7,180954  7,122115 73026786 74705129 74006886 7.498BB03 69499998 7,076447

58861375 5,7720275 5,BB70296 56462049 58759317 5746132 5,7502823 6,0070219 6,1620765

57169666 5,4052463 5,0945258 5,2199979 4,9939623 5,157688 5,1269116 5,0B08663 54466372

5393724 5,3675652 49091659 5,0227575 5,1668B749 5,018585 5,7268934 5,7774911 5,96BB706

58112645 5,8301606 6,0825553 6,035964 6,062B91 5974BB9 5,6783953 5,7406421 5,9368215

52646766 5,3458548 6,0522232 59450483 59110594 5936527 6,1388731 6,1620045 5,9931631

76706266 7,6724491 7,3932643 73542252 74202004 7444636 7,3845711 74479256 7,6508434

7,5159974 7,2659774 74960189 7,38B22322 7,5601478 7,434011 7,2391477 7,2BB9223 7,36B7444

United Kin 6,9864635 6,9065471 7,0293641 68692489 6880784 691BO55 6,7581477 6,5154452 6,8242B36

Iceland 6,8882842 6,512457 6954812 6845785 7,5906601 7501354 74895845 74980707 7,5100346

74156823 7,6322875 7,574B547 7,4254854 7,678277 7548789 7,4444709 7,6034336 7,5963316

51963153 4,8010002 54550304 5,2231169 5,2187243 5,074342 52827206 5,1249213 5,3040662

4,49355985 44280219 4,180202 4,89818 4,6396475 5186191 5203826 4,9755898 5,345746

4,6342516 54854698 5,2689366 5,B674216 5,5101242 4550648 4,8137631 46066508 4,5111008

47503839 4,380312 44613042 48115187 5,1545219 5101841 5,1127286 5,3176851 5,7527547

51182318 5,212B415 5,4903474 5,271944 53090763 4,BBB177 5,5797944 5,5144653 5,3262219

55027561 5,5543742 55897365 5,7922626 59957128 5,756059 59170585 6,0174723 5,5777B41

7,280386 7,1580324 71636162 7,1151385 7,026227 7,2492B5 7,1511145 6,8639469 6,8035998

7,2853909 7,2537575 7,450047 7,4056163 7,1955857 7,364169 7,2885504 7,3090606 7,2500801

59106793 5,8449993 6,0567527 6,2627935 5,9682164 5959362 5,9226208 5,8795844 59546509

48462949  4,454361 46527367 5,0372076 5,0949173 524109 5,1956191 5,3038778 5,3249559

57894387 6,4936862 6,6356559 6,5263348 6,599128B7 6,740154 6,8442383 6,5327497 6,5790563

7,2612615 7,3529792 7,3589163 7,4331479 7,1108546 7,320563  7,400574 7,079411 7,1590109

6,8290362 6,9628191 68023887 6,9095154 7,3201852 7442546 6,679831 6£,2362871 6,824173

Switzerlar 74732546 7,5245209 75876256 7,6132556 7,776208B9 7.567B47 7,4928036 7,5721369 7,45B5199

Source: United Nations Sustainable Development Solutions Network

Chart following on the next page

77



41st International Scientific Conference on Economic and Social Development — Belgrade, 23-24 May 2019

Chart 1: Pairwise correlations

PAIRWISE CORRELATION between GDP and happiness
index and GREEN GDP and happiness index

0,25

GDP 2008 GDP 2009 GDP 2010 GDP 2011 GDP 2012 GDP 2013 GDP 2014 GDP 2015 GDP 2016

Source: Author calculation
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ABSTRACT

The main subject matter of the paper is counterfeiting and misuse of payment cards and its
adverse effect on business legal environment. The paper is focused on determining the concept
of payment cards, their types, origin, but also their misuses in everyday usage. Due to enormous
technical and technological development in the preceding years, non-cash payment has been
on the increase, which is, in addition to other manners, also realised by payment cards. A
detailed analysis of the legislation governing this area in the Republic of Serbia, but also in the
neighbouring countries, is also given in the paper. The last part of the paper comprises the
empirical analysis of the number of committed criminal offences with payment cards on the
territory of the Republic of Serbia in the previous five years. Therefore, the number of
registered, indicted and sentenced offenders for the offence of counterfeiting and misuse of
payment cards is analysed.

Keywords: business, payment cards, counterfeiting of payment cards

1. INTRODUCTION

Modern methods of payment, anywhere in the world, including the Republic of Serbia as well,
cannot be imagined without payment cards. More precisely, they are instruments of non-cash
payment that enable payment for goods and services anywhere and at any time, as well as
withdrawal of cash. The advantages of using payment cards are in saving time both for
cardholders and merchants, provide certain convenience and they are simple to use, offer high
level of security in the event of losing a card and ability to dispose of money 24/7, and a
possibility of making payments even though a cardholder may not have enough money at the
moment as in the case of credit cards. However, because of their frequent usage, payment cards
are the target of various misuses, which represent disadvantages of this method of payment.
Namely, not a small number of people, which will be shown in the empirical part of the paper,
do misuse and counterfeit payments cards. It is this segment that makes payment cards not so
perfect method of payment. In the same way as it is possible for someone to purloin the cash
you own by stealing your wallet for example, thus card usage may be a subject of card frauds
and misuse of card information. Safety usage of payment cards is generally the greatest
disadvantage of this method of non-cash payment.

2. CONCEPT, ORIGIN, TYPES AND DEVELOPMENT OF PAYMENT CARDS
According to Encyclopaedia Britannica the use of credit cards originated in the United States
during the 1920s, when oil companies and hotel chains began issuing them to customers for
purchases made for goods or services similar to a pro-forma invoice today. The first bank that
issued credit cards was New York Flatbush National Bank from Brooklyn in 1946. As it is
believed shortly after that, in 1950, Diners Club started issuing its own credit card, which was
originally used for payments made in restaurants.
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The idea was conceived when the founder of Diners Club Frank McNamara once dining in a
restaurant did not have paper money to pay a bill. Thus Diners Club cards enabled the
cardholders to dine in any restaurant that accepted the cards, while Diners would then settle
their bills, which would come to maturity afterwards. A year after, i.e. in 1951, Franklin
National Bank issued its first revolving credit card, which allowed cardholders to borrow money
from the bank without former approval as long as they stayed within their credit limits. VISA
card which exits today originated in 1958 when Bank of America issued its card
BankAmericard — a precursor of VISA card. In 1966 Master card appeared as a competitor to
VISA card. The credit cards that we have today have not always been like that. In the beginning
they were in the form of tokens that is plastic and metal coins, pieces of cloth or paper. They
obtained their modern-day look in the mid 1960’s. First payments cards or so-called “plastic
money” appeared in the mid twentieth century. In 1949 Frank McNamara invented a new
method of payment in the form of a cardboard identification card. In fact, the card was a
warranty of a cardholder’s financial reliability to a certain amount, while payment at a point of
sale where a purchase was made was guaranteed by a company that granted a spending limit on
the basis of the assessment of the cardholder’s solvency. The cardholder would either deposit
money into a company that had issued the card or receive a certain credit line, and would pay
for the expenditures incurred by using the card upon receiving a bill (Sikimic, 2007, pg. 7).
Since then, we can see continuous development of non-cash payment which is increasingly
used by participants of payment operations (Kovacevic, Djurovic, 2014, pg. 30). According to
application, i.e. due date for a transaction, payment cards are divided into credit, debit, stored-
value and electronic stored-value cards. Credit and debit cards are used for non-cash payments,
and differ according to the time and manner a cardholder provides cover payment to a bank for
a delivered service (Markovic, 2007, pg. 218). A debit card debits an account immediately after
the usage of the card, while a credit card offers deferred payment to a bank, i.e. the bank in a
certain way credits a client, that is the client borrows form the bank on monthly basis and pays
off the outstanding balance in instalments. Therefore, debit cards are only issued by banks and
they require coverage of the entire amount of expenditures at the moment of their usage. Credit
cards can be issued not only by banks, but also by other financial organizations, and the payment
is made on due date, with no interest charged or according to an agreed rate of payment with
an interest charged (Stojanovic, 2012, pg. 669). Contrary to credit and debit cards, stored-value
cards enable a cardholder to make cash payments to a certain amount out of his deposits on the
bank account or granted loan. In this regard we may point to the following types of payment
cards according to different criteria: (1) according to their look payment cards can be smooth
and embossed; (2) according to the way data are stored on payment cards there are payment
cards with magnetic stripe or payment cards with chip; (3) according to their application
payment cards can be: international, national and corporate (Kresoja, 2010, pg. 44).

3. PAYMENT CARDS AND LEGISLATION

Counterfeiting and misuse of payment cards is stipulated a criminal offence by Article 243 of
the Criminal Code of the Republic of Serbia. Whoever fabricates a forged payment card or who
alters a real payment card with intent to use it as genuine or who uses such payment card as
genuine, shall be punished. If an offender is found guilty for committing such an offence, the
offender may be punished by imprisonment from six months to five years and a fine. Pursuant
to paragraph 2. of the same Article if the offender has acquired unlawful material gain through
the use of altered payment cards or counterfeited cards, he shall be punished by imprisonment
of one to eight years and a fine. If the unlawful material gain exceeds one million five hundred
thousand dinars, the offender shall be punished by imprisonment of two to twelve years and a
fine according to paragraph 3. of this Article. Under paragraph 4. the penalty shall be imposed
also to whoever commits the offence through unauthorised use of another’s card or confidential
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information used for the execution of payment transactions. As for the penalty in this case, it
may be the same as the one stipulated by paragraph 2., or paragraph 3. In addition, the RS
Criminal Code provides for punishing whoever obtains a counterfeited payment card with intent
to use it as genuine or whoever obtains information with intent to use it for fabrication of a
forged payment card. The punishment for commission of such offence is fine or imprisonment
up to three years. If such criminal activities occur, counterfeited credit cards shall be
impounded (Criminal Code of the Republic of Serbia). It is significant to emphasize the fact
that this offence has five forms. The basic form of this offence is committed if somebody
obtains a counterfeited payment card, alters a genuine payment card or uses a counterfeited
payment card. In this case on the subjective side of the offence there must be premeditation and
intent to use a counterfeited card as a genuine. Undoubtedly the object of the offence is a
payment card. Apart from the basic form, this offence has also two aggravated forms. The
aggravated forms entail acquiring unlawful material gain through the use of a card (one
stipulates that the amount of unlawfully acquired gain is insignificant and another stipulates
that the gain has to be more than one million five hundred thousand dinars). In addition, the
legislator has provided for minor forms of this offence in two events. In one event it is
committed if a counterfeited payment card is obtained with intent to use it as a genuine, and in
another event preparation to commit this offence is deemed a minor form of the offence. In
addition to all the criminal sanctions that may be imposed for the commission of this offence
impounding the object, i.e. a counterfeited payment card and all the objects ensuing from the
commission of the offence, is always pronounced as well. Also, in order to understand these
actions it is necessary to define the terms “fabricating”, “altering” and “using” of payment
cards. Fabricating denotes making a counterfeited payment card out of the object that was not
previously a genuine payment card (Matijasevic, 2013, pg. 120-121). Altering refers to the
change of nature, look and content of a payment card, i.e. changing a genuine payment card so
that it gains different look, and all with intent to use it as unaltered genuine payment card. The
act of altering is usually carried out by erasing the slip with cardholder’s signature and replacing
it by another signature. Any alteration of a payment card which has been expired or invalidated
in order to make it look like a genuine, does not represent the altering of a genuine payment
card, but fabricating a counterfeited payment card. Using refers to putting counterfeited or
altered payment cards into circulation, i.e. their usage. Therefore, the act of this criminal offence
is any usage of counterfeited or altered payment card as genuine. The offence is committed by
mere usage of a payment card, i.e. it is not interpreted as an attempted offence, but as a
committed offence if a perpetrator, when making a purchase, gives a payment card and it is
uncovered to be counterfeited before goods are handed, or when withdrawing money from an
ATM machine a false payment card is uncovered before money withdrawal (lvanovic, 2011,
pg. 7 &8). In the Criminal Code of the Republic of Montenegro the criminal offence of
counterfeiting and misuse of payment cards is classified among the criminal acts against
payment operations and economic transactions. Article 260 of this Law stipulates that anyone
who makes a false credit card or a card for non-cash payment or who alters a genuine credit or
a card for non-cash payment with the intention of using it as a genuine one or who such a false
card, or somebody else’s genuine card that is unlawfully obtained, acquires, holds, presents in
order to use it shall be punished by imprisonment for a maximum term not exceeding three
years. Therefore, it can be concluded that paragraph 1 comprises both the offence of
counterfeiting payment cards and the offence of misuse of payment cards, which is different
from the RS Criminal Code where a separate paragraph provides for misuse of payment cards.
Under paragraph 2 of the Criminal Code of Montenegro anyone who obtains unlawful material
gain by using a counterfeited card, shall be punished by an imprisonment sentence of six months
to five years. If the obtained unlawful material gain is in the amount exceeding € 3000, the
perpetrator shall be punished by an imprisonment sentence of one to eight years.
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If the obtained unlawful material gain is in the amount exceeding € 30000, the perpetrator shall
be punished by an imprisonment sentence of two to ten years (Criminal Code of Montenegro).
Counterfeiting of payment cards is stipulated by the Criminal Code of the Republic of Croatia
through the offence of counterfeiting documents under Article 278 paragraph 1, which provides
for whoever forges a document or alters a genuine document with the aim that such document
be used as genuine, or whoever procures such a document for use or uses it as genuine, shall be
punished by imprisonment not exceeding three years. Pursuant to paragraph 2 whoever
misleads another as to the contents of a document and the latter signs this document believing
that he or she is putting his or her signature to some other document or other contents shall be
punished by imprisonment not exceeding three years. Paragraph 3 provides for special
protection of public document, bill of exchange, cheque, payment card or public or official
records and whoever commits the criminal offence referred to in paragraph 1 or 2 with respect
to the aforementioned documents shall be punished by imprisonment from six months to five
years (Criminal Code of the Republic of Croatia). The Criminal Code of Bosnia and
Herzegovina in Article 257 provides for the incrimination of the offence of counterfeiting of
credit and other non-cash payment cards. The offence is classified in the group of the offences
against economy, trade and security of payment systems. Paragraph 1 provides for the basic
form, thus whoever, with an aim of using it as genuine, makes a false credit card or some other
card for non-cash payment, or whoever alters such genuine card, or whoever uses such false
card as a genuine one shall be punished by imprisonment not exceeding three years. Paragraph
2 provides for an aggravated form of the offence when material gain is acquired by committing
the offence referred to in paragraph 1 and the perpetrator shall be punished by imprisonment
not exceeding five years. Paragraph 3 provides for an aggravated form of the offence when a
material gain exceeding 10,000.00 KM is acquired. In this case the perpetrator shall be punished
by imprisonment for a term between one and eight years. Paragraph 4 provides for the most
aggravated form of the offence of counterfeiting of credit and other non-cash payment cards
when a material gain exceeding 50,000.00 KM is acquired. Punishment for this form of the
offence is imprisonment for a term between two and ten years. Paragraph 5 provides for false
credit cards and other cards for non-cash payment to be forfeited (Criminal Code of the
Federation of Boshia and Herzegovina).

4. RESULTS OF THE EMPIRICAL RESEARCH ON THE OFFENCE OF
COUNTERFEITING AND MISUSE OF PAYMENT CARDS

The empirical section of the paper analyses the criminal offence of counterfeiting and misuse
of payment cards from the aspect of their frequency on the territory of the Republic of Serbia
in a five-year period (2013-2017). The analysis in the observed period encompasses the number
of registered, indicted and sentenced persons for this criminal offence, as well as the value and
structure of crime loss®. As required by criminal proceedings, the starting point should be the
number of registered, adult offenders.

Figure following on the next page

! Difference between the number of registered, indicted and sentenced offenders, TN
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Figure 1: The number of offenders registered for counterfeiting and misuse of payment cards
on the territory of the Republic of Serbia by years

The biggest number of persons suspected for having committed the offence of counterfeiting
and misuse of payment cards was registered in 2014, i.e. 503 persons. Approximately the same
number of persons was registered for having committed this criminal offence in 2015 and 2016
(about 350), while in 2017 and 2013 around 250 perpetrators of this offence were registered.
Given the observed period and stated data it can be concluded that, on average, annually, 340
adult persons are charged with this offence. The share of the criminal offence set forth in Article
234 of the Criminal Code of the Republic of Serbia in the overall number of registered criminal
offences against economy (to which it belongs according to systematization and the object of
protection) in 2013 was 12%, in 2014 was 15%, 12% in 2015, 19% in the year after, and 8% in
the last observed year, 2017. Figure 2 shows the number of persons indicted for the criminal
offence of counterfeiting and misuse of payment cards.
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Figure 2: The number of offenders indicted for counterfeiting and misuse of payment cards on
the territory of the Republic of Serbia by years

After registration, the next stage in criminal proceedings is the stage of filing indictment
provided that all formal i.e. procedural requirements have been met. On average, indictments
for the criminal offence of counterfeiting and misuse of payment cards are filed against110
adults per year, and the biggest number of indicted offenders in the observed five-year period
was in 2016. There were slightly less indicted in 2013, while indictments were filed against
almost the same number of offenders in 2015 and 2017. A fall in the number of indicted
offenders is noticeable in 2014. It is the only year in the analysed period with less than 100
indictments filed.
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If this criminal offence is analysed within the group of criminal offences to which it belongs
according to the object of protection in the overall criminal law system, it can be concluded that
the share of these offences in the total number of indicted persons in 2013 was 5%, in 2014 it
was 4%, in 2015 it was 4%, in the following year 5%, and in 2017 it was 5%. In order to have
a full picture on the state of this criminal offence against economy in the Republic of Serbia,
this occurrence, detrimental to every society, was analysed until the end. Figure 3 provides the
facts on the number of persons sentenced for this offence in the observed five-year period.
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Figure 3: The number of offenders sentenced for counterfeiting and misuse of payment cards
on the territory of the Republic of Serbia by years

The research has shown a disproportion between the numbers of registered, indicted and
sentenced offenders for the offence of counterfeiting and misuse of payment cards in the former
five years, which indicates to a rather mild penal policy for these offences, and badly conducted
investigation and badly formulated indictments. The smallest number of sentenced offenders
for the analysed offence was in 2014, than in 2017, while the biggest number of sentenced
offenders for this offence was achieved in 2016. We can notice almost the same number of
sentenced offenders in 2013, in the first year of the observed period, and in 2015. It can be
concluded than on average, every year, 102 offenders are sentenced for the criminal offence set
forth in Article 243. The share of this offence of counterfeiting and misuse of payment cards in
the overall number of sentenced offences against economy, to which this offence belongs, was
10% in 2013, 6% in 2014 and 2015, 7% in 2016 and 2017. In order to gain a full insight into
the criminal offence of counterfeiting and misuse of payment cards it is necessary to view its
penal policy. Namely, types of the offence and how criminal sanctions can be imposed for this
offence have already been explained in the paper, but in the following part of the text the
imposed criminal sanctions are analysed in the observed five-year period. Figure 4 shows how
frequently the analysed offence is sentenced by imprisonment in the observed five-year period,
Figure 5 presents pronounced fines, while Figure 6 shows the frequency of suspended
sentence.

Figure following on the next page
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Figure 4: The number of pronounced imprisonment sentences for counterfeiting and misuse of
payment cards on the territory of the Republic of Serbia by years

On average, annually, the criminal offence of counterfeiting and misuse of payment cards is
sentenced by 33 imprisonments. The biggest number of imprisonment sentences was
pronounced in the first analysed year, while the smallest number was pronounced in the last
analysed year. However, it should be noticed that this average was not exceeded only in 2013,
but this also happened in the year after, i.e. in 2014. It should be also pointed out that all the
imposed imprisonment sentences were short-term detentions, and every year most pronounced
imprisonment sentences were for the term from 6 to 12 month. The only exception was 2017
when most pronounced imprisonment sentences were for the term from 1 to 2 years.
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Figure 5: The number of pronounced fine sentences for counterfeiting and misuse of payment
cards on the territory of the Republic of Serbia by years

When analysing fines it can be noticed that rather small number of fines is passed against this
criminal offence. Annual average of the observed period is about 3 fines. It should be stressed

that almost all or 95% of fines pronounced for this offence ranged from RSD 10000 to RSD
100000.

Figure following on the next page
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Figure 6: The number of pronounced suspended sentences for counterfeiting and misuse of
payment cards on the territory of the Republic of Serbia by years

This criminal offence follows suit with suspended sentence as the sanction most often
pronounced. Annually, judges in the Republic of Serbia pass about 62 suspended sentences for
the criminal offence of counterfeiting and misuse of payment cards. This is the best evidence
of mild penal policy, but also of indecisiveness and insecurity of or judges.

5. CONCLUSIONS

Payment cards and their advantages are easily noticed in everyday life for more than 70 years.
Modern way of living and payment transfers in contemporary society cannot be imagined
without usage of these tiny plastic “wonder-workers”. Due to increased amount of obligations
people cannot go from one bank counter to another, from one shop to another, but they are
forced to use payment cards when making purchase and payments. Payment cards for online
payment have been increasingly used, since purchases are not made only within boundaries of
one state, but between several states, and not only states but also between continents. This
payment instrument also has adopted the role of a credit instrument enabling people to buy
certain products and pay in the forthcoming period, with or with no interest charged. This
feature of payment cards means a lot to people who live in countries whose economy and
finances are not really thriving such as ours. On the basis of the analysis of the criminal law
framework for counterfeiting and misuse of payment cards both in the Republic of Serbia and
neighbouring countries (Croatia, Macedonia, Bosnia and Herzegovina, Montenegro), it can be
concluded there is an adequate legal framework. However, effective protection and suppression
of this kind of criminal activity requires not only a well-regulated criminal law framework, but
primarily raising cardholders’ awareness about certain ways of protection, and on the other
hand working on education of law enforcement and legislative bodies, since it is a specific kind
of crime which requires different technical and technological knowledge. In addition, it is
necessary to raise public awareness about not only advantages but also threats of payment cards.
Keeping information about payment cards secret is very important. For example, more often
than not people carry security codes of payment cards together with the payment cards, thus
those who come into possession of those cards may misuse them quite easily. Another issue
that emerges is how banks indemnify their customers in case of misuse of cards. This issue has
not been resolved in the best way, i.e. it is not resolved completely in accordance with positive
legal legislation of the Republic of Serbia, i.e. Law on Contracts and Torts. Cardholders in this
relation are usually in a subordinate position and are not able to settle their claims. This issue
requires deeper analysis which has not been provided by this paper because it is more a subject
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matter of civil law than criminal law. There is an inconsistency in the Criminal Code of the
Republic of Serbia with regard to this offence and the offence of forging money. As a matter of
fact the difference is in the prescribed punishment. In a situation when a perpetrator has
acquired unlawful material gain exceeding a million and five hundred dinars by use of a
payment card he will be punished by imprisonment for the term from two to twelve years, while
a person who has acquired the same gain exceeding a million and five hundred dinars by forging
money will be punished by imprisonment for the term from five to fifteen years. The same
situation is found with procuring, acquiring and giving to another to use means for
counterfeiting, wherein higher punishment is prescribed for procuring, acquiring and giving to
another to use means for counterfeiting money than for procuring, acquiring and giving to
another to use means for counterfeiting payment cards. The intention of the legislator remains
unclear when it comes to the way of sanctioning these two criminal offences, since today the
use of ready cash is almost the same, if not less, as the use of payment cards. Finally, let us
glance back at the empirical part of the paper. In the observed five-year period on annual
average 340 offenders are registered for this offence. Thus, almost every day one person gets
registered for commission of this criminal offence. On annual average 110 adults are indicted
for the offence of counterfeiting and misuse of payment cards, while the number of sentenced
offenders on annual average is 102, which is less than a third of registered offenders. By simple
observation of the given data it can be concluded that in case of the criminal offence of
counterfeiting and misuse of payment cards there is a huge crime loss on the territory of the
Republic of Serbia.
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ABSTRACT

The presented study deals with the analysis of media discourse on the topic of migration in the
posts and article headlines published on the official Facebook profiles of selected Slovak
periodicals. The dominant media discourse we identified in the most read mainstream and
tabloid periodicals in 2018 is a »migration management« associated with the qualitative
analysis of the concrete problem and solution attributes. The alternative discourses identified
in study are national issues, security risk and humanitarian issues. The humanitarian issues
were mostly present in tabloid media. The shift to negative discourse is more pronounced in
both media types.

Keywords: discourse analysis, Facebook posts and article headlines, migration, Slovak
periodicals

1. INTRODUCTION

International migration has long been an important social phenomenon, and it is an integral part
of the globalization processes. Lid’dk associates these with the social, technological,
information and communication development (Lid’ak, 2008), acting as a stimulating factor. At
the same time, it is necessary to point out the persistent or growing differences between the
cultures, particularly in the case of western and eastern world. As a result of the increasing
international migration, Europe has become a mosaic of diverse cultures, however, with an
impact on the economic, social, population, cultural, political, safety and environmental
environment (Bargerova, 2016). IOM defines this fundamental problem of the 21st century as
the movement of person or group of persons from one geographical unit to another by crossing
the administrative or political borders in order to permanently or temporarily settle at a place
other than the country of origin of these persons (I0M, 2003). The years 2015 and 2016 were
the key years in the European migration crisis, with an unprecedented influx of refugees and
migrants across the European borders. According to the European Commission data, a
significant portion of migrants are fleeing the war and terror in Syria and the neighboring
countries. This issue was addressed primarily at the level of the European Union, which has
adopted several measures, ranging from the conflict resolution in the countries of origin, to
addressing the root causes of migration and migration crises, increasing humanitarian aid,
relocating the asylum seekers, resettling the people in need from the neighboring countries and
ensuring a safe return of the persons who did not meet the asylum conditions, to actively
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protecting the EU border, combating smuggling or forming new and safer routes for legal entry
into the EU (Directorate-General for Communication (European Commission, 2017). The
media system and/or the individual media, acting both at the EU and national level, play an
important role in the individual solutions but also in the integration of the people into the
European culture and society. Based on the current focus in the research project VEGA
1/0192/18 titled "Shaping the attitudes of Generation Y in the V4 geographical area to the issue
of migrants through digital communication on social networks", we focus primarily on the
identification of discourse connected to this issue in the context of Slovak media, namely their
official profiles on Facebook. We chose six representatives of tabloid and mainstream
platforms, which are further described in the Methodology section. As mentioned by Spalova
and Szabo (2018), "...we can consider the discourse on the migrants disseminated by the media
to be essential for the creation of implicit attitudes towards them in the general public, with
particular regard to the social groups subject to increasing manipulation (adolescents, seniors,
groups with lower education, etc.). ™ Thus, the media are involved in the design and
dissemination of discourse and shaping of social reality. The media in fact only represent the
reality, but they also co-create it (Jirdk and Kopplova, 2009). The formation of attitudes and
public opinion on the issue of integration of migrants and refugees into the society can be
affected by a variety of media resources. This process is associated with the so-called framing,
which became the basis of several academic reflections on the European migration crisis
(Cacciatore, M.A.; Scheufele, D.A.; Lyengar, S) (Greussing, 2017), (Krotofil, and others, 2018)
(Sajir, a ini, 2019), (Spalova, Szabo, 2018), (Spalova Szabo, 2017), (Strbové, Pachovska,
2018), (Spalova, Scianska, Szabdova, 2018) and others). Cacciatore, Scheufele a Lyengar
(2016) stress that media framing is linked with a number of other conceptual models such as
priming, agenda setting, persuasion, schematic interpretations and scripts. Kahneman and
Tversky specify the psychologically supported framing focused on the variation of HOW the
given information is presented to the audience, and they background the content itself, i.e.
WHAT is being communicated (Kahneman and others, 1979). In the case of social perspective,
Cacciatore, Scheufele and Lyengar emphasize Goffman's (Goffman, 1974) approach, who
understands framing as a method to use the interpretative schemata for the classification and
interpretation of the information the people encounter in their daily lives. The frameworks
presented by the media, according to Gamson and Modigliani (Gamson et al., 1989), are the
central organizational ideas providing the meaning to the events and situations, while at the
same time they present controversy, and thus the essence of the given problem. In matters of
the refugee/migration crisis, Greussing and Boomgarden connect the theory of framing with the
narrative of the crisis, the impact of the media and support for specific interpretative
perspectives. Often, certain selected aspects of the given area can be highlighted, while other
facts may be subsequently overlooked. At the same time, it is necessary to consider the format,
nature and the entire positioning of the medium, which are connected with the so-called internal
logic, leading to the differences in the tone and content presented (Brliggemann, 2014). This
fact is also confirmed in earlier research by Gabrielatos and Baker, who verified the tendency
of tabloids (in opposition to serious press) to provide a one-sided negative framing of the
migration issue in the UK (Gabrielatos et al., 2008). Undoubtedly, the media-driven discourse
has a significant impact on the problems of migrants, their perception and evaluation by the
receiving end of the media content. Goodman et. al (Goodman, Simon; Sirriyeh, Ala;
McMahon, Simon, 2017) emphasize the role of the media in creating the social structures,
categorization associated with the so-called labeling, and ultimately in the formation of
discourse defined by the attributed qualitative specifics and contextual characteristics
(McMahon, 2015). Media discourse is shaping the public opinion, it activates and positions
political mobilization and legal aid by providing specific interpretive perspectives, in which
offers a cognitive shortcut for the recipients of media content (Greussing and H.G.
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Boomgaarden). The basic publicly available perspective is shaped on the backdrop of the media
coverage of the refugee crisis. In 2015, i.e. at the time of the strongest migration waves and
refugee flows into the EU, Greussing and Boomgarden made a summary of the current
frameworks connected with this issue in the context of mainstream and tabloid press in Austria.
Two framework formulas prevailed:

1. humanitarian issues (assistance to people, welcoming of the refugees, hard journey of the
refugees/migrants, desperation, need for shelter, aid, refugees as a productive element in
society)

2. security issues (refugees as a threat, ISIS, Muslim invasion, threat to national identity,
economic threats, criminals, terrorists, refugees should remain in their own country,
hostility of Islam, support for Trump's attitude).

In view of the dominance of discourse and/or the identified themes and their labeling,
significant differences were associated mainly with the framework of crime, which was
prominently displayed especially in the tabloids. It should be noted that the authors identified a
number of framework formulas, but these were distilled into border control and financial
management of the situation and the related costs (Greussing, 2017). The presence of these
frameworks is also reflected in the subsequent analysis by Lee and Nerghes (2018) and Vlaicu
and Balauta (2017). Similar results were also presented in the study by Vlaicu and Balauta
(Luiza VLAICU, 2017), which highlighted the important position of categorization in the
context of terrorism, crime, sexual violence, disease, intention to endanger national/European
security, prosperity of civilization, and many other topics of a significantly negative nature. The
above humanitarian and security framework was also confirmed in the study by Tkaczyk
(Tkaczyk, 2017), analyzing the Czech media environment, which also highlights the presence
of a political framework. The author provides 3 categories of discourse, which are divided into
problems or solutions:
e Humanitarian framework

o Problem definition = tragedy, humanitarian issues or crisis, individual disaster

o Recommended solutions = immediate assistance, support for the Middle East
e Political framework

o Problem definition = administrative issues, protests and demonstrations

o Recommended solutions = redistribution quotas, political changes, integration programs
e Security framework

o Problem definition = security threat and risk, crime and lawlessness, "unrest"

o Recommended solutions = border control, construction of protective walls, migrant

detention, involvement of military forces, fighting against migrant 'smugglers'

Spéalova and Szabo (2018) analyzed the discourse in the Slovak and Czech periodicals, and
stressed that the issue of “securitization of migrants” was voiced by the government in the years
2015-2016. The image of the refugees and migrants presented by the politicians and media may
have a significant impact on their perception by the general public and the attitudes to this issue.
Asearly asin 2017, L. Spalova and P. Szabo revealed the shift in the Slovak political and media
discourse from addressing the issue of the so-called “cultural threats” and “security risks”
towards the so-called “management of migration” (Spalova, Szabo, 2017 in Spalova, Szabo,
2018).

2. METHODOLOGY

Following the conclusions of the aforementioned research studies, which deal with the issues
of social and political impacts of migration and refugees in the local and international context,
we formulated our own research problem: an analysis of the media discourse disseminated
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through selected Slovak tabloid and mainstream media in their official profiles on Facebook in

2018. To solve this problem, it is necessary to answer the following research questions:

e RQ1: What dominant media discourse (and its alternatives) was used in 2018 in connection
with migration and refugees on Facebook in the selected Slovak tabloid and mainstream
media?

e RQ2: What attributes does the media discourse have in terms of defining the problem and
providing the solutions?

e RQ3: Is there a shift in the media discourse compared to the previous periods, namely the
years 2015 to 2017?

2.1. Research method and research plan

In order to resolve the research problems and find the answers to the research questions, we

chose a qualitative-quantitative, i.e. mixed, methodological approach. We used the content

analysis and discourse analysis method. Content analysis is a special research method designed

to analyze text documents (in our case, the posts and headlines published by selected online

information platforms on Facebook in 2018), which we used to further analyze the content

through quantitative expression of frequencies and count (posts and article headlines in the

internal editorial text of the dailies, or journalistic interpretations in the comments), as well as

the qualitative analysis and interpretation of the selected research material. The presence and

incidence of the keywords "migration”, "migrants", "migration”, "refugees”, "refugee" and their

derived (inflected) forms was used as a selection criterion for the monitored units. In the search

for answers to the formulated research questions, we followed the following analytical

categories and subcategories:

e Type of prevailing discourse (management of migration, national issues, security risks,
humanitarian issues),

e Aittribute of the prevailing discourse (problem definition and recommended solutions),

e Article/post source (internal and external),

e Dominant media discourses from 2015 to 2018.

The research material consisted of the media texts published in the period from 1.1. 2018 to
31.12. 2018 on Facebook on the official profiles of the most popular Slovak online news
platforms. We divided them into two subtypes, mainstream (Sme, Dennik N, Aktuality) and
tabloid (Novy ¢as, Plus JEDEN DEN, Topky). The extent of readership and/or audience on
Facebook was used as the media selection criterion, and we focused on the ones with the highest
readership.

Table 1: Overview of the most read periodicals by the number of followers on Facebook as at
08.03.2019 (custom processing)

Mainstream media Tabloid media
Name of Number of followers Name of Number of followers
periodical periodical
SME 135,458 Novy Cas 451,750
Dennik N 134,065 Plus JEDEN DEN 127,981
Aktuality 240,668 Topky 364,728
Average 170,064 Average 314,819
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The quantification procedures implemented in the content analysis of text were the following:

1. Frequency of occurrence of the analyzed category (relative count) - discourse, posts per
month

2. Dichotomy - presence and/or absence of indicator - type of discourse (Svec, 1998).

We analyzed the media texts on migration and refugees with the help of discourse analysis, a
theoretical and methodological concept introduced by N. Fairclough (Fairclough 2003) who
describes the so-called three dimensional approach. In his view, discourse forms the statements,
establishes the relationship between the speakers and affects the formation of life in the society.
In the analysis, we applied the qualitative research strategy, which we used to identify the
discursive strategies linked to the topic of migration and refugees. The discourse categories
were taken from previous research studies (See Introduction).

3. ANALYSIS

3.1. Quantitative analysis

In 2018, we identified 190 posts focusing on migration and refugees on the Facebook profiles
of selected Slovak online information platforms in the context of European migration crisis.
Altogether 106 (55.8%) came from the tabloids and the remaining 84 were published by
mainstream media (Chart 1; Table 2).

Chart 1: Ratio of Facebook posts by mainstream and tabloid media in 2018 (custom
processing)

mainstream media

tabloid media

The mainstream media publish their posts with an average frequency of 2 posts per month,
while the tabloid media published their Facebook profile posts on this subject a little more often
with an average monthly frequency of 3 posts per month (Table 2).

Table 2: Total number of posts published in 2018 and their average monthly rate on
Facebook (custom processing)
Media type | Number of posts in 2018 | Average number of posts per month
Mainstream 84 2
Tabloid 106 3

All published posts contained links to authorial articles, which were of an internal nature in
99% of the cases in both media types. After analyzing the frequency of posts, we further
investigated the predominant media discourse in the analyzed units and its alternatives.

Chart following on the next page
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Chart 2: Analysis of media discourses presented by the tabloid and mainstream media on
Facebook (custom processing)

We found that “management of migration” (Chart 2) is the dominant discourse on Facebook in
the Slovak media space. It comprises more than a half (50.4%) of all the analyzed mainstream
media news and almost half (49.1%) of the discourse in the tabloid media news. In both types
of dailies, the migration issues are largely framed as a security risk (20.5% in the mainstream
media, 12.3% in the tabloid media) and national issues (24.3% in the mainstream media; 21.7%
in the tabloid media). However, a difference in the represented discourses could be noted in the
case of humanitarian issues. While in the mainstream media this discourse was represented only
by 5%, humanitarian issues represented 17% of the discourse in the tabloid dailies.

3.2. Qualitative analysis

While it may seem that the issue of migration and refugee crisis in Europe is on a decline, it is
not quite the case. Three years have passed since the most significant migration wave, which
caused a broad political and media dialog, with a number of possible solutions and approaches
to the issue introduced with a political, economic, humanitarian or legislative undertone
(Strbové, Puchovska, 2018; Spalova, Szabo, 2018; Chudzikova, 2016; Zuborova, Borarosova,
2016 and others). The media themselves play an important role in addressing this issue and
integration of the migrants into the society and culture. By analyzing the Facebook pages of the
selected representatives of online information platforms, we defined 4 discourses and their
attributes in the context of the previously identified discourses and their extension in relation
to the current situation. The main identified discourses are “management of migration”,
“humanitarian issues”, “security risks” and “national issues”. Each main discourse was depicted
and portrayed by two categories of potential attributes, i.e. problem definition and
recommended solutions. In terms of frequency, the main discourse of migration management
is foregrounded irrespective of the significant differences in its occurrence depending on the
media type (see Chart 6). In the case of dominant main discourse, we categorized the problem
definition by reference to the political implications, administrative issues, protests and
demonstrations. The second category of attributes for migration management consisted of the
recommended solutions of this issue on the basis of a specific political solution, migration pact,
cooperation between the countries, as well as countries of origin of conflict, management of the
situation in Syria etc.
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In some cases, we noted a predominance of one category of attributes, but there were also cases
when an attribute was causally associated with a secondary attribute. For example, a
representative of the online tabloid platform Topky.sk published a post with the text According
to some, the anti-immigration decree will only cause more problems on December 16, 2018.
This post linked to an article titled Thousands of people protested in the streets of Rome: The
new anti-immigration law is an eyesore. In the case of the very discourse, the protest against
migratory law, i.e. the proposed political solution to the crisis. The negative economic
consequences were again presented in a causal relation to the fundamental political solution —
redistribution of migrants — which has this time taken the position of a primary attribute. A post
with the text The system of compulsory redistribution of migrants in the EU will not be
implemented yet. Merkel had to retreat. For the V4 countries, it is a Pyrrhic victory, though,
writes Zolo Mikes. This post linked to an article bearing the headline Zolo Mikes Commentary:
Refusing refugees will cost us money and prestige and it was published on the aktuality.sk
Facebook page on February 7, 2018. In this case, the dominant attribute was the political
solution itself, with potential economic consequences. The second most important discourse
was represented by national issues where the attribute was perceived along the lines of the
defined problem and the solutions presenting an accepting, rejecting or neutral attitude, and
mostly on the domestic or foreign national level. This discourse was again almost equally
represented in the communication of tabloid and mainstream information portals. The attributes
of the defined problem in the national issues were, for example, the fear of the indigenous
population of the migrants/refugees, the phenomena causing disruptions on the national
(domestic) political scene, rejection of the migrants by the local population and others. For
example, the dennik N portal published a post with the text Smer partly shuns the issue and no
longer fuels it from a certain moment. “The people still live in fear of the refugees in some
forms. The issue is who and how discusses the topic,” says sociologist Martin Slosiarik. This
post linked to an article with the headline Why have the migrants become a thing again in
Czechia but not in our country. The same portal published a post with the text Two weeks
before the election, migration is the main topic despite the fact that less and less migrants come
to Europe. The number of people illegally entering the EU fell by 60 percent last year on
February 24, 2018. The detailed information and specification of the stakeholder associated
with this attribute is provided in the headline Migrants are a big issue before the elections in
Italy — the right wants to deport them all. The solutions of migration on the national
(international) level have become a primary and framework attribute. The issue of fear of
migrants is implicitly linked with the post on the topky.sk Facebook page The refugee crisis is
far from over, which complements the article titled Montenegro is considering a fence on the
border with Albania — with migrants as the reason. In this case, the discourse framework of the
national issues is met by the problem definition, which is the very crisis and migrants, and its
subsequent solution by the given country (Albania) - the erection of a protective fence, which
unequivocally shows a rejecting position. Again, it is important to highlight the different levels
of language in the tabloid and mainstream media (differences in form, content and extent of the
information). In the tabloid media, we can expect a higher tendency to manipulation by
deliberate selection and highlighting, or vice versa, concealment and marginalization of
information or data. This may result in a distorted image of these issues created by the media
and a distorted attitude of the audience and/or general public to the issue of migration and the
refugee crisis. These aspects can be explained on the background of the “click bait”
phenomenon, with sensational headlines used as bait to attract and win the reader (Nutil, 2018).
It is interesting that in the case of main discourse categorized as security risk, we noted a
significant discrepancy between its frequency of occurrence depending on the type of medium,
and its significant presence in the mainstream media. Even in this case it iS necessary to
operationalize the basic frameworks and/or specific attributes constructing the given discourse.
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If the discourse is defined in the context of an explicitly-defined problem, we noted the
attributes such as prospects of migrants as a threat, migrants and refugees as criminals,
nonconformist population groups, rapists, migrants as a health threat and others. The creation
of a special prison or deportation to a deserted island were the attributes of a solution of an
explicitly or implicitly stated problem. For example, on February 9, 2018, pluska.sk published
a post on its is Facebook page titled We know the sentence for the migrants who horribly raped
women in ltaly!, which complements the headline Young migrants who beastly raped a tourist,
appeared in court: and they consider this RIDICULOUS sentence to be harsh? The violent
actions of migrants or refugees become the identified problem, and the actual solution of this
problem is defined rather implicitly by reference to the sentence. The perception of migrants as
a health threat is also an attribute defining the problem. A post with this attribute was published
by Pluska (October 1, 2018) - It spreads throughout Europe... and the problem itself is defined
by the headline Another case of the dangerous infection has been confirmed in the Czech
Republic: We finally know whether it is caused by migrants! This example illustrates the
transformation in the security discourse, with emphasis on the adverse impacts of immigration
on health and living conditions of the indigenous population in the country. A typical example
of the attribute associated with the solution to this threat is the post by dennik N dated December
7, 2019 - It will not be a prison. The migrants will not be banned from rafting ashore. However,
they always have to return to the island for the night, or face jail, which links to an article titled
The Danish will send the sentenced migrants to a deserted island. This example is a typical
attribute associated with the solution of the problem within the discourse depicting the migrants
as a security risk. The last discourse type covers the humanitarian issues associated with the
refugee crisis. Particularly surprising is the considerably significant presence of this issue in the
tabloid media. As was the case in the previous major discourses, even here the analysis occurs
on the backdrop of the attributes associated with the problem definition (dangerous journey of
the migrants, need for help from the people, need for solidarity, pitfalls and obstacles lurking
on the migrants and others), as well as the recommended solutions to this specific problem
(support for humanizing rhetoric, help for the migrants, aid in the camps and others). Within
this discourse we underline the increased incidence of the attribute connected the problem
definition compared to the actual solutions. An illustrative example is the post by topky.sk
Lebanon, with only four million citizens, has accepted almost a million Syrian refugees on its
territory since the outbreak of the conflict in Syria (January 20, 2018), which was accompanied
by the headline The refugees did not make it across the mountain border crossing: 15 frozen
bodies, including children. In terms of the stakeholder's origin, this attribute can be classed into
the foreign national category, which can be seen as an implicit initiator of the need for a
humanitarian solution to this problem. In connection with the specifics of the present discourse
in the mainstream and tabloid media, it is necessary to emphasize the difference in the choice
of vocabulary, syntax use, structure, and the actual frequency of publishing the posts to the
issue of migration and refugee crisis in Europe. The tabloid media publish more often on this
subject (see Table 2), however, the published information often lacks and/or has no
identification of the originator or entity associated with the given statement or situation. In the
case of mainstream media, the discourse itself may be largely connected to a particular political
leader, economic or legal entity, organization or other entity, such as a political or media analyst
(e.g. UN, Angela Merkel, EU, IOM, Zolo Mikes, etc.). Apart from the fact that the tabloid
media publish more often on this topic on Facebook, which was also reflected in a higher
average rate of posts, they also have a higher number of followers on the social network (See
Table 1). It follows from the above that the tabloid media can potentially affect Slovak users
on Facebook to a greater extent compared to the mainstream media. The method of framing the
migrants and refugees into the present discourse can therefore be more significant in shaping
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the subsequent attitudes of the readers to the subject in the case of tabloid media because of
their greater impact and information force.

Table 3: Media discourses and their attributes in the selected Slovak online information
platforms in 2018 (custom processing)

alternative)

politicians, abuse of the migration topic
(populism), rejection by the local
population, crisis, preferential treatment
of refugees, tensions, increased number
of migrants (migration wave, inflow)

DISCOURSE | DISCOURSE ATTRIBUTE
PROBLEM SOLUTION
Migration Political consequences - crisis in the Political solutions (migration
management | EU, threat to Schengen, disputes over pact, cooperation between
(dominant) quotas, inactivity/lack of interest to countries, cooperation with the
solve the issues, administrative issues, | countries of origin of the
protests, demonstrations, tightening conflict), management of the
legislation (e.g. for non-profit situation in Syria, migration
organizations), illegal smuggling, quotas, a new system of
refugee starvation tactics screening the immigrants,
deportation of migrants,
migrants as a new labor force
(economic growth), temporary
admission of refugees,
integration community centers,
reception centers for migrants
(EVU), migration as a factor in the
allocation of EU funds
National Fear of migrants/refugees, hatred of Border protection (e.g. erection
issues Muslim migrants, disruption in the of a fence, barbed wire),
(1st political arena, panic and fear by the increased border control, stricter

criteria for the admission of
migrants

Security risk
(2nd
alternative)

Migrants as a threat, criminals, rapists,
enemies, nonconformist groups, health
threat, discontent of migrants in the host
country, rebellion and blockade of roads
by migrants, espionage, hoaxes,
resentment against migrants

Special prisons or deportation to
a deserted island, conviction of
criminals

Humanitarian
issues

(3rd
alternative)

Dangerous journey of migrants, need
for help and solidarity, pitfalls and
obstacles lurking on migrants, migrant
death, violence against migrants, harsh
treatment of migrants,
closure/demolition of camps, climate
migration

Support for humanizing rhetoric,
help for migrants, aid in the
camps, rescuing migrants at sea,
support for migrant return to
their homeland, NGO awards
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Table 3 shows the identified media discourses by the rate of occurrence on the Facebook pages
of selected Slovak tabloid and mainstream media, and it also clearly shows the signs of the said
discourses in the two categories of attributes: problem definition and recommended solutions.
Within the triangulation methodological approach from the analytical part, we first present the
quantitative data, i.e. the proportional representation of discourse in the selected types of media,
representation of the article sources (internal and external), frequency of posts on the subject of
migration on Facebook and number of followers of the said media on Facebook. Subsequently,
we conduct a qualitative analysis of the various discourses and their attributes, with concrete
examples of posts and articles illustrating the problems and solutions.

4. CONCLUSION

International migration is a phenomenon of global character and it plays a fundamental role in
shaping the society, but the very society (its arrangement, evolution and progress) serves as a
starting mechanism for migration. Thanks to this phenomenon, Europe is becoming a mosaic
of cultures (Bargerova, 2016), but also an imaginary space of rivalry formed on the backdrop
of xenophobia, racial intolerance, intercultural clashes and nationalism. This phenomenon has
gained much traction with the political parties and NGOs, activists and academics who map the
situation and bring answers to the continuously emerging issues. This problem is also
extensively analyzed in the media and/or media systems of the countries concerned. The
acceptance, or vice versa, rejection of the social changes, political or legislative measures, and
the interaction between the stakeholders, is largely supported and accompanied by the media
(Goodman, Simon; Sirriyeh, Ala; McMahon, Simon, 2017), which participate in the framing of
the presented facts through the mediation process, forming the media reality (Jirdk, Kopplova,
2009). The media play an important role in the dissemination of information to all stakeholders.
Sajir a Aouragh (2019) emphasize the ambivalent role of social media in the very issue of
management of mobility of migrants. For this reason, it is important to perceive, analyze and
critically cognitively process the content, images and ideas presented by the media. Through
framing, the media label the events in the outside world, with the primary goal of facilitating
the orientation of the recipient, but potentially with many other secondary implicit intentions.
These intentions are unmasked in the critical reflection of the media representations. Numerous
research activities have been conducted in this area since the culmination of the crisis. In the
first phase in the years 2015 and 2016, the issue of migration was presented to the readers in
the prevailing framework of security and humanitarian issues (Greussing, 2017). During this
period, the potential panic from the crisis in Europe (Sajir, and others, 2019) became the central
topic in the discourse, mainly due to the cultural discrepancies between the original and
incoming population. Current research (Spalova, Szabo, 2017; Spélova, Szabo, 2018;
Zagorsekova in Spalova, 2018), however, points to a shift in the discourse from the presentation
of the problem (security or humanitarian) to seeking the solutions categorized as “management
of migration”, with “politicization” (Tkaczyk, 2017) as a kind of intermediate step. In our
research, we focused on mapping the specifics of the current discourse linked with the given
issues in the context of of the news messages published by the selected representatives of
tabloid and mainstream media in their Facebook profiles. According to our findings, the Slovak
media space shows a significant presence of four discursive frameworks - humanitarian
issues/problems, national issues, security risks and management of migration, which reached a
dominant and almost equal representation in both types of media. The research results open up
other issues having to do with the perception of migration and refugees by the users of Facebook
as an immediate audience for the posts. They equally point to the differences on the verbal and
emotional plane of the tabloid and mainstream media. The differences on the compositional,
language and visual plane of communication, as well as in the actual behavior and/or presented
implicit or explicit response of the recipients of this information, appear in the forefront.
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The correlation between the dominant discourse and manifested attitudes of the Slovak users to
migration and/or identification of discourse with the most direct and explicit response from the
recipients (likes, shares, comments) or a correlation analysis of the sentiment or attitude in
discourse by the stakeholders and the attitudes presented in the comments by the users
themselves, i.e. the readers and/or “followers” (using the parlance of social media), of the
selected media representatives, may all become the subject and challenge of further research.
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ABSTRACT

Organization for Economic Co-operation and Development (OECD) is an international
organization that supports countries belonging to its structure in activities aimed at improving
the standard of living of citizens not only in member countries, but also around the world
(www.oecd.org). One of the factors that affect the lives of citizens is the level of their income,
which should be adequate to the work performed. Therefore, the gender of the employee should
not matter. The aim of the presented study is to analyse the occurrence of the gender pay gap
in OECD countries and to verify whether pay inequalities are related to the economic growth
of a given country. The structure of the paper is as follows. The first part presents the general
characteristics of the 36 developed countries currently belonging to this international
organization. Then, descriptive analyses of inequalities in wages were performed for men and
women and GDP per capita in individual OECD countries. Five groups of countries were
distinguished, namely Anglo-Saxon countries, Western European countries, Eastern Europe
countries and Nordic countries. The remaining countries (Chile, Israel, Japan, South Korea,
Mexico and Turkey) were qualified to the last group. The final part presents the results of
statistical analysis of the relationship between the gender pay gap and gross domestic product
per capita. The paper ends with a summary and conclusions from previous analyses. The
applied research methods are literature review and data analysis made available by the
Organization for Economic Co-operation and Development (www.oecd.org).

Keywords: GDP per capita, gender pay gap, OECD

1. INTRODUCTION

In the 1950s, Simon Kuznets, later Nobel laureate, presented his concept on the relationship
between income inequalities and the economic growth of a given country (Kuznets, 1995, p.
21). In his work, the hypothesized that income inequalities in the initial phase of the economy
growth of a given country are low, which is related to the demand only for simple jobs that do
not require qualifications that anyone can do and — therefore — everyone receives the same
payment for work. As the economy of a given country grows, the importance of agriculture
decreases and the population has to move to cities in order to undertake paid employment. The
combination of incomes of rural and urban population means that income disproportions will
increase (Kuznets, 1995, p. 10). In the next stage of economic growth, the population coming
from the village formed families in the city and became an urban population, which would make
income disparities narrower (Kuznets, 1995, p. 20). The dependence presented by Kuznets can
be represented by a curve in the shape of an inverted parabola. In later years, the theory
presented by Kuznets was repeatedly analysed, although the author himself stressed that the
study was largely based on speculation (Kuznets, 1995, p. 29; Fogel, 1987, p. 26). Lantican
C.P., Gladwin Ch. H. and Seale J. L. in their study pointed out that gender inequality can move
along the parallel trajectory as income inequality along the growth of the economy of a given
country. In their study they indicated that the results of the tests carried out give some support
for the application of the theory of Kuznets (Lantican, Gladwin, Seale, 1996, p. 24). In the study
of Blau D. and Kahn M, focusing on the US economy in comparison with other highly
developed economies, it was pointed out that greater income inequality results in a larger gender
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gap (Blau, Kahn, 1996, p. 54). Analogical conclusions were drawn by Kidd M. and Shannon
M. by analysing the pay gap in Australia and Canada (Kidd, Shannon, 1996, p. 730). Brainerd
E., examining the selected economies of Eastern Europe and countries created as a result of the
breakup of the Union of Soviet Socialist Republics, indicated that the reduction in the pay gap
between women and men positively affects the long-term economic growth (Brainerd, 2000, p.
158). The inverted U-shaped relation between the share of women in the labour force and
economic growth can also be found in the works of, among others, Pampel F., Kazuko T.
(1986). The presented theory and subsequent studies give the basis for the hypothesis that there
is a relationship between the gender pay gap and economic growth in OECD countries. And,
hence, it can be expected that countries characterized by higher GDP per capita will also be
characterized by lower values of the gender pay gap. The aim of the presented study is to
identify the relationship between wage inequalities between women and men (expressed
through the gender pay gap) and the growth of the economy (expressed by means of the gross
domestic product per inhabitant) between individual countries belonging to the OECD. The
study is divided into the following parts: the first part is devoted to the general characteristics
of 36 democratic developed countries that are part of the OECD structure. The next two parts
were devoted to descriptive analyses of the spatial differentiation of the gender-related pay gap
and gross domestic product per capita in individual groups of countries. To this end, each
country was assigned to one of the following groups: Anglo-Saxon countries, Western
European countries, Eastern Europe countries and the Nordic countries. The remaining
countries (Chile, Israel, Japan, South Korea, Mexico and Turkey) were qualified to the last
group. In the final part, the results of the analysis verifying previously substituted hypothesis
are presented. The analysis used data provided by the Organization for Economic Co-operation
and Development from the period 1991-2016.

2. GENERAL CHARACTERISTICS OF DEVELOPED COUNTRIES BELONGING
TO THE OECD

Organization for Economic Co-operation and Development is an international organization that
currently consists of 36 highly developed countries. The original Member of this organization
are: Austria, Belgium, Canada, Denmark, France, Germany, Greece, Iceland, Ireland, Italy,
Luxembourg, the Netherlands, Norway, Portugal, Spain, Sweden, Switzerland, Turkey, the
United Kingdom and the United States. These countries signed the Convention on the
Organisation for Economic Co-operation and Development on 14" December 1960 (OECD,
2001). Subsequently, the following countries joined the organization: Japan (accession year
1964), Finland (1969), Australia (1971), New Zealand (1973), Mexico (1994), the Czech
Republic (1995), Hungary (1996), Poland (1996), South Korea (1996), Slovakia (2000), Chile
(2010), Slovenia (2010), Israel (2010), Estonia (2010), Latvia (2016) and Lithuania (2018)
(http://www.oecd.org/about/; access: 19.02.2019). The main goal of this organization is to
support the countries that are part of the organization in order to achieve an ever higher level
of economic growth and improve the standard of living of citizens not only of the member
states, but also all over the world (http://www.oecd.org/about/; access: 19.02.2019). For the
purpose of a descriptive analysis of correlations between particular countries of the
organization, five relatively homogeneous groups of countries were distinguished (according
to Krajewska, Roszkowska, 2017, p. 182)%. These are:

a) The Anglo-Saxon countries: Australia, Canada, Ireland, New Zealand, United Kingdom and

the United States,
b) Western Europe countries: Austria, Belgium, France, Germany, Greece, Italy, Luxemburg,
the Netherlands, Portugal, Slovenia, Spain and Switzerland,

! Groups of countries can be divided in many ways, another proposal is, for example, the Ward method (see Domagata, 2016,
p. 45).
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c) Eastern Europe countries: the Czech Republic, Estonia, Hungary, Latvia, Lithuania, Poland
and Slovakia,

d) The Nordic countries: Denmark, Finland, Island, Norway and Sweden,

e) The remaining countries: Chile, Israel, Japan, South Korea, Mexico and Turkey.

All countries belonging to OECD are defined as developed, while they are characterized by
regional diversity among themselves e.g. in terms of income per capita (Bassanini, Scarpetta,
2001; OECD, 2018, p. 74)

3. SPATIAL DIVERSIFICATION OF THE GENDER PAY GAP IN OECD

When analysing the quantitative data collected and made available by the OECD, it can be
noticed that they are characterized by high heterogeneity of men’s and women’s remuneration
in the countries belonging to the organization (Kunze, 2017, p. 26). The gender pay gap may
depend on many factors. According to the theory of human capital, the distribution of income
between individuals is affected by investments, among others, in education, gaining
qualifications and experience (Schultz, 1961; Mincer, 1958; Becker, 1993). However, evidence
shows that in developed countries where access to education is much easier, the pay gap is more
related to the general structure of wages or occupational segregation (Plantenga, Remery, 2006,
p. 26). The shaping of the level of the gender pay gap in groups of developed countries
belonging to OECD is presented in chart 12,
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Chart 1: The level of the gender pay gap in groups of developed countries belonging to the
OECD in 1991-2016. Own study based on http://www.oecd.org/about/; access: 22.02.2019

Several most important conclusions result from it. Countries in the remaining group (i.e. China,
Israel, Japan, South Korea, Mexico and Turkey) were characterized by the highest rates of the
gender pay gap in 1991-2016 (on average in this period, women earned around 29.78% less
than men).

2According to the methodology proposed by the OECD, the gender pay gap is characterized by the difference between the
median earning of men and women in relation to the median earnings of men. The data shared by the organization refer to the
full-time employees and to self-employed persons (http://oecd.org, access: 21.03.2019).
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Within this group, the highest average value was recorded in South Korea (40.67%), while the
lowest in Turkey (4.40 %). None of the other groups in the entire analysed period achieved a
comparable result to the groups of these countries. The Anglo-Saxon countries were
characterized, on average, by the value of the gender pay gap above 20% (in the analysed period
it was about 21.51%). The highest average values were observed in Great Britain (approx.
29.70%), while the smallest in New Zealand (10.74%). The remaining groups of countries were
characterized by average values of the gender pay gap below 20%. (in Eastern Europe countries,
the average value was around 14.77%, the highest value was recorded in Estonia (27.71%) and
the lowest in Hungary (9.70%); in the Nordic countries, the average value was 15.68%, the
highest value was recorded in Finland (21.74%) and the lowest in Denmark (8.66%); in Western
Europe countries, the average value of the gender pay gap was 14.60 %, the highest value was
recorded in Switzerland (21.08%), while the lowest in Luxemburg (7.69%). Analysing each
country separately, it can be seen that both the highest average value of the gender pay gap
(belonging to South Korea — 40.67%) and the lowest value (belonging to Turkey — 4.40%) are
in the group of countries that have not been qualified to any of the other groups. Only 7 out of
36 analysed countries were characterized by the average single-digit value of the gender pay
gap (Turkey, Slovenia, Luxembourg, Denmark, Norway, Belgium and Hungary), while 10 of
the analysed highly developed OECD countries recorded the average value of the gender pay
gap over 20% (Austria, Switzerland, Canada, Finland, Israel, the USA, Estonia, Great Britain,
Japan and South Korea). The average value for all analysed OECD countries amounted to
16.53% in 1991-2016, 21 countries recorded the average value of the indicator below the
average for all analysed countries, while 15 countries were characterized by a higher value than
the average for OECD.

4. DIVERSIFICATION OF GDP PER CAPITA IN OECD COUNTRIES - EMPIRICAL
ANALYSIS

Analysing the spatial diversification of the economic development of a given country, one can
use such macroeconomic variables as GDP per capita or gross value of fixed assets per capita
(Trojak, 2016, p. 185). The study used GDP per capita, expressed in thousands of USD in
constant prices from 2010. The shaping of the level of this variable in the OECD group of
developed countries is shown in chart 2.
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Chart 2: The level of gross domestic product per capita in groups of developed countries
belonging to the OECD in 1991-2016 (USD, fixed prices from 2010). Own study based on
http://lwww.oecd.org/about/; access: 22.02.2019
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You can see several of the following dependencies. The GDP per capita values of all analysed
groups moved in parallel trajectories, but there is a clear difference between the level of gross
domestic product per capita in Eastern Europe countries and in the group of the remaining group
and the other three groups of countries (Nordic countries, Anglo-Saxon countries and Western
Europe countries). Eastern Europe countries and the remaining countries were characterized by
significantly lower values than the average value for all countries in the analysed period
(approx. 31,02 thousands of USD) and they did not approach this value in any year. The group
of Nordic countries was characterized in each of the analysed years by the highest average value
of GDP per capita (in this group, the highest values of gross domestic product were recorded
by Norway approx. 54.07 thousand USD and the lowest by Finland approx. 34.4 thousand
USD). In turn, the lowest values in the entire analysed period were recorded in the group of
Eastern Europe countries (the lowest values of the GDP per capita was characteristic for Latvia
approx. 15.48 thousand USD and the highest by the Czech Republic approx. 23.53 thousand
USD). It is worth noting that the difference between GDP per capita in the group of Nordic
countries and in the group of Eastern Europe countries is more than double. Analysing
individual countries included in the OECD, one can assumed that the lowest values in the entire
analysed period were characteristic for Mexico (approx. 14.69 thousand USD), and it was more
than five times lower than in Luxembourg, where the average GDP per capita fluctuated around
75,89 thousand USD. 17 countries recorded the average value of GDP per capita below the
average for all countries being part of the OECD, while the remaining countries recorded a
higher value. The nearest GDP per capita value for all OECD countries was recorded by Great
Britain (approx. 33.53 thousand USD) and Spain (approx. 29.36 thousand USD).

5. ANALYSIS OF RELATIONS BETWEEN THE GENDER PAY GAP AND THE
ECONOMIC GROWTH IN OECD

In order to verify the hypothesis presented in the introduction of the study on the relationship
between the level of gender pay gap and the level of GDP per capita, the GRETL program
(http://gretl.sourceforge.net/) was used in particular groups of developed countries belonging
to the OECD. The values of the gender pay gap and GDP per capita were presented using
charts. On the vertical axis, percentages of pay inequalities between the genders are presented,
while on the horizontal axis, the value of GDP per capita for individual groups of countries.
The results for each group are presented in charts 3-7.

Chart 3: Values of the gender pay gap in relation to GDP per capita in the group of Anglo-
Saxon countries
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Chart 4: Values of the gender pay gap in relation to GDP per capita in the group
of Western Europe countries
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Chart 5: Values of the gender pay gap in relation to GDP per capita in the group of the
remaining group
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Chart 6: Values of the gender pay gap in relation to GDP per capita in the group of Eastern
Europe countries
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Chart 7: The values of the gender pay gap in relation to GDP per capita in the group of

Nordic countries
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The presented charts of individual groups of countries do not allow to identify a simple
relationship between the values of the gender pay gap and GDP per capita and thus not confirm
the hypothesis set in the introduction. The only group of countries in which one can see the
relationship between the variables studies is the group of Nordic countries. For this group, the
linear model adjusted by OLS method was estimated (the line in the graph was marked as blue).
In this group, it can be noticed that as the gross domestic product per capita increases, the values
of the gender pay gap are decreasing. However, one should not draw far-reaching conclusions,
because the model was adjusted (the independent variable described the dependent variable)
only in 64%, as evidenced by the value of the revised R% The p value at the level <0.0001
means that the measurement was statistically significant. Taking into account the other groups
of countries, one cannot identify any relationship between the variables studied, which was
presented with the help of other charts showing the relationships between variables in Western
Europe countries, Eastern Europe countries, Anglo-Saxon or the remaining group. On the basis
of the analysed variables describing both the value of the gender pay gap and the gross domestic
products per capita, no significant relationships between them were identified. Thus, it does not
allow to confirm the hypothesis set in the study, derived from the proposed Kuznets curve. The
analysis carried out, in particular the results concerning the group of Nordic countries, however,
they contribute to further research on the theory of Kuznets and its empirical verification. It is
worth, with reference to the analysis of developed countries belonging to the OECD that has
already been carried out, to expand the research with the use of other parameters, taking into
account additional variables affecting the inequality between income, among others, human
capital (OECD, 2001, p. 31). The impact of factors such as access to education on economic
growth has been repeatedly emphasized, among others, by T. W. Schultz or G.S. Becker
(Schultz, 1961, p. 15; Becker, 1992, p. 91). It is also worth conducting an analysis for each
country separately, taking into account the fact that, despite the similarities of countries
belonging to a given group, a different set of variables may influence the economy of a given
country.
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6. CONSLUSION

Since the creation of the theory of the Kuznets curve presenting the relationship between the
economic growth of a given country and social inequalities, it has been the subject of many
empirical analyses. The shape of the proposed curve (reverse parabola) gives grounds for
concluding that in countries with higher income per capita social inequalities will be lower than
in countries where GDP per capita is at a lower level. The analysis carried out in this study,
however, does not give grounds to accept the hypothesis set in the introduction and thus not
confirm the dependencies resulting from the Kuznets curve. It turns out that countries that have
a very developed economy (Japan, South Korea or Israel) are struggling with very large
inequalities between women’s and men’s wages. In turn, countries characterized by a
significantly lower level of GDP per capita (Latvia or Estonia) are also characterized by high
pay inequalities between employees of a different gender. The only group of countries that can
be talked about in the context of any simple relationship between the variables studies is the
group of Nordic countries. Analysing these countries, one can notice a negative correlation
between the growth of the economy (identified by means of gross domestic product per capita)
and wage inequalities (presented by means of the gender pay gap), however the model’s
matching factor does not allow for far-reaching conclusions. Although there are no grounds to
accept the hypothesis presented at the beginning of the study, the analysis has an added value,
because it provides a contribution to further research. The work has not identified a simpler
linear relationship between the variables studied, but it is worth expanding the research with
additional parameters describing other inequalities (e.g. the education level or average number
of years of education in the population in working age (Bassanini, Scarpetta, 2001, p. 9), to
check in practice whether the Kuznets curve applies to the highly developed countries included
in the OECD structures.
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ABSTRACT

Environmental governance is one of the dimensions of sustainable development. It is very
important to know what factors particularly strongly affect environmental governance to be
able to consciously shape it. A key issue considered in this publication is the impact of groups
of variables that define social, economic and institutional-political governances on
environmental governance. Data for the study described in this article were obtained from the
website of Eurostat. Variables were assigned to environmental, social, economic and
institutional-political governances and divided into stimulants, nominants and destimulants
based on the description of the variables provided by Eurostat. These data were used to
determine Hellwig’s synthetic measure of environmental governance and to select those groups
of variables assigned to the three remaining governances that have a significant impact on the
environmental dimension of sustainable development. Total values for groups of variables
relating to individual governances were determined for 28 selected European countries based
on the values of the variables observed over successive ten years. These results were then
subjected to the procedure of panel data modelling. A fixed effects model was then selected as
the most appropriate model. The econometric model determined in the study describes
environmental governance based on six groups of variables selected from among 17 groups
characterizing social, economic and institutional-political governances.

Keywords: environmental governance, sustainable development, synthetic measure

1. INTRODUCTION

Over the past two decades, eco-efficiency has been considered to be the most appropriate way
to realize progress in a sustainable way. Eco-efficiency combines a concern for the economic
rationality of projects with the environmental determinants of development. The need to
combine economic efficiency with environmental efficiency is indisputable, because it leads to
the selection of the most promising solutions from the point of view of the creation of
environmental governance and economic governance (Angelis-Dimakis, Alexandratou,
Balzarini, 2016). The use of appropriate tax-system instruments is a good example of
motivators designed to enhance care for the environmental aspects of sustainable development.
These instruments are meant to encourage entrepreneurs to introduce environmentally-friendly
solutions, such as green sources of power (Andrei et al, 2016). More and more attention is paid
every year to environmental factors due to the ongoing climate change. The range and speed of
climate change make us realize that the present economic patterns should no longer be
maintained and that it is necessary to develop new, completely different patterns, particularly
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in the area of power supply and consumption (Lima et al, 2016). It is necessary to optimize the
chain of biomass supply to power plants, among other things. Efforts taken in this direction
should contribute to sustainable environmental and economic development (Zhao, Li, 2016). It
should be emphasized in this context that measures taken to strengthen environmental
governance have a positive impact on many social aspects, often greatly enhancing the quality
of life for all. For example, the results of analyses indicate a positive relationship between
environmental governance and social governance resulting from the use of recycling.
Importantly, the benefits of recycling are manifold. Not only does it improve the quality of
citizens’ life, but it also entails more rational management, which accelerates economic growth
(Horst, Freitas, 2016). Sustainable development is a very complex issue. It includes dimensions
such as environmental, social, economic and institutional-political governances. Thus, only
certain selected aspects are usually the subjects of literature about sustainable development. For
example, authors often discuss the sustainable development of tourism (loncica, loncica,
Petrescu, 2016). The problems of social inequality and universal access to healthcare are also
frequently touched upon in the context of sustainable development (Paredes, 2016). These
considerations also include areas such as sustainable energy development (Romano et al, 2016)
and the impact of human activities on irreversible climate changes (Ouml, 2016). The purpose
of this article has been determined by the complexity of the issues discussed. Namely, its
purpose is to determine the strength and the direction of the impact of factors affecting social,
economic and institutional-political governances on environmental governance, expressed by
means of a synthetic measure. This paper presents a completely new approach, which is
different from approaches previously adopted by researchers dealing with sustainable
development. The author believes that the analytical solutions proposed in this paper will
significantly contribute to the development of methodology allowing for a quantified
description of the multi-dimensionality of environmental governance.

2. METHODOLOGY

Data for the study were obtained from the website of Eurostat. The analysis included 28 selected
European countries, which were examined from 2004-2013. Variables were assigned to
individual governances and divided into stimulants, nominants and destimulants based on the
description of the variables available in the Eurostat database (Tables 1-4).

Table following on the next page
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Table 1: Groups of variables describing environmental governance

No. Specification Type of
variable
1. |Climate changes
1.1.|- greenhouse gas emissions in CO; equivalent destimulant
1.2. |- greenhouse gas emissions per unit of energy consumed destimulant
2. |Energy
2.1. |- share of energy from renewable sources in gross final energy consumption | stimulant
2.2. |- share of energy from renewable sources in the consumption of transport| ..
fuels stimulant
2.3.|- energy intensity of the economy; GDP at constant prices in 2000 destimulant
(kgoe/1,000 euros)
3. |Air protection
3.1.|- air pollutants emitted by road vehicles per 100 km? — carbon monoxide | destimulant
39| air pollutants emitted by road vehicles per 100 km? — non-methane volatile desti
2. ) estimulant
organic compounds
3.3.|- air pollutants emitted by road vehicles per 100 km? — nitrogen oxides destimulant
3.4. |- air pollutants emitted by road vehicles per 100 km? — particulate matter | destimulant
3.5. |- average CO> emissions from new cars per 1 km destimulant
3.6.|- emissions of acidifying pollutants per 1 km? — sulphur oxides destimulant
3.7.|- emissions of acidifying pollutants per 1 km? — nitrogen oxides destimulant
3.8.|- emissions of acidifying pollutants per 1 km? — ammonia destimulant
4. |Marine ecosystems
4.1. |- the size of the fishing fleet destimulant
5. |Fresh water resources
5.1.|- the percentage of population using at least grade Il wastewater treatment| ..
stimulant
plants
5.2.|- water consumption per capita destimulant
6. |Land use
6.1. |- woodiness stimulant
7. |Biodiversity
7.1. |- stands damaged by defoliation destimulant
8. |Waste management
8.1. |- non-mineral waste generated per capita destimulant
8.2.|- municipal waste generated per capita destimulant
8.3. |- municipal waste disposed of by dumping per capita destimulant
8.4. |- recycling of packaging waste stimulant

Source: http://wskaznikizrp.stat.gov.pl/ [accessed on 21 December 2016]

Table following on the next page
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Table 2: Groups of variables describing social governance

No. Specification Type of variable

1. [Demographic changes

1.1. |- fertility rate stimulant

1.2.|- the rate of international migration stimulant

1.3. |- the rate of actual population growth/decline stimulant

2. |Public health

2.1.|- life expectancy at age 65 years in good health stimulant

2.2. |- standardized mortality rates from cardiovascular disease destimulant

2.3.|- standardized mortality rates from malignant neoplasms destimulant
- standardized mortality rates from chronic diseases of the lower .

2.4. destimulant

respiratory tract

2.5. |- standardized mortality rates due to diabetes destimulant
2.6. |- Euro Health Consumer Index EHCI stimulant
2.7.|- urban population exposure to excessive PM10 levels destimulant
2.8. |- urban population exposure to air pollution by ozone destimulant
3. |Poverty and living conditions

3.1. |- the risk of persistent poverty destimulant
3.2. |- the risk of poverty or social exclusion destimulant
3.3 |- inequality of income distribution destimulant
4. |Education

4.1. |- adults participating in education and training (%) stimulant
4.2. |- public expenditure on education in relation to GDP stimulant
4.3. |- young people not in further education destimulant
44l the percentage of people aged 25-64 with at most lower secondary | destimulant

education

5. |Access to the labour market

51| the percentage of people in households without working people aged | destimulant
"'10-17 years

59 |- the percentage of people in households without working people aged | destimulant
"'118-59 years

5.3. |- the rate of long-term unemployment destimulant

5.4.|- the unemployment rate according to LFS destimulant

5.5. |- gender-based wage differentials destimulant

6. |Public safety

6.1. |- victims of fatal accidents per 1 million population destimulant

7. |Consumption patterns

7.1. |- electricity consumption in households per capita 1 destimulant

Source: http://wskaznikizrp.stat.gov.pl/ [accessed on 21 December 2016]

Table following on the next page
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Table 3: Groups of variables describing economic governance

No. Specification Type of
variable
1. |Economic development
1.1.|- gross domestic product growth per capita stimulant
1.2.|- investment rate stimulant
1.3. |- regional GDP per capita in purchasing power parity (PPP) at NUTS 3 level | destimulant
1.4.|- general government debt-to-GDP ratio destimulant
1.5. |- the result (surplus/deficit) of the general government debt-to-GDP ratio  |nominant
1.6. |- the energy consumption of transport and GDP — railway transport destimulant
1.7. |- the energy consumption of transport and GDP — car transport destimulant
1.8. |- the ratio between the energy consumption of transport and GDP destimulant
1.9.[- GDP per capita in purchasing power parity (PPP) stimulant
2. |Employment
2.1.|- the employment rate for people aged 20-64 years stimulant
2.2. |- duration of working life stimulant
2.3. |- the economic and social inactivity rate for young people aged 15-24 years | destimulant
2.4. |- the economic and social inactivity rate for young people aged 20-24 years | destimulant
2.5.|- economic activity rate stimulant
3. |Innovativeness
- the share of net revenues from sales of innovative products in net revenues| ..
3.1. stimulant
from sales
3.2. |- human resources for science and technology stimulant
3.3. |- work productivity stimulant
3.4.|- R & D expenditure relative to GDP stimulant
- the number of patent applications filed by residents to the European Patent| ..
3.5. ) e ) stimulant
Office per one million inhabitants
4. |Transport
4.1. |- freight transport — rail transport stimulant
4.2. |- freight transport — inland waterway transport stimulant
4.3. |- passenger transport — trains stimulant
5. |Production patterns
5.1.|- resource efficiency stimulant
5.2. |- the share of organic farms in the total agricultural area stimulant
53| organizations registered in the Eco-Management and Audit Scheme stimulant

(EMAS)

Source: http://wskaznikizrp.stat.gov.pl/ [accessed on 21 December 2016]

Table following on the next page
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Table 4: Groups of variables describing institutional-political governance

No. Specification Type of
variable
1. |Financing sustainable development
1.1 |- Official Development Assistance (ODA) to developing countries stimulant
2. | The globalization of trade
21 |° imports from developing countries — countries that are on the list of stimulant
" |recipients of development aid according to OECD DAC
3. |Cohesion and efficiency policy
3.1. |- the level of trust in public institutions — government stimulant
3.2.|- the level of trust in public institutions —national parliament stimulant
3.3. |- the level of trust in public institutions — the judiciary and legal system stimulant
3.4. |- the level of trust in public institutions — police stimulant
3.5. |- the level of trust in public institutions — political parties stimulant
3.6. |- the level of trust in public institutions — European Parliament stimulant
3.7.|- the level of trust in public institutions — European Commission stimulant
3.8. |- the level of trust in public institutions — Council of the European Union | stimulant
3.9. |- corruption perception index stimulant
4. | Civil society — openness, participation and active citizenship
4.1. |- turnout in elections to the national parliament stimulant
4.2. |- turnout in elections to the European Parliament stimulant
4.3. |- the percentage of households with broadband Internet access at home stimulant
44l th(_a percentage of people using the Internet in contacts with public stimulant
administration
4.5. |- confidence index stimulant
5. |Equal rights in management
- the share of women in management positions in the total number of| ..
5.1. : . o stimulant
employees in managerial positions
- women's participation in public life — national parliaments in the fourth| .
5.2. o . stimulant
quarter: unicameral or lower houses of parliaments
- women's participation in public life — national parliaments in the fourth| .
5.3. . stimulant
quarter, the upper houses of parliaments
5.4.|- women's participation in public life — local authorities (councillors): total |stimulant
- women's participation in public life — local authorities: mayors or other| ..
5.5. : . . stimulant
leaders in municipal councils
5.6. |- women's participation in public life — local authorities: councillors stimulant

Source: http://wskaznikizrp.stat.gov.pl/ [accessed on 21 December 2016]

The data collected in Tables 1-4 were used to determine the values of Hellwig’s synthetic
measure according to the procedure described in detail in the publication (Zyzewski, Polcyn,
2016). Total values were then calculated as a basis to carry out further stages of the study. Total
values obtained for groups of variables describing individual governances, which were
determined for each of the 28 countries covered by the analysis based on observation conducted
over ten consecutive years, were tested statistically in order to select the optimal version of the
model and method of its estimation. The testing proceeded in the following steps:
1. Choosing between the classical least-squares (CLS) model and the panel data model

A Breusch-Pagan test was first performed. The result of the Breusch-Pagan test was
4.27286e-049. The low value of this statistic suggests that the CLS model should be

rejected. Therefore, individual effects should be introduced.
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Since an individual effect was present in the model covered by the analysis, a fixed effects
estimator or a random effects estimator should be selected. The estimators are selected by
analysing Hausman test results.

2. A panel-data estimator
2.1. A random effects estimator: individual effects are treated as random variables.
The p-value from the Hausman test for random effects is 3.99785e-007. This value suggests
that a random effects estimator should not be used in the analysis (Hausman, 1978;
Hausman, Taylor, 1978).
2.2. A fixed effects estimator is used to estimate the parameters of individual effects models.

The p-value from the Hausman test for random effects is 3.99785e-007. The value of p <0.05
for the Hausman test indicates that a fixed effects estimator should be used in the analysis
(Hausman, 1978; Hausman, Taylor, 1978).

Modelling was performed using software Gretl 2016d.

3. RESULTS AND DISCUSSION

Table 5 shows the successive steps in which the panel data model was improved by estimating
fixed effects. The logarithm of likelihood was adopted as a criterion indicating the improvement
of the model’s explanatory properties and it was assumed that lower values of this measure
pointed to more favourable explanatory properties of the model sought. The logarithm of
likelihood in the model thus obtained was 105.8. This model had the lowest value and so was
considered most preferred. Furthermore, the decreasing values of the Bayesian, Akaike and
Hannan-Quinn information criteria indicate improvement of the explanatory properties of the
model. Therefore, model (5) is the most appropriate model - Table 5 (Schwarz, 1978; Akaike,
1973; Hannan, Quinn, 1979).

Table following on the next page
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overnance’ and fixed effects

Table 5: The results of the estimation of panel data for the dependent variable ‘environmental

Independent variables

Models describing the formation of the dependent variable

1) (2) 3) (4) (5)
const 2.498** | 2.868** | 3.031** | 3.026** | 3.073**
(0.5419) | (0.3456) | (0.3097) | (0.3092) | (0.3072)
Poverty and living conditions 0.4399** | 0.4585** | 0.4671** | 0.4597** | 0.4566**
(0.1514) | (0.1341) | (0.1330) | (0.1233) | (0.1234)
Transport -1.298** | -1.400** | -1.445** | -1.374** | -1.403**
(0.4947) |(0.4785) | (0.4732) | (0.4689) | (0.4688)
Equal rights in management -0.4963** | -0.4700** | -0.4858** | -0.5017** | -0.5058**
(0.2294) | (0.2163) | (0.2144) | (0.2136) | (0.2138)
Demographic changes 0.4570** | 0.4368** | 0.4970** | 0.5226** | 0.5457**
(0.2228) | (0.2177) | (0.2088) | (0.2033) | (0.2027)
Financing sustainable | 1.027** | 0.9628** | 0.9161* | 0.9894** | 1.008**
development (0.5128) | (0.4856) | (0.4830) | (0.4772) | (0.4775)
Employment -0.6039 -0.5761 -0.5136 -0.6639** | -0.6481**
(0.4291) | (0.3767) | (0.3665) | (0.3017) | (0.3018)
Public safety 0.1237 0.1298 0.1342 0.1525
(0.1327) | (0.1248) | (0.1242) | (0.1230)
-0.1709 -0.1703 -0.1828
Access to the labour market (0.1988) | (0.1888) | (0.1861)
Cohesion policy 0.1397 0.1482 0.1415
(0.1660) | (0.1633) | (0.1501)
. 0.1480 0.1340
Public health (0.2037) | (0.1935)
Economic development 0.1504 0.1812
(0.2170) | (0.2047)
. 0.2017
Production patterns (0.3043)
N 0.7542
The globalization of trade (1.319)
. 0.3427
Consumption patterns (0.6831)
Innovativeness ~0.0778
(0.1915)
Civil society 0.0450
(0.1380)
. 0.05876
Education (0.2316)
Additional criteria of model fit
LSDV R? 0.817 0.816 0.816 0.815 0.814
Within R? 0.207 0.203 0.201 0.199 0.194
The logarithm of likelihood -103.42 -104.18 -104.64 -104.94 -105.80
The Bayesian criterion 460.41 428.12 423.40 418.36 408.82
The Akaike criterion 296.84 286.37 285.28 283.87 281.60
The Hannan-Quinn criterion 362.45 343.23 340.68 337.82 332.63
The Durbin—Watson statistic | 1.5668 1.5438 1.5286 1.5350 1.5275
Autocorrelation of residuals — | 0.0762 0.0879 0.0969 0.0940 0.9655

rhol

Source: own study based on modelling software Gretl 2016d
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The value of LSDV R? in model (5) indicates that the model explains about 81% of variation.
It is worth noting that the size of this indicator underwent minor changes in all models taken
into consideration (Table 5). The within-group variance is 0.194. The within-group variance
depends on differences within a group - in this case, differentiation within the time series
studied (Turczak, Zwiech, 2016). The variable ‘poverty and living conditions’ is most
statistically significant in this model: p = 0.0003. An increase in the synthetic measure of
poverty by one unit increases the synthetic measure of environmental governance by 0.4566.
This correlation in combination with the measures of the variables discussed (Tables 1-2) may
indicate that the problem of social inequality is deepening or that goods adversely affecting
environmental governance are used to a lesser extent. The structure of the synthetic measure of
environmental governance indicates that this measure increases with the reduced impact of
adverse factors on environmental governance. Thus, an increase in the value of environmental
governance may indicate a lower use of goods having adverse effects on environmental
governance and the correlated higher levels of poverty. The second scenario assumes the
presence of high-tech goods on the market and their low adverse impact on the environment,
and also a simultaneous increase in poverty levels, which may indicate an increase in social
inequalities. Poverty can be alleviated through the development of tourism, but the development
of this branch of the economy may disturb environmental governance if the principles of
sustainable development are not applied (Medina-Munoz, Gutierrez-Ferez, 2016). Poverty can
be prevented by providing jobs to those at risk of poverty through an increased involvement of
entrepreneurs in the idea of corporate social responsibility (Kao et al, 2016). It is indicated that
two major obstacles to worldwide development are poverty and environmental protection in the
context of sustainable development. The two problems are related to each other and are also
associated with the use of the rule of law (Anjinappa, 2015). An increase in the measure of
transport by one unit reduces the synthetic measure of environmental governance by 1.403.
This figure indicates the well-known adverse effects of transport on environmental governance.
An increase in the synthetic measure describing a group of measures relating to equal rights in
management indicates a decline in the measure of environmental governance by 0.5058. The
high value of this measure certainly requires in-depth research that will confirm or deny this
regularity. An increase in the synthetic measure of demographic changes by one unit increases
the synthetic measure of environmental governance by 0.5457. The analysis of the variables
making up the demographic measure shows that these variables may also indicate the
environment-based quality of life (Table 2). Financing sustainable development can also
favourably affect environmental governance. An increase in the synthetic measure of financial
resources for sustainable development by one unit increases the synthetic measure of
environmental governance by 1.008. The positive direction of this variable’s impact on the
synthetic measure of environmental governance indicates that budgetary resources for
sustainable development are properly allocated; in the present case, these resources were
targeted to so-called developing countries. According to the model presented, this funding
brought good results through the introduction of technology enhancing the growth of the
synthetic measure of environmental governance (Table 5). An increase in the synthetic measure
of employment adversely affects the development of the synthetic measure of environmental
governance. An increase in the synthetic measure of employment by one unit in this model
decreases the synthetic measure of environmental governance by 0.6481. This may be due to
the regularity indicating an increase in the level of unfavourable factors for environmental
governance resulting from the improvement of the economic situation of society: the higher the
employment rate, the higher the purchasing power of consumer goods is. This is in contrast to
the previously discussed role of poverty factors in shaping environmental governance.
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4. CONCLUSIONS

This study made it possible to determine the econometric model describing environmental
governance based on the values of six groups of variables selected from among 17 groups
characterizing social, economic and institutional-political governances. Of course, this does not
mean that the other 11 groups of variables have no effect on the environmental dimension of
sustainable development. However, the model specified in this article indicates correlations
with the greatest impact. The knowledge of these correlations makes it possible to identify the
areas on which efforts should be focused to improve environmental governance. Particular
attention should be paid to the problem of poverty, which may be due to the presence of social
inequality or a lower use of material goods. This is manifested by favourable impacts on
environmental governance, but is not desirable for the economy. This direction of changes in
society should not be supported. We should certainly strive to increase consumption among all
strata of society while maintaining the principles of sustainable development in the area of
environmental governance. The level of employment has a direct correlation with the level of
poverty. This analysis confirms that an increase in the level of employment increases the
purchasing power of consumer goods. The regularity indicating the adverse impact of the level
of employment leads to the conclusion that an increased consumption of goods should be
associated with marketing consumer goods that have low adverse impacts on environmental
governance. This study has confirmed that budgetary spending on sustainable development has
a positive effect on environmental governance. This indicates that the financial support for
countries that are in unfavourable economic situation is justified in terms of the synthetic
measure of environmental governance. The model presented in this paper shows that transport
has an adverse impact on environmental governance. Therefore, the efficiency of transport
should be improved through logistics activities and technological reduction of the harmful
effects exerted by transport on environmental governance. The regularities presented in this
article require further in-depth research on mutual interactions between individual domains of
sustainable development. The aim of such research should be to identify new correlations, the
knowledge of which will facilitate effective stimulation of sustainable development.
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ABSTRACT

The main purpose of this research is to explore the relationship between satisfaction with
tourism services in different stages of a trip and satisfaction with general trip experience. Also
explored is how satisfaction with general trip experience contributes to tourists’ intention to
revisit a tourist destination and to their general life satisfaction. Based on previous research a
questionnaire was prepared and an empirical research was conducted on a purposive sample
of 669 tourists. The results show that respondents are satisfied with all service aspects, but
satisfaction with destination services is somewhat lower than satisfaction with services in other
travel stages (pre-trip, en route, return trip). Satisfaction with travel/tourism services have a
positive but, in terms of magnitude, different influence on satisfaction with general trip
experience depending on different travel phase. Additionally, satisfaction with general trip
experience contributes to revisit intentions and life satisfaction. Originality of this research is
found in providing empirical evidence that is important to invest in service quality in tourism,
especially in services provided at the tourist destination level. Also, this research contributes
to exploring influences from tourism to life satisfaction. This research can serve as a basis for
tourist destination marketing managers as well as travel agencies in developing their tourism
offerings.

Keywords: leisure, life satisfaction, revisit intention, tourism services, travel experience

1. INTRODUCTION

As the tourism industry has been growing rapidly in recent decades, many scientists are
studying the impact of tourism on the quality of life of the tourism community as well as on the
quality of life of tourists. In the focus of this research is the impact of satisfaction with the trip
experience on travellers’ life satisfaction and their behavioural intention to revisit a tourist
destination. Namely, many studies have established that leisure time has a positive and
significant impact on subjective quality of life, i.e. on general life satisfaction (Andrews and
Withey, 1976; Eusebio and Carneiro, 2014). Also, the effect of vacation, as a part of leisure
time, has been investigated by several authors (Dolnicar, Yanamandram and Cliff, 2012; Sirgy,
Kruger, Lee and Yu, 2011). Additionally, Sirgy, Kruger, Lee and Yu (2011) proved the
existence of a spill-over effect of travel trips on all domains of life satisfaction and, in turn, on
overall life satisfaction. At the same time, many scientists have found evidence supporting the
positive impact of satisfaction with travel experience on revisit intention to a specific tourist
destination (Ali, Ryu, and Hussain, 2015; Triantafillidou and Petala, 2015; Baker and
Crompton, 2000; Kim, Woo, and Uysal, 2015), which is particularly important in tourist
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destination management. However, the question that is still not answered is: Which factors
determine tourists’ satisfaction? Since a journey takes place in several phases, does each phase
have the same impact on travellers’ satisfaction with the experienced tourism services? Neal,
Sirgy and Uysal (1999) developed a model to explain the impact of satisfaction with different
aspects of tourism services (satisfaction with pre-trip, en route destination, and return trip
services) on satisfaction with travel/tourism services. Following that study, Neal, Uysal and
Sirgy (2007) confirmed the impact of satisfaction with the service aspects of travel phases on
satisfaction with travel/tourism services, satisfaction with tourism experiences and satisfaction
with leisure life and life in general. However, opposed to previous studies, this study explores
the direct impact of satisfaction with tourism services in different stages of travel on satisfaction
with the general trip experience and its impact on revisit intention and travellers’ life
satisfaction. More specifically, this paper seeks to address three main research questions: (1)
Does satisfaction with tourism services in the various travel phases affect satisfaction with the
general trip experience? If so, which phase of a trip has the greatest impact on travellers’
satisfaction? (2) What is the impact of travellers’ satisfaction with general trip experience on
the revisit intention? (3) What is the impact of travellers’ satisfaction with general trip
experience on travellers’ life satisfaction? The paper is structured as follows. The section
following the introduction focuses on conceptualisation and hypotheses development. Section
3 then explains the methodology employed and section 4 discusses research findings. The last
section of the paper draws conclusions, outlines managerial implications, notes limitations and
suggests further research ideas.

2. CONCEPTUALIZATION AND HYPOTHESIS DEVELOPMENT

2.1. Tourist satisfaction with tourism services and trip experience

Customer satisfaction is a well-researched topic. It is usually defined as the result of a cognitive
process described by the disconfirmation of expectations theory (Bearden and Teel, 1983;
Oliver, 1980). Moreover, Zeithaml and Bitner (2003) define customer satisfaction as a
customer’s evaluation of a product or service in terms of whether that product or service has
met the customer’s needs and expectations. In a tourism context, satisfaction is primarily
defined in relation to pre-travel expectations and post-travel evaluations (Chen and Chen,
2010). Tourists use many services during their travels and accordingly gain a plethora of
different experiences. In a leisure and tourism context, experience is seen as "a subjective
mental state felt by participants” (Otto and Ritchie, 1996, p. 166). It is achieved through active
engagement with travel and tourist participation in the given context of tourism settings, as well
as through the emotional senses of touch and affect (Park and Santos, 2017) during travel.
Numerous factors influence tourism experience. For example, Da Costa Mendes, Do Valle,
Guerreiro and Silva (2010) argue that the combination of inherent factors and associated
satisfaction, in terms of acquired and consumed services during the holistic tourism experience,
determine the overall satisfaction level of tourists. Tourist satisfaction is of great importance to
tourism service providers and to the management of tourism destinations since scholars have
found that tourists’ experiences and their revisit intentions are positively related (Chang,
Backman and Chih Huang, 2014). Satisfaction with different aspects of services during travel
has a significant role in determining overall satisfaction with travel/tourism services (Neal,
Uysal and Sirgy, 2007). Moreover, satisfaction with travel/tourism services is derived from
satisfaction with the different service aspects of travel/tourism phases, that is, pre-trip services,
en route services, destination services and return-trip services (Neal, Sirgy and Uysal, 2004).
Hence, it is likely that general travel satisfaction can be influenced by satisfaction with diverse
services experienced by tourists in different travel phases. Therefore, we propose: H1.:
Satisfaction with travel/tourism services related to the (a) pre-trip affects satisfaction, (b) en
route trip, (c) destination site, (d) return trip, affects satisfaction with the general trip experience.
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2.2. Revisit intention

Numerous studies show that tourist experience satisfaction influences post travel behaviour and
intention to revisit the same tourist destination (Um and Crompton, 1990; Baker and Crompton,
2000; Oppermann, 2000; Chen and Tsai, 2007; Chi and Qu, 2008; Kim, Ritchie and
McCormick, 2012; Tsai, 2016; Barnes, Mattsson and Serensen, 2016; Agapito, Pinto and
Mendes, 2017; Zhang, Wu and Buhalis, 2018). Previous studies have examined the effect of
memorable tourism experiences on behaviour intention, loyalty and revisit intention in different
contexts. Chen and Tsai (2007) argue that experience quality has a direct influence on
satisfaction and behavioural intentions. Following from that, memorable tourism experiences
are found to be the key element for destination competitiveness and the main reason for future
destination choices. A destination’s ability to provide memorable tourism experiences
positively enhances the probability of tourist revisits to that destination (Oppermann, 2000).
Similarly, Tsai’s (2016) research indicates that memorable tourism experiences have a direct
as well as indirect effect on tourists’ behavioural intentions. Experiences that are longer
remembered, that is, experiences that create long-lasting memories for tourists, have the
strongest impact on revisit intentions (Barnes, Mattsson and Sgrensen 2016). Kim, Ritchie and
McCormick (2012) developed one of the most recognized memorable tourism experience scales
based on seven dimensions: hedonism, refreshment, local culture, meaningfulness, knowledge,
involvement and novelty. They pointed out that the memorable experiential components of
involvement, hedonism and local culture positively affect behavioural intentions to revisit the
same destination. Zhang, Wu and Buhalis (2018) used the seven-dimension scale of Kim,
Ritchie and McCormick (2012) in their study and provide additional evidence to support the
claim that memorable tourism experience is a very important factor that influences revisit
intention to the destination among international tourists. In their research, Zhang, Wu and
Buhalis (2018) approach revisit intention as revisit propensity, revisit willingness and revisit
probability in the near future, similar to many other studies (e.g. Hung, Lee and Huang, 2014;
Wang and Wu, 2011) that include both affective and behavioural elements. Researchers argue
that a memorable tourism experience is the best predictor of future destination choices. Only
those destinations that provide memorable tourism experiences to tourists can attract a greater
number of repeat-visit tourists. According to these arguments, we posit: H2: Satisfaction with
trip experience has a positive effect on revisit intention.

2.3. Life satisfaction

The concept of life satisfaction has been in the focus of researchers for a long time. It refers to
the degree to which a person positively evaluates the overall quality of life (Veenhoven, 1996).
Life satisfaction is part of the wider concept of subjective well-being, which includes life
satisfaction as a cognitive component, along with positive and negative feelings as affective
components. This involves judging the fulfilment of one's needs, goals and desires (Sirgy, 2012,
pp. 13). There are many life domains in which quality of life can be experienced (Andrews and
Withey 1976; Cummins, 1996). Several scholars have established that leisure time has a
positive and significant impact on subjective quality of life, i.e. on general life satisfaction
(Andrews and Withey, 1976; Eusebio and Carneiro, 2014). The influence of vacationing, as a
significant component of leisure time, has also been investigated by different authors (Dolnicar,
Yanamandram and CIiff, 2012; Sirgy, Kruger, Lee and Yu, 2011), and many of them have
confirmed the role of tourism in improving the quality of life of tourists and life satisfaction in
general (Kim, Woo and Uysal, 2015; Moscardo, 2009; Neal, Uysal and Sirgy, 2007; Neal, Sirgy
and Uysal, 2004). Furthermore, Sirgy, Kruger, Lee and Yu (2011) showed that positive and
negative memories generated from the most recent trip do not contribute only to overall
satisfaction in leisure life but also to satisfaction in other life domains, such as, among many
different aspects, social life, family life, love life, work life, health and safety, and travel life.
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Also, they showed that leisure travel makes a significant contribution to tourists’ life
satisfaction. Further, Kim, Woo and Uysal (2015) revealed that satisfaction with travel
experience is a significant predictor of quality of life. Accordingly, we can argue that life
satisfaction can also be influenced by trip experience. Hence, we propose: H3: Satisfaction with
trip experience has a positive effect on life satisfaction. Figure 1 illustrates a conceptual model
based on the previously stated hypotheses.

Satisfaction with
travel/tourism services:
e  Pre-trip Satisfaction with

e Enroute general trip

Revisit intention
e Destination site experience

e Return trip a3 Life satisfaction

Figure 1: Conceptual model (The authors)

3. METHODOLOGY

This study takes a quantitative approach to measuring tourists’ perceptions toward satisfaction
with tourism services related to different phases of the trip, satisfaction with the general trip
experience, revisit intention and travellers' life satisfaction. The survey method was applied to
collect data. A paper-and-pencil questionnaire was designed using previously established
scales. In addition to demographic questions and those concerning the behaviour of tourists, the
questionnaire included constructs which were measured by items taken from the existing
literature. Satisfaction with travel/tourism services relating to different stages of the trip was
measured using twelve items taken from a study by Neal, Uysal and Sirgy (2007) and referred
to pre-trip services, en route services, destination services and return-trip services. Three
statements borrowed from Neal, Uysal and Sirgy (2007) were used to measure the respondents’
satisfaction with the general trip experience. The construct revisit intention was measured using
four items taken from Kim, Woo and Uysal (2015). Furthermore, four statements that measure
the travellers’ life satisfaction were based on existing literature (Kim, Woo and Uysal, 2015;
Sirgy, Kruger, Lee and Yu, 2011). All items were measured on a five-point Likert-type scale,
ranging from “strongly disagree” to “strongly agree”. The questionnaire was created in English
and translated into Croatian. The research was conducted in January 2016. A purposive sample
was used. The initial number of questionnaires was 1000. A total of 669 valid questionnaires
were collected, accounting for 66.9% of the distributed questionnaires. Data processing and
analysis applied univariate and multivariate statistical methods in SPSS ver 25. Results of the
research are presented below.

4. FINDINGS

4.1. Sample characteristics

The socio-demographic structure of the sample is shown in Table 1. The majority of the
respondents are females (67%) from 21 to 25 years of age (48.9%). Most of them are students
(42.6%) or employees (41.4%) with income from 5000 to 10000 HRK (approx. 666-1333 EUR)
(40.2%). Almost half of the respondents (45.5%) have secondary school qualifications and they
mostly live in a family of four members (43.8%).

Table following on the next page

125



41st International Scientific Conference on Economic and Social Development — Belgrade, 23-24 May 2019

Table 1: Socio-demographic profile of respondents (n=669) (Research results)

Characteristics Respondents
Frequency | Percentage

Gender
Male 221 33.0
Female 448 67.0
Age
1820 54 8.1
21-25 327 48.9
26 —30 67 10.0
31-35 45 6.7
36 —40 25 3.7
41 and more 151 22.6
Occupation
Employed 277 41.4
Entrepreneur 36 5.4
Unemployed 71 10.6
Student 285 42.6
Level of education
Primary school 9 1.3
Secondary school 311 46.5
College 268 40.2
University 75 11.2
Masters 5 0.7
Doctorate 1 0.1
Family members
one 21 3.1
two 63 9.4
three 125 18.7
four 293 43.8
Five or more 167 25.0
Income (HRK)
Up to 3500 (466 EUR) 32 4.8
3501 — 5000 (467-666 EUR) 136 20.3
5001 — 10000 (667-1333 EUR) 269 40.2
10001 — 15000 (1334-2000 EUR) 165 24.7
above 15000 (2001 EUR) 63 9.4
Unknown 4 0.6

The study also provided some additional information on the travel behaviour of respondents.
The results are illustrated in Table 2.

Table following on the next page
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Table 2: Travel behaviour of respondents (n=669) (Research results)

Respondents
Description Frequency \ Percentage
Travel duration
2 days 133 19.9
3-7 days 380 56.8
8 or more days 156 23.3
Type of travel
City travel in Croatia 80 12.0
City travel abroad 156 23.3
Touring vacation 102 15.2
Outdoors vacation 23 3.4
Sun and sea vacation 163 24.4
Skiing and winter vacations 19 2.8
Cruise 13 1.9
Visiting friends and relatives 60 9.0
Business travel 29 4.3
Other 24 3.7
Accompanying person
Alone 58 8.7
Family 149 22.3
Partner 182 27.2
Friends 184 27.5
Organized group (tour, church, school, etc.) 77 115
Other 19 2.8
Frequency of travel
Once a month or more 27 4.0
Once in three months 91 13.6
Twice a year 215 321
Once a year 252 37.7
Less than once a year 84 12.6
Information sources

Through a travel agency 53 7.9
Through other travel organizers (schools,

o 60 9.0
associations...)
Radio or TV 8 1.2
Press 8 1.2
Internet 168 25.1
Social networks 15 2.2
Personal contact (friends or relatives) 232 34.7
Previous experience 113 16.9
Other 12 1.8

The respondents who completed the questionnaire usually choose the sun and see vacation
(24.4%) or city travel abroad (23.3%) and touring vacation (15.2%). They mostly stay in the
destination from 3 to 7 nights (56.8%). In most of the cases the respondents travelled with
friends (27.5%) or a partner (27.2%). The frequency of their travel is once (37.7%) or twice
(32.1%) a year and they mostly use information from personal contacts (34.7%). After
analysing the sample structure, the respondents’ answers were analysed using descriptive
statistics. Also, the sample was checked for reliability using Cronbach’s alpha. Results are
presented in Table 3.
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Table 3: Descriptive statistics and reliability analysis (Research results)

No. | Construct / Item Mean SD Cronbach alpha
SATISFACTION WITH TRAVEL/TOURISM SERVICES
RELATED TO THE PRE-TRIP 4.0211 0.71454 0.68
I was satisfied with the quality of service provided by
1. | travel and tourism professionals (e.g. travel agents, ticket 3.943 0.9273
agents, hotel reservation clerks) while planning the trip.
5 I\/!akmg trav_el and accommodation arrangements for this 4328 0.8321
trip was basically problem-free
The cost of the services provided by travel and tourism
3. | professionals in helping me with the travel logistics was 3.797 0.9852
reasonable and well worth it.
SATISFACTION WITH TRAVEL/TOURISM SERVICES
RELATED TO THE EN ROUTE TRIP 4.2445 0.64932 0.62
4 | was pleased W|th_ the _quallty of the services provided in 4144 0.8787
transit to the vacation site.
5 :‘\r/le); travels to the vacation site were basically problem- 4417 0.8786
6 The cost of_travel to the vacation site was reasonable and 4168 0.8261
well worth it.
SATISFACTION WITH TRAVEL/TOURISM SERVICES
AT THE DESTINATION SITE 3.9833 0.69413 0.73
7 Tourism services at the yacatlon 5|t_e were of high quality. 3.951 0.8646
These services made a richer experience for me.
Tourism services provided at the vacation site were
8. basically problem-free. 4.161 0.8212
9 The cost of tourism services at the vacation site was 3.828 0.9068
reasonable and well worth it.
SATISFACTION WITH TRAVEL/TOURISM SERVICES
RELATED TO THE RETURN TRIP 41714 0.67272 0.71
I was satisfied with the quality of the services provided by
10 | those who assisted me on the way home (e.g. bus drivers, 4.043 0.8639
ticket agents).
11 | My return travels were basically problem-free. 4.364 0.8418
12 The cost of travel home fro_m the vacation site was 4106 0.8257
reasonable and well worth it.
SATISFACTION WITH THE GENERAL TRIP
EXPERIENCE 4.4219 0.68933 0.84
13, All in all, | feel that thls_ trlp has enriched my life. | am 4446 0.7869
really glad | went on this trip.
14, On. this tn_p | accompll_shed the purpose of the vacation. 4466 0.7880
This experience has enriched me in some ways.
This trip was rewarding to me in many ways. | feel much
15 better about things and myself after this trip. 4.347 0.8080
REVISIT INTENTION 4.3641 0.74880 0.84
16. | I would like to recommend others to visit this destination. 4.490 0.8090
17. | Revisiting the destination would be worthwhile. 4.451 0.8597
18. | I will revisit the destination. 4.202 1.0058
19. | I would like to stay more days in the destination. 4.316 0.9503
LIFE SATISFACTION 4.0839 0.73058 0.85
20 | Overall | felt happy upon my return from that trip. 4.398 0.8227
21 My satlsfaqtlon with life in general was increased shortly 4022 0.9553
after that trip.
29 Overall, th_ls trip was memorable, having enriched my 3.868 0.9928
quality of life.
23. | Overall, | felt happy upon my return from that trip 3.937 0.9927
24. | 1 am generally happy with my life 4.179 0.8534
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Research results in the above table indicate that all constructs are reliable and satisfactory
(Taber, 2018), having Cronbach alpha coefficients between 0.62 and 0.85. Also, the constructs’
average values are above 3.98, indicating that respondents on average positively evaluate their
satisfaction with travel/tourism services, satisfaction with the general trip experience, revisit
intention and life satisfaction. Multiple regression analysis was performed to answer the posited
research questions concerning how, and to what extent, satisfaction with tourism services in
various trip stages affects satisfaction with general trip experience. In this analysis satisfaction
with general trip experience is used as a dependent variable, and the Enter method was used for
entering independent variables into the multiple regression analysis. Results are presented in
Table 4.

Table 4: Multiple regression analysis for variables predicting satisfaction with general trip
experience (Research results)

Independent variables b SE Beta t Sig.

Constant 1.654 0.176 9.413 0.000
Pre-trip services 0.095 0.041 0.098 2.331 0.020
En route services 0.095 0.049 0.089 1.928 0.054
Destination services 0.326 0.041 0.324 7.945 0.000
Return-trip services 0.161 0.046 0.156 3.480 0.001

R? = 0.545; Adjusted R? = 0.297; Standard error = 0.583; F ratio = 67.714 (p<0.000)

As evident, satisfaction with travel/tourism services in the various stages of travel was
statistically significant in estimating satisfaction with the general trip experience and explained
atotal of 54.5 % variance of tourist satisfaction (R?=0.545) with general trip experience. Among
four independent variables, three significantly influenced satisfaction with the general trip
experience of tourists, whereby destination services (B=0.324, p=0.000) had the most
significant impact. The impact of pre-trip services (=0.098, p=0.020) and return-trip services
(B=0.156, p=0.001) on satisfaction is minor, while the impact of en route services is very small
and marginally significant ($=0.089, p=0.054). To examine whether there is a connection
between satisfaction with the general trip experience and revisit intention, and between
satisfaction with the general trip experience and life satisfaction, we carried out a correlation
analysis by applying Pearson's correlation coefficient.

Table 5: Correlation coefficients (Research results)

Satisfaction with trip Revisit intention Life satisfaction
experience
Satisfaction with trip experience 1 0.614* 0.671*
Revisit intention 1 0.584*
Life satisfaction 1

*Correlation is significant at the 0.01 level (two-tailed).

A positive correlation was observed (r=0.61, p=0.000) between the variables satisfaction with
the general trip experience and revisit intention. Also, a positive correlation was established
between the variables satisfaction with the general trip experience and travellers’ life
satisfaction (r=0.67, p=0.000).

5. CONCLUSION

Our research contributes to exploring the relationship between satisfaction with tourism
services in different stages of trip and satisfaction with general trip experience. Furthermore, it
also explores how satisfaction with general trip experience contributes to tourists’ intention to
revisit a tourist destination and to general life satisfaction. Research results indicate that
respondents are satisfied with all service aspects, but it can be noted that satisfaction with
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destination services is somewhat lower than satisfaction with services in other travel stages
(pre-trip, en route, return trip). This is probably due to the fact that tourists, when selecting a
travel destination, have high expectations relating to the destination's offering and future
experiences in that chosen destination. Satisfaction with travel/tourism services in a destination
has the highest influence on satisfaction with general trip experience. This is reasonable as the
majority of travel experience is gained and encountered in this phase. Similar results were
obtained by Ré&ikkdnen and Honkanen (2013) who found that tour operator services at the
destination and accommodation services explain the success of a vacation experience. Also,
while staying at a destination, tourists will be largely influenced by their contact with tourism
service providers and by the services they receive (Su, Huang and Chen, 2015). Our research
also proved that satisfaction with general trip experience is positively related with revisit
intention, similar as in previous research (Chang, Backman and Chih Huang, 2014; Da Costa
Mendes, Do Valle, Guerreiro, & Silva, 2010). Additionally, satisfaction with general trip
experience is positively related to life satisfaction, which is also consistent with previous
research (Neal, Sirgy and Uysal, 1999; Neal, Uysal and Sirgy, 2007). This paper contributes to
the research stream related to exploring the influence of tourist experience on life satisfaction
and on intention to revisit a specific destination. It contributes by providing quantitative
evidence to tourism managers concerning the importance of investing in service quality in
tourism, especially in services provided at the tourist destination level. This is underscored by
research findings indicating that the intention to revisit a destination is more likely in satisfied
tourists. If we take into account that tourists, when selecting a destination to visit, are
influenced by friends, relatives and acquaintances, we can easily conclude that it is of the utmost
importance to invest in service quality in a specific destination as well as to deliver value to
tourists during their stay in that destination. The limitations of this paper are related to the
mostly female sample and to the great number of young tourists, but this could be resolved by
including older respondents in further research. Also, further research could focus on
comparing satisfaction with travel/tourism services among different tourist segments based on
demographic characteristics, length of stay or travel motivation. Hence, managers in
destinations should focus on providing better tourist experiences by developing service quality
related to the tourism offering in a tourist destination, as this contributes not only to satisfaction
with general trip experience but also to revisit intention and life satisfaction.
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ABSTRACT

Significant discrepancies between populations in the smallest and in the largest member state
of the European Union resulted in the departure from the principle of proportional allocation
for the sake of the so-called degressively proportional allocation, which ensures each member
of the community a fair parliamentary representation. Nevertheless, there is a problem in
practically applying this principle, i.e. there are no unique indications as regards the actual
allocation. The conditions specifying degressive proportionality determine the entire set of
feasible solutions, that contains typically many elements. The selection of one solution in the
case of a given allocation is always an arbitrary decision. The paper puts forward an objective
and natural manner of indicating one degressively proportional solution, that can be applied
in all problems of integer distribution. The main idea consists in defining an ordering relation
which generates entitlements in a set of all feasible solutions, and then in seeking for maximal
elements of this relation. It turns out that the mentioned order is consistent with a degressively
proportional function of priority, which can uniquely point to a concrete, desired allocation.
This type of fair distribution modeling is known as one of viable approaches to solving a
problem of integer proportional distribution of gains and burdens. As a result, the proposed
algorithms of allocation can be seen as efforts to modify some known and practically tested
methods of proportional apportionment, and then to implement them in the problem of
degressively proportional allocation.

Keywords: allocation, priority, rounded degressive proportionality, transfer order

1. INTRODUCTION

The majority of aspects of modern societies are related to a problem of allocating benefits and
obligations. Businesses, communities, government entities and international organizations have
to make decisions regarding the methods of distribution. In most of cases the allocation depends
on the values of agents participating in division, the so-called claims. The values are typically
expressed numerically, but their interpretation can be essentially diverse. When dividing a
firm’s profit, it is for example the number of shares held; when electing a social representation,
it is the population of respective constituencies; while in case of shared cost of investment — the
degree of its use by individual investors. The two natural and commonly applied methods of
allocation are equal and proportional divisions, when agents are respectively allocated the same
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number of goods or burdens corresponding to the share of the agent’s entitlement in total
entitlements of all agents participating in allocation. Nevertheless, there are cases when the
classic rules are deliberately violated. Usually these cases are provoked by the significant
variation in values of agents. As a result, the equal division is not approved, while the
proportional rule results either in the marginalization of the share in the allocated goods of the
least privileged agents or in the excessive share in obligations allocated to agents with the
largest entitlements. Therefore, some intermediate solutions are sought after, in order to ensure
common gains, approved by all participating agents. One of such solutions is a degressively
proportional distribution. The degressively proportional distribution allocates goods (or
obligations, henceforth called goods) among all agents participating in the division depending on
their claims, so that the agents with larger entitlements are allocated a number of goods greater
or equal to a number allocated to the agents with smaller entitlements, simultaneously subject to
some limit, i.e. the relation of the number of allocated goods to the value of claims of more
privileged agents cannot exceed this relation for less privileged agents. Therefore, compared to a
proportional allocation, less privileged agents are favored by the degressively proportional
allocation, as they are allocated more goods than in case of a proportional allocation. Formally
this can be written that if claims are defined by the sequence P = (pq, P, ..., Pn), Where 0 <
p1 < py < -+ < py, then the sequence of nonnegative values S = (s4, S5, ..., S,) ISa degressively
proportional allocation with respect to the sequence P when

(1) forevery 1<i<n, §;<S,,.

(2) forevery 1<i<n, P P
s S

i i+1

Most generally, we assume that the sequence S has nonnegative values. We deal in this paper
only with degressively proportional allocations of indivisible goods, therefore we additionally
assume that the terms of the sequence S are integers. The total number, denoted by H, of goods
to be allocated is obviously predetermined, and the numbers: m — minimal and M — maximal
number of goods obtainable by agents, respectively, with minimal and maximal claims are also
fixed. In other words, the following conditions must furthermore be met:

(3) sy =mands, =M

4)s;+s,++s, =H,
called the boundary conditions of allocation.

As research into degressively proportional integer allocation progressed, the two lines have
emerged: investigating the rounded degressive proportionality or RDP (Maciuk, 2011; Florek,
2012; Serafini, 2012; Lyko, J. and Rudek, 2013; Pukelsheim, 2014), and the unrounded
degressive proportionality or UDP (Ramirez-Gonzalez, 2010; Pukelsheim, 2010; Grimmett et al,
2011; Stomczynski and Zyczkowski, 2012; Dniestrzanski, 2014; Cegietka et al, 2016; Grimmett
et al, 2017). They differ as regards meeting the condition (2): under RDP the sequence S must

satisfy (2), while under the UDP it has not, as it suffices that the inequalities % < % hold for a
L i+1

certain sequence R = (1,13, ..., 1,), Where the sequence S is the rounding of R. This paper deals

with the rounded degressive proportionality, therefore we seek for solutions from the set

DP(P,m, M, H) of all sequences S = (sy, S5, ..., S,) With integer terms satisfying the conditions

(1)—(4). The set DP(P,m,M,H) can be empty for certain P, H, m, M and then there is no

allocation that is degressively proportional with respect to the sequence of claims P.

134



41st International Scientific Conference on Economic and Social Development — Belgrade, 23-24 May 2019

However, generally, under properly fixed boundary conditions, the cardinality of the set
DP(P,m, M, H) is big, and the problem of how to pick up one out of many elements emerges.
As a result, it is not possible to point to a specific allocation in a unique way, without agreeing
to optional, additional conditions. Assuming that the degressive proportionality is a necessary
replacement of classical, Aristotelian rule of proportional allocation, one can accept that the
proposed allocation should best represent the proportionality of agents’ entitlements. As a
consequence, such allocation should be sought after in the set DP(P,m, M, H), that is nearest
to the proportional division, i.e. the degression of the allocation should exclusively result from
specifically determined boundary conditions (3) and (4). At this point, one has to answer the
question regarding the allocation nearest to the proportional division. Lyko and Rudek (2013)
put forward one interpretation using a metric approach to indicate such a sequence S that
minimizes a Pythagorean distance from a line representing the proportional distribution, as a
recommended solution. In this paper, the idea of selecting a degressively proportional sequence
that is nearest to a proportional allocation will be presented using a properly defined relation of
order on the set DP(P,m, M, H), and also a relation of priority for each agent to be allocated
subsequent units of a good.

2. TRANSFER ORDER ALLOCATION

The boundary conditions, indispensable elements of RDP, significantly affect the possibility of
reaching the allocation that is almost proportional. All potential RDP allocations can be distant
from allocations which could be called proportional. The greater the difference between the
proportion M /m i.e. the ratio of the maximal and the minimal number of goods that can be
allocated to agents, and the ratio of the maximal and the minimal value of agents, the more distant
any RDP allocation from proportionality. For instance, in case of the European Parliament (EP),
with populations of member states determining the allocation of mandates, the ratio of the
population of the largest (Germany) and the smallest state (Malta) equals about 197, while the
ratio M/m = 96/6 = 16.

The set DP(P, m, M, H) of all RDP allocations, subject to boundary conditions, can be written in
the form
DP(P,m,M,H) =

{S = (51,52, ., Sp)EN"m =5, < -+ < s, = M,% <. < Z—”, risi= H}.
1 n

The number of elements of the set DP(P, m, M, H) is always finite, yet it can be arbitrarily large.
When the set DP(P, m, M, H) is empty, we state that an RDP allocation subject to given boundary
conditions does not exist. Otherwise, one element of the set DP(P, m, M, H) will be identified
that can be considered the nearest to proportional, subject to given boundary conditions. Cegietka
et al. (2016) defined the terms of positive transfers and a positive transfer relation:

Definition 1 (TR,). The set of positive transfers is defined as follows:

n k
TR, = {(tl,tz, ...,tn)eZn:z t; = O,Z t;<0fork=1,2, ,n}
=1 i=1

i
whereas its elements are called transfers.

Definition 2 (relation <zg,). A positive transfer relation on a nonempty set DP (P, m, M, H) is
called a relation <7, such that

S STR+ S*e 3T € TR_l_,S* =S5+4T.
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The property Zti =0 (in definition 1) ensures that the vectors S and S” (in definition 2) have
i=1
equal sums of terms, i.e. they represent the allocations of the same number of goods. The property

k
Zti < 0 regards the direction of a transfer — from smaller to greater agents. It follows from the
i=1
definition of RDP that the deficits of goods allocated to agents (following a degressively
proportional division) is not reduced as their sizes increase. Thus the transfer of goods in this
direction is justified if we want to reach the allocation as close to proportionality as possible.
Hereafter instead of a positive transfer relation we shall briefly call it a transfer relation. Cegietka
et al. (2016) proved the theorems with consequences that a relation <rg, is a partial order and is
not a linear order. A partially ordered set (poset) DP (P, m, M, H) with a relation <rp, will be
denoted by (DP(P, m,M,H), STR+)- Arelation <rp, orders the set of degressively proportional
allocations. If the relation S <rp, S* holds, we guess that the allocation S* is nearer to the
proportional allocation then the allocation S. The statement that a poset (DP(P, m,M,H), STR+)

is not linearly ordered implies that in some cases degressively proportional allocations can be
incomparable. In that case the relation <, does not indicate which of the incomparable

allocations is closest to the proportional allocations. This can raise doubts as to practical worth of
the relation <r, . The ambiguity problem can be overcome if we suitably modify a method with
a priority function that is applied in case of proportional allocations. This approach also allows to
reach a desired allocation using a simple and transparent algorithm.

3. DEGRESSIVELY PROPORTIONAL PRIORITY

The allocation using a fixed priority is conducted as follows. The successive units out of the total
of H goods are allocated to agents with the maximal entitlements to another unit of the good at
the given stage of division. The methods using the concept of priority in proportional allocation
assign the respective units of the good in a sequential way, one at a time, until the supply of H is
depleted, whereas a priority to obtain another unit of the good is defined in a number of ways.
Conventional, practically applied methods imply, for example, that a priority is the ratio of
entitlements and the number of units of the good already assigned at the given stage of allocation.
Hence, at each stage of a different agent can be prioritized to get another unit of the good. The
degressive proportional allocation generates divisions satisfying the conditions (1)—(4) which
favor smaller agents at the expense of greater agents, compared to proportional allocation. With
this in mind, if we want to get the allocation that is nearest to proportional division, we define a
priority as follows: at each stage of division, a greater agent has got a higher priority to be assigned
another unit of the good than a smaller agent. The sequential, single distributing of goods in
proportional allocation makes it possible to accomplish the division for any sequence of
entitlements P and for any positive number H. It is because one does not expect here that the
principle of proportionality should be satisfied, and thus, even if a particular allocation at each
stage is often considered proportional, it is not proportional in a strict sense. The case of
degressively proportional divisions is different. Assigning just one unit of the good can result in
the violation of conditions (1)—(2). Even if it happens only at one stage, the generated division
will not be degressively proportional, for example, when this is the last unit of the allotted good.
In order to avoid it, one should modify the standard method. The modified method will be called
Modified Priority Allocation (MPA). At the first step, an agent p,, is assigned b,, = M units of
the good, and each following agent gets a minimum number b; of units, subject to conditions (1)—

).
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The allocation B = (b4, by, ..., by,) is called a base division (Maciuk 2011; Lyko, Maciuk 2016),
and is generated according to the recursive relationship given by the formula:

- Pi o < ]
(5) b; = max {m, [r)m sl+1]},f0rl <j
beginning from j = n, whereas b; = M.

As can be easily seen, a base division is independent from a given priority of assigning successive
units of the good. If it is not possible to be accomplished, it means that the total number H of units
is either too small or too big so as to achieve a degressively proportional division subject to
conditions (3) and (4). In other words, given the boundary conditions, the set DP(P,m, M, H) is
empty. In the case when all units are distributed in the first step, the division is completed, if not,
in the next step, the unit of good is allocated to the agent with the highest priority at that moment.
This step ends when the allocation received in this way fulfills the conditions (1) - (3). Otherwise,
one unit will be allocated (not exceeding, of course, the number of goods to be allocated H) to the
agents of the next, greatest at a given step of division, priorities until the conditions (1) - ( 3) are
met for the first time. If this is not possible, the procedure should be repeated starting assigning
units of good in this step from the agent whose priority is the next in order. This procedure
continues until all goods are distributed. This iterative procedure of allocation ensures that at each
step the generated allocation satisfies the conditions (1)—(2).

The condition (4) does not have to be satisfied. In addition, one can show the examples of such
values P,m, M and H, that H goods cannot be allocated in this way. It suffices to consider such

P that % < m and m # M, because then, on one hand, each agent has to get the same
l

number of goods, while on the other hand, the smallest agent and the greatest agent have to get

unequal numbers of goods. In such a case however, DP(P, H,m, M) is an empty set, and such

allocation does not exist at all. Moreover, one can prove that the allocation indicated by the MPA
is the maximal element of the set DP (P, H, m, M) ordered by the relation <, .

Theorem: Given Z22P% < 1 and nonempty set DP (P, H, m, M), the allocation generated by the

MPA algorithm is a maximal element of the poset (DP(P, m, M, H), STR+).

Proof: It is known that the allocation generated at each step of the MPA procedure satisfies the
condition (2). Because the priority generating function is defined by the formula £ (i, j) = % then
each subsequent step begins by transferring one unit of the good to the agent with the greater

number i and s; < M at this moment of allocation, because due to the condition (2) this agent has
the highest priority among such agents.

Suppose a contrario that the allocation S¢ = (sf, s, ..., s%) generated by the MPA procedure is
not a maximal element of the poset (DP(P, m, M, H),STR+). Then there exists such S? =

(s?,s?,...,st) € DP(P,m, M, H) and such nonzero positive transfer T, that S® = S% + T. Let
k = max{i:s? > sf}. Then sp > s and sf = s for L < k. Thus X7, s? > YL s =H - a
contradiction, because S € DP(P,m, M, H).
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4. CASE STUDY

Table 1: Base allocation and next iterations creating MPA (own elaboration)

State Pop! o Next iterations %
v e s o N0 oBERBERSSE B

DE 82064 96 96 96
FR 6666278 786 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 95

IT 6130673 72 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 88

ES 4643856 55 1 1 1 1 1 1 1 1 1 1 1 1 67

PL 3796751 45 1 1 1 1 1 1 1 1 1 1 55

RO 19760 32 24 1 1 1 1 1 29
NL 1723528 21 1 1 1 1 1 26

BE 11290 21 14 1 1 1 1 18

EL 10794 21 14 1 1 1 1 18

CZ 10446 21 14 1 1 1 1 18

PT 1034121 14 1 1 1 1 18

SE 9998 21 14 1 1 1 1 18

HU 9830 21 14 1 1 1 1 18
AT 8712 19 13 1 1 1 16
BG 7154 17 11 1 1 1 14
DK 570114 9 1 1 1 12
Fl 5465 14 9 1 1 1 12

SK 5408 14 9 1 1 1 12
IE 4664 13 8 1 1 1 11

CR 4191 12 8 1 1 10
LT 2889 11 6 1 7

SI 2064 8 6 6

LV 1969 8 6 6

EE 1316 6 6 6

CY 848 6 6 6
LU 576 6 6 6

ML 434 6 6 6
Total 44553% % N N~ I R R N - L - S I ST N %

Table 1 presents the construction of the MPA method, considering the respective iterations,
applied to allocate the seats in the European Parliament among 27 member states (excluding the
United Kingdom — see firs column), based on claims determined by populations of these
countries, subject to conditions imposed by the Treaty of Lisbon (m > 6,M < 96,H < 751)
(Treaty of Lisbon). According to the practice adopted in such procedures, we assume the variation
of the numbers of seats as big as possible, i.e. m =6 and M = 96. Besides, political discourse
points out that keeping the number of seats in the European Parliament negotiated in former terms
should be considered valuable (Gualtieri, Trzaskowski 2013). As a result, the total number of
allocated seats was assumed to equal H = 694, because it is the smallest number of seats, on one
hand, enabling to accomplish a degressively proportional allocation, and on the other hand, to
assign the number of seats to each member state at least the same as in the 2014-2019 term.
Therefore, the solution fulfills the provisions of the Treaty of Lisbon, and respects the political

! Population in thousand, source: EU, Euroatom (2016).
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status quo. The construction of allocations for other values of H is analogous. Column 3 in table
1 presents a degressively proportional division securing the number of seats for each member
state that is at least the same as in the previous term. The following columns include the respective
steps of the MPA procedure. In step 1, a base division according to the formula (5) is generated,
and 584 seats are distributed in this way. In step 2, after finding the base division, one mandate is
assigned to France, and the condition (2) is checked. Because (2) is not satisfied by the pair
France—Italy, one mandate has to be assigned to Italy as well. After iteratively testing whether the
condition (2) holds, it turns out that likewise one mandate should be given to Spain, and then, to
Poland. At this point, the condition (2) holds, thus concluding step 2 of the procedure. In next
step, analogously as before, additional mandates are distributed to all countries, so as to meet the
conditions (1)—(3), beginning with France, down to Lithuania, inclusively. These steps are
repeated until all mandates are distributed. In the example of generating the composition of the
European Parliament, the MPA procedure involves 18 steps. It is worth noting that at each step,
France gets always the first mandate, except the first one, because Germany cannot be assigned
more seats in agreement with condition (3). Thus, in spite of the highest priority enjoyed by
Germany, it is France, whose priority is ranked second, that gets the first one of mandates
allocated at each step. It does not mean however, that this will proceed until France possibly gets
a maximum of 96 mandates. It suffices to notice that if 695 seats were available for distribution,
assigning a consecutive mandate to France at a subsequent, 19" step of the procedure would result
in necessity to assign likewise one mandate to Italy, Spain, Poland, Romania and the Netherlands.
Considering however that in case of 695 seats, the conditions (1)—(3) cannot possibly hold, this
mandate would have to be assigned to the Netherlands.

5. CONCLUSION

In this paper we presented a unique manner of selecting a degressively proportional, integer
allocation subject to given boundary conditions. Uniqueness has been achieved owing to
additional, quite natural postulate that solutions possibly nearest to a proportional division are
sought after. Giving preference to larger agents in this way can be justified by the fact that the
introduction of a boundary condition M disadvantages those agents above all and they are greatest
losers compared to proportional division. The relation of transfer order defined on the set
DP(P,H, m, M) reflects this idea. Its maximal elements are allocations which give the greatest
number of goods to the agents with largest claims. The ‘greatest’ of course means subject to
conditions (1)—(4). The manner in which maximal elements are determined is not quite
transparent. The search of the entire set DP (P, H,m, M) is required. In many cases, especially in
general election applications, this can discourage the users in practice. Political solutions affecting
the widest spectra of recipients must be comprehensible for them and testable. Conventional,
proportional, priority based methods of goods allocation can be generalized in this way so as to
be able to apply them in the case of degressively proportional allocation. It turns out that the
mentioned relation of order is compatible with a properly defined relation of priority. It means
that the allocation generated by the priority based algorithm is also a maximal element of the
transfer order relation. In this way one gets a method to determine a maximal element in transfer
order defined on the set DP(P, H,m, M), that is simple, easy to comprehend, does not require
application of combinatorial techniques, and is known in the area of proportional allocations.
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ABSTRACT

The name of the article is “The Impact of Peer to Peer Economy on Tourist Destination
Management” the topic was choosen by author because of two important reasons, the first of
them is the fact that peer to peer economy is standing on invisible border between the shadow
economy and the one that is officialy declared. The second fact is the importance of travel
industry for the development of national and mainly regional economy, bringing taxes,
employment and development. For some tourist destination the role of tourism is indisputable,
but in some phases of life cycle of a tourist destination the number of tourist could bring more
negatives impacts then the positives ones. Especially peer to peer economy appearing in
accomodation services it menas accomodations services offerd by platforms like Airbnb could
increase the range of accommodation options that are already unbearable within the tourist
destination and unacceptable to the indigenous peoples, which can lead to a reduction in the
attractiveness of this tourist destination for other visitou with the other result of tax cuts, loss
of competitiveness and tension in respective industry. The aim of the article is to make analysis
of the impact and possible limits of development and usage of peer to peer economy (sharing
acono-my) in travel industry.

Keywords: Airbnb, Legislative background, Peer to peer economy, Tourist destination
management

1. INTRODUCTION

Without any doubt, tourism is an important part of the regional development of many regions
of the world, and in many cases it is a significant part of the total gross domestic product (GDP)
in many countries. History of modern tourism — mass tourism begins in 60"of the last century
and has passed and incredible development which was favoured by increasing economy — it
means the incresing purchase power of consumers in most countries of the world and the
spreading out of aviation transport and all the servicies that are needed for the development of
tourism and they are mentioned in realization factors. Increased interest in travel was reflected
in the growth of various tourist destinations, where most of them managed to maintain a high
attendance rate from 60 to the present. With the development of low-cost forms of transport
and, above all, digital platforms, which make it very easy to obtain the additional element
necessary for the realization of the holiday, and that is accommodation. However, the
uncontrolled expansion of the range of accommodation services over the past 3 years through
digital platforms such as Airbnb is beginning to bring many negative impacts, whether in the
form of money leaks, unequal competition between traditional accommodation providers and
providers through digital platforms, but above all causing an uncontrolled influx of tourists to
the destination tourism is in many cases no longer acceptable in terms of sustainable tourism
development.

2. THE IMPACT OF PEER TO PEER ECONOMY ON TOURIST DESTINATION
MANAGEMENT

This chapter will specify the theoretical background necessary to understand peer-to-peer
economy, tourism, tourism destinations and sustainable development.
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2.1. Definition of tourism

Tourism is the human activity which is based on the move of people and spending their leisure

time fare away from the place they normally live with the aim to relax, visit interesting places,

make shopping, visit some cultural or sport event etc. (Ryglova, 2011). For the development of

tourism some factors must be kept for the suistinable development of tourism activites in the

area. These factors can be divided in 3 main groups:

e selective factors (security of the place, image of the destination, etc. )

¢ |ocalization factors (are telling us why to travel there, what can be seen there, etc.)

o realization factors (the possibility to eat, sleep in the destination how to get there as for
transport and how to move within the destination) (Jakubikovéa, 2009).

2.2. Tourism destination

The concept of destination can be understood in general terms as routing, destination, place
visited by a traveler. From the point of view of tourism, we can understand the destination in
the narrower sense as a target area in a given region, a typical significant offer of tourist
attractions and tourism infrastructure. In a broader sense, these are countries, regions, human
settlements and other areas that are characterized by high concentration of attractiveness,
developed services and other tourism infrastructure, resulting in a long-term concentration of
visitors. For international visitors, the destination is either the entire country visited, or its
region, or city. In some countries, the territory is divided into tourist, historical or administrative
compact destinations (Palatkova, 2006.). The tourist destination's attractiveness is largely
influenced by the fact that tourism is an open system, see Figure 1. The tourism system, which
is characterized by a high level of competition. In addition to external influences (political,
economic, natural), the level of attractiveness of a travel destination is limited by the level of
fulfillment of the prerequisites for the development of tourism (localization, implementation
and material technical prerequisites for development) and well-implemented destination
management and the resulting marketing presentation of a tourist destination for potential
visitors. As mentioned above, one of the preconditions for the successful development of a
tourism destination is the well-established destination management. Destination management
can be seen as a management and organization system in a destination (city, region, region)
based on collaboration between service providers, ie commercial entities, non-profit
organizations, and public institutions. The basis of destination management is communication
and marketing management. In the city, destination management can be applied to two specific
target groups ether tourists or investors (Jakubikova, 2009).

Figure Following on the next page
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Figure 1: Tourism system (Stacy &Crompton, 2019)

Destination management oriented on tourism and tourist is implemented by cities or regions
that have the prerequisites and internal resources for the development of a particular type of
tourism, such as urban knowledge, cultural cognitive tourism, recreational tourism, sport
tourism, congress tourism, health oriented tourism , educational tourism, rural tourism,
incentive tourism, religious tourism, etc. According to the profile of the city and its offer, the
strategy of tourism destination is created - cities with a comprehensive attractive offer of
tourism products and services focus on external communication policy (promotion) cities with
the prerequisites for tourism development, but with underdeveloped or inadequate supply, do
business support in tourism or create specific products or product packages.

2.2.1. Sustainable development of tourism destination
Sustainable tourism can simply be defined as a Tourism that takes full account of its current
and future economic, social and environmental impacts, addressing the needs of visitors, the
industry, the environment and host communities. But considering the topic of suistainable
development complex issues the conceptual definition should be mentioned. Conceptual
definition consist in sustainable tourism development guidelines and management practices are
applicable to all forms of tourism in all types of destinations, including mass tourism and the
various niche tourism segments. Sustainability principles refer to the environmental, economic,
and socio-cultural aspects of tourism development, and a suitable balance must be established
between these three dimensions to guarantee its long-term sustainability. It"s a must to:

e Make optimal use of environmental resources that constitute a key element in tourism
development, maintaining essential ecological processes and helping to conserve natural
heritage and biodiversity.

e Respect the socio-cultural authenticity of host communities, conserve their built and living
cultural heritage and traditional values, and contribute to inter-cultural understanding and
tolerance.

e Ensure viable, long-term economic operations, providing socio-economic benefits to all
stakeholders that are fairly distributed, including stable employment and income-earning
opportunities and social services to host communities, and contributing to poverty
alleviation.
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Sustainable tourism development requires the informed participation of all relevant
stakeholders, as well as strong political leadership to ensure wide participation and consensus
building. Achieving sustainable tourism is a continuous process and it requires constant
monitoring of impacts, introducing the necessary preventive and/or corrective measures
whenever necessary. Sustainable tourism should also maintain a high level of not only tourist
satisfaction and ensure a meaningful experience to the tourists, raising their awareness about
sustainability issues and promoting sustainable tourism practices amongst them (WTO,2019).
Without proper management of tourist destination development respecting sustainable
development and lifecycle of destination (Figure 2 Lifecycle of Tourism Destination) the
uncontrollable achievement of critical range of elements of capacity could cause significant
problems like reducing the attractiveness of a tourist destination for potential visitors, but also
the aversion of the locals to the visitors of the destination.
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Figure 2: Lifecycle of Tourism destination (Butler, 2006)

2.3. Peer to peer economy and its impact on tourism destination

The concpet of peer to peer economy, in very simple words, is based on the fact that the
consumer is prefering to share long lasting services or goods that he/she needs via digital
platforms than to buy them and be owner of them (Kraj¢ik, 2017). The activities of peer to peer
economy can be seen in many different areas of productin but especially in the sector of services
like:

e accomodation servicies,

transport servicies,

financial servicies,

musical industry

education

human labour etc.

Like in other areas of human activities there are some advanteges on consumers”part like on the
part of the provider of servicies. In peer to peer economy a very often mentioned advantege for
consumer is low price. This low price is the result of the basic principle of sharing economy
and it’s based on the two big advantages on providers part like the tax freedom and easy way
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to start operating on the market of sharing economy. If the activities of providers are meeting
and respecting the whole concept of sharing economy it means me as a provider ““ I am offering
servicies and goods that | buy for myself but in the time when | do not use them | decide to
offer them to other people without charging them” it means that my activity is legal and both
provider and customerr are having beneffits from this. But the problem of the sharing economy
is that many providers are breaking the rules and the principles of sharing economy and they
are buying goods and offering servicies with the aim to make profit for themselves. In this case
they are making their bussines in the area of grey economy, because they do not pay the taxes
and do not meet requirements that are given buy leys of the country (Kraj¢ik, 2017).

3. OBJECTIVES OF PAPER, RESEARCH METHODOLOGY

The main objective of the presented paper is to analyse the impact of activites of peer to peer
economy on tourism sector especially on tourism destination and its sustainable development.
The objective of the paper is to present basic basic knowledge of selected impacts of peer to
peer economy on tourist destinations and their sustainable development. During the process of
writing this article the different methodology was used. First of all the analysis of literature
sources were made to elaborate the brief theoretical background. To reach the aim of this
article in the final chapter the methods of analysis of secondary data and field research were
made.

4. CONSLUSION

The impact of peer to peer economy on tourism destinaiton can be seen from very different
point of view. The author will take in consideration the money leak for town authorities caused
by the presence of digital platforms offering services in tourism sector, disruption of the
destination's life cycle, local people's aversion to the uncontrollable influx of tourists

4.1. Money leak for town authorities

As for fighting the ilegal accomodations providers- as a necessary consequence of the
expansion of digital platforms offering accommodation - two different attitudes are shown on
example of two cities that are considered as highly visited in Europe — Prague and Barcelona.
As for the Czech Republic including the Prague there is one acutal problem that the providers
of AirBnB services have to face in the Czech republic — the electronic revenue records. This
fact is complicated little bit the situation with offering and providing accomodation services,
but the truth is that the must of electronic revenue records will not eliminate the problem of not
paying local taxes and it doesn’t solve the problem of offering the accomodation out of the rules
for peer-to-peer economy. But the change is about the come with the new law. The law will
extend the obligation to pay local fees to all accommodation units used for housing. Its one of
the possible solution but the question is if it’s enough, considering the fact that with better
control, which is possible thanks to digital trace of every booking. The estimated money leaks
(taxes, fees) is estimated to 12,5 mld Euro (Kraj¢ik, 2017). The situation in Barcelona is totaly
different. From 2015 all accomodation providers including those having its offer on AirBnB
must have license. The city has stopped issuing licences and many existing licences in the most
heavily touristed areas such as Ciutat Vella (the old city) will not be renewed when they expire.
After a hotline for reporting illegal flats opened the number of calls from the public rose from
39 in 2015 to 2,784 a year later. (Burgen,2017). Even so, its rapid growth has aggravated city
authorities who slapped a 600,000-euro ($644,160) fine on Airbnb in November for advertising
what they deemed to be illegal room rentals. Barcelona accused the company of posting 3,812
unlicensed rentals, a practice the city’s Mayor Ada Colau described as intolerable. Airbnb said
it would appeal the fine (Burgen, 2017). The city has doubled from 20 to 40 the team of
inspectors who roam the streets seeking out illegal rentals, armed with apps that reveal at a click
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whether properties are legal or not. By next year their number will have risen to more than 100.
Cross-referencing licences with property advertised online, they identify rogue apartments
which are then ordered to close down. Owners — when they can be found — face fines of up to
€60,000 (Burgen, 2017).

4.2. Disruption of the destination’s life cycle

Each tourist destination undergoes a natural evolution that is reflected in the different stages of
the tourist destination's life cycle as periods of growth and decline over time in continuous cycle
of exploitation, involvement, development, consolidation, decline, and rejuvenation. The
individual phases reflect the attractiveness of the tourist destination, which is expressed by the
number of visitors, the number of visitors is then naturally regulated by the amount and level
of tourism services offered, such as transport, catering and accommodation services. In
advanced tourist destinations, the conditions for the further development of a tourist destination
with respect to the sustainable development of the destination are strictly monitored. The
supervision of the tourist destinations authorities also aims to control and regulate the number
of offered bed capacities in the tourist destination. However, with the advent of digital platforms
offering accommodation services, regulation and oversight of the number of bed capacities
offered is difficult, because not all accommodation offered through digital platforms can be
considered legal and therefore the actual number of tourists is difficult to estimate. Larger, in
many cases, an unbearable number of tourists leads to the saturation of the travel destination
and to the emergence of local people's aversion to visitors.

4.3. "Tourism-phobia’ - Local people's aversion to the uncontrollable influx of tourists
Tourism-phobia is the fear, aversion or social rejection that the local residents feel in a
destination towards the tourists generally due to the bad planning of tourism policies or the loss
of control over the amount of tourists whose exploitation causes the destruction of the social
fabric and tends to lead to a decrease in the local quality of life. The tourism-phobia can be seen
in Barcelona, Rome, Venice, Palma de Mallorca, Berlin or some areas of Southeast Asia where
citizen rebel against tourist. The reason for their rebellion is simple in thein point of view
tourism is a multi-million euro industry, however the high volume of tourists can sometimes
result in problems of coexistence, causing a rise in the price of rent, destroying the "local
fabric". The clear example of exaggerated tourism is Spain. This country received more than
82,8 million tourists in 2018, with growth exceeding 35% in the last 5 years (WTO,2019).
Touristification refers to the impact of the dense influx of tourists on the commercial and social
fabric of certain neighborhoods. There is a lack of a more humane type of tourism which could
explain the collapse in daily life as a result of the tourism industry. One, but not the only one
negative impal of such tourist interest is an expulsion of the local population due to the pressure
of the tourists. A tourist rental can be up to 4 times more profitable than a conventional one.
This increases daily living costs. Degradation of the ecosystem and natural areas, prostitution,
traffic, excess noise. Low, seasonal and unstable wages, acculturation, loss of calm and
tranquility. Crowds of tourists descending from cruises and completely filling the center of
cities in which they spend only a few hours. The "neighborhood irritability indexes” (BBC,
2016) are raised, making the phenomenon one of the main local concerns. Those indexes can
be dividend in 5 stages euphoria, apathy, annoyance, antagonism and surrender) of irritation of
the local population experiencing the tourist influx.The tourists' answer varies from graffiti
saying ,,Go home tourists“ (The Independent, 2017) through neighborhood protests to acts of
sabotage. The solution to reduce the negative impact of a shared economy on tourist
destinations and their sustainable development is primarily a matter of dialogue between all
stakeholders - government, tourism development authorities, tourism service providers as well
as tourists.
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Digital platforms and their functioning within the economy is another necessary development
phase of the world economy, a great challenge and a challenge for all stakeholders will be to
find a way to bring digital tourism services platforms under the control necessary to maintain
equal competition in the market tourism, but also to provide the basic preconditions for
sustainable tourism development and, above all, to prevent tourism-phobia from growing by
the locals towards tourists.
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ABSTRACT

Every religion (including Buddhism) forms some ethical attitudes through the transfer of
certain values, which become a guide to individual actions, and exert an influence on the
standards in a given society. The goal of this paper is to demonstrate (based on literature
studies) how applying Buddhist teachings to economic practises can be a chance to improve
societal well-being and condition of natural environment. This paper briefly explains about the
essence of Buddhism and summarises the research findings which have led to the focus on a
Buddhist perspective on economics. Works concerning Buddhist economics embrace different
levels of the economy (from an individual perspective to the global one). The micro view has
been chosen here to illustrate applying Buddhist values into business — the profiles of such
companies as i. a. Patagonia or Greyston Bakery are the exemplifications.

Keywords: Buddhism, Buddhist economics, Buddhist enterprise, environment, social
enterprise, well-being

1. INTRODUCTION

Every society has a particular world view that reflects their people’s values, especially the ones
concerning how companies or economies should function. It means that such factor as cultural
background has an impact on the goals chosen by companies and affects the shape of economy.
One of the cultural factors is religion, forming some ethical attitudes through the transfer of
certain values, which become a guide to individual actions, and exerting an influence on the
standards in a society. The aim of this paper is to characterise Buddhist economics and to
discuss the impact of Buddhism on enterprises’ goals and practices (based on literature studies).
Explanation why adopting the values of Buddhist economics by enterprises can be expected to
improve societal well-being and condition of natural environment is another aim of the paper.
The author does not pretend to consider the relations between the religion and economic
performances, only issues concerning possible to demonstrate influence of Buddhist values on
economic activity are raised. The article is organised as follows. After the introduction, the first
section explains about the essential nature of Buddhism, its fundamental teachings and values.
A Buddhist perspective on economics is an object of analysis in the second section. Whereas
Buddhism was found in the late 6th century B.C.E. and is the fourth largest religion in the
world, Buddhist economics seems to be a relatively new field. The overview described herein
is presented in three-aspects (consumption, production and Buddhist economics as a remedy to
social and environmental problems). The subsequent part involves the topic of the Buddhist
economics from a microeconomic perspective and confronts the notion of social enterprise with
the conception of Buddhist enterprise. Another part shows the examples of Buddhist enterprises
in the context of Buddhist rules. The last section offers some concluding remarks.

2. THE BASIC TEACHINGS OF THE BUDDHA

To understand the essence of Buddhism, it is important to start with the most basic teachings

of the Buddha, i.e., the Four Noble Truths (Bhikkhu, 2013, Daniels, 2010, p. 957), namely:

1) The existence of suffering (it includes birth, old age, sickness, and death as well as anger,
jealousy, worry, anxiety, despair, dissatisfaction, and discontent).
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2) Tribulation occurs because of ignorance of important life truths that cause individuals to
cling, crave, or otherwise become attached to external worldly phenomena in the erroneous
confidence that their possession will bring consummate happiness. It means that suffering
stems from people’s mental states, and from feelings of discontent that accompany never-
ending desires®.

3) There is a need and a way out of suffering: it is required to gain understanding of important
life truths, gaining the wisdom that not only enables people to cease suffering but to realise
the rise of peace and joy.

4) Because greed and ego based on our mental illusions result in suffering and empty lives,
there is a way leading to the cessation of them, known as the Noble Eightfold Path.

The Eightfold Path details the multifaceted nature of changes in mental processes, patterns and
thoughts, actions and behavior that are required for progress towards reducing suffering. At the
heart of this path is living mindfully. Mindfulness involves the kind of understanding about
oneself and others that helps us live compassionately and with peace and joy. The ground rule
of Buddhism is ahimsa — doing no harm. Ahimsa is a Sanskrit word which means “non-
violence” or “non-injury”. People who respect for all living things and avoid of violence
towards others generally eat vegetarian food and does not take part in animal sacrifice, because
Buddhism teaches that we are interdependent, both with Nature and with any other creatures.
Nothing and nobody exists as a separate being, and so each person’s quality of life is dependent
on others’ happiness and on the condition of our planet. Acknowledging human’s
interdependence with Earth should provide an incentive to care for the natural environment
(Kietlinski, 2005, p. 29). The problem of the interdependence can be discussed in many aspects,
including economic field (Czerniak, 2011, p. 157).

3. THE EMERGENCE OF BUDDHIST ECONOMICS AND ITS FUNDAMENTAL
ASSUMPTIONS

Buddhist economics is not synonymous with traditional Buddhist thought, interpretation, or
practice. First of all, original Buddhist texts about the economy seem to be scarce. Secondly,
the economic problems in ancient times are different from those of the contemporary world,
thus the most important modern economic phenomena cannot be meaningfully approached on
the basis of the ancient knowledge. Buddhist Economics is not the same as economics of
Buddhism as well. The former is a modern discourse that utilises elements of Buddhist thought
to construct an alternative model of the economy (radically different from what mainstream
Western economics offer) and the latter is a study of how Buddhists organise their economic
life in real-world settings (past or present). Buddhist Economics is essentially normative while
Economics of Buddhism is a descriptive endeavor (Zsolnai, 2016, p. 344). The former is a
construct developed by Western economists and Buddhist thinkers inspired by Buddhist ethics.
Buddhist economics has been discussed by, among others, E.F. Schumacher who can be
described as a creator of Buddhist Economics as a field of study. His essay ‘“Buddhist
Economics” was first published in 1966. This is why we can talk about relatively new mindset.
Another contributions to Buddhist economics include i. a. works by Payutto (1994), Inoue
(1997), Gilbert (2006), Daniels (2010), Dalai Lama and van den Muyzenberg (2009), Zsolnai
(2015), Tideman (2016), Magnuson (2016), Brown (2017), and Brown and Zsolnai (2018). An
overview of some ideas of chosen authors is presented in Table 1 divided into three aspects:
consumption, production and the significance of Buddhist economics. Such approach has been

1 The range of choices people face every day has increased in recent years. Choosing well is especially difficult for those
determined to make only the best choices. Individuals end up frustrated once they finally make a choice, because they have
regret about the choices they gave up, and so much choice results in an escalation of expectations. Nowadays, a visible sign of
people's endless desires is the clutter that piles up in their homes showing what is wrong in an affluent society (Schwartz, 2004).
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inspired by V.P.A. Payutto (1994) who claimed that production, consumption, and other
economic activities are not ends in themselves; they are means, and the end to which they must
lead is the development of well-being within the individual, within society, and within the
environment (p. 35).

Table 1: Buddhist economics perspective — an overview (own compilation)

Buddhist economics as a remedy

being with minimum use of
resources.

income leads to overwork
and dwindling resources

Living without pressure and stral

good.”

in allows people to fulfill the
primary injunction of Buddhism:

“Cease to do evil, try to do

An author Consumption Production to social and environmental
problems

Schumacher, The optimal pattern  of | Excessive reliance on the | Buddhist economics is relevant not

1966 consumption is maximum well- | growth of production and | only for Buddhist countries but also

for Western countries in solving
their problems of overconsumption,
welfare malaise, and destruction of
nature. The Buddhist approach is a
middle way between modern
growth economy and traditional
stagnation.

Payutto, 1994

Right consumption is the use of
goods and services to achieve
true well-being. It is based on
chanda, the desire for well-
being, based on wisdom and
intelligent  reflection. Wrong
consumption is the use of goods
and services to satisfy the
ignorant  desires (based on
tanha, the desire for pleasure
objects, as fashionable clothes
luxury cars)

Production is:

- always accompanied by
destruction (acceptable in
some cases)

- only truly justified when
the value of the thing
produced outweighs the
value of that which is
destroyed. Otherwise, it is
better to refrain  from
production.

According to Buddhism, people
who produce little in material terms
may, at the same time, consume
much less of the world’s resources
and lead a life that is beneficial to
the world.

The wisdom of moderation is at the
very heart of Buddhism. Desires are
controlled by an appreciation of
moderation and the objective of
well-being.

Inoue, 1997

Consumption can be assessed on
a four-rank system: Cl -
consumption of goods vital for
human  existence, C2 -
consumption of goods that make
living better, C3 — consumption
of goods that are not very
necessary, C4 — consumption of
frivolous or even harmful goods

Production can be ranked
according to four levels: P1 —
production that has a
negligible negative impact
on the environment, P2 — has
a minimal negative impact on
the environment, P3 — has
some negative impact on the
environment, P4 -
production that involves a
great deal of negative impact
on the environment.

The combination of the variables presented above determines
whether the production is relatively earth-friendly and the

consumption is truly necessary.

Gratitude toward other beings and a
sense of regret about harming
others call for the environmental
and social assessment of products
and industries. Economic efficiency
should be redefined in the form of
“not wasting”.

Daniels 2007

Goods and services should be provided and used to fulfill basic
human needs and bring better quality of life—while keeping
natural resource use and emissions of toxic and other waste over
life cycle and supply and post-use chains at levels that will not
jeopardise the ability to meet the needs of future generations
(sustainable production and consumption)

Choices about what people seek
from life and the environment
should reflect the impact of these
choices on long-term well-being.

Brown, 2017

It is in people’s power to go
beyond consumption, to connect
to others with compassion, and
to exist in harmony with Nature.

Prosperity in harmony with
Nature.

The rules of Buddhist economics
can supply a remedy for the most
pressing problems of humanity, like
climate change or global inequality.

Brown, Zsolnai,
2018

The interdependence with the Earth leads to measure the value of
all the used resources as well as any damage done to the
environment. Perspective should be intergenerational: because
future generations are not provided a voice, the current one
should include the value of the damage to societies in the future

in making today’s decisions.

The Buddhist economics model
incorporates the negative economic
costs of environmental degradation
and harm to the ecosystems, and
government policies based on these
ensure natural resources are
preserved and used effectively and
sustainably.
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Because of its chronological format of the content of Table 1. might be seemingly presenting
evolution of views but it is worth pointing out, however, that the assumptions and conclusions
are similar. Just as Buddhism as a religion, Buddhist economics connects the suffering of one
person to the suffering for all people, and social welfare depends on the well-being of each
person and of nature. By measuring how economic activities (consumption, production) affect
the environment and other people, Buddhist economics supports the ground rule of doing no
harm. Having this common denominator in view, Buddhist economics can be described as an
alternative to the materialistic and individualistic mindset embracing various levels — from an
individual perspective to the global economy. A microeconomic aspect is an object of further
research.

4. BUDDHIST VALUES IN BUSINESS — THE THEORETICAL APPROACH

Non-violence is the main guiding value of Buddhist economics also for entrepreneurs. From a
Buddhist viewpoint business is worth running if it reduces somehow the suffering of those who
are affected. Benefits and losses should not be interpreted only in monetary terms or applied
only to humans, because the capability of experiencing suffering is universal. Concurrently, it
is important to stress that the Buddha never imposed limitations on his lay followers’ efforts to
be successful, he rather encouraged them to strive for success. But mindfulness is so vital to
making a profit that one should first make a resolution not to exploit others (Rahula, 2008, pp.

13 and 15-16). Also Payutto (1994) collected the important messages of the Buddha not only

for monks, but also for householders and business people. According to him wealth should:

e not be acquired by exploitation, but in a morally sound way (through effort and intelligent
action),

e Dbe saved and protected as an investment for the further development of livelihood and as an
insurance against future adversity; when accumulated wealth exceeds these two needs, it
may be put to the following uses: to support oneself and one’s family; to support the
interests of fellowship and social harmony (such as in receiving guests, or in activities of
one’s friends or relatives) or to support good works, such as community welfare projects

e not become an obsession, a cause for worry and anxiety; it should rather dealt with in a way
leading to personal development.

In the context of the topic a Bodhisattva should be mentioned. The concept refers to anyone
who has generated enlightenment-mind, a spontaneous wish to attain Buddhahood for the
benefit of all sentient beings. The Bodhisattva can be a layman, including socially-oriented
entrepreneurs, whose problems can be helpful on the way to enlightenment. The reversals
motivate them to self-improve and to act flawlessly. Such an exemplar can be pursued following
any profession but entrepreneurship is desirable in particular. Affluence brings peace of mind
and makes charity able. Acquired income should be spent respecting the determinate
proportion: 25% of income should cover current expenses and another 25% is supposed to be
kept against ,,rainy day”. The rest should be invested. This approach of running business
incentives to save money and accumulate capital (Karczewski, 2010, pp. 29-30). Nowadays
there are also some specific entities on the economic scene — Buddhist enterprises. They have
no particular legal form; an entity can be categorised as “Buddhist enterprise” if it meaningfully
employs such Buddhist principles as care and compassion, non-violence, generosity, suffering
minimisation, and want-reduction (Brown, Zsolnai, 2018, p. 502). Through their activity, such
companies aim to promote sustainable development, natural environment protection, social
inclusion, and development of social entrepreneurship (Table 2). Economic activity does not
have the profit as the principal goal. Instead, its priority is to serve the community in a wider
sense. Given its ethical foundation social enterprise seems to be a business form especially well-
suited to Buddhists.
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This term is used in different ways by various organisations and can be interpreted differently
in various countries. Thus, there are many definitions of social entrepreneurship in the world of
practice, but generally social enterprises are businesses set up primarily to benefit people and
the planet. They have social or environmental missions, for example protecting an aspect of the
environment, addressing social exclusion, improving employment or employability for a certain
community, or providing affordable housing. They have taken the form of either not-for-profits
and non-governmental organisations engaging in trade to support their activities, or of
businesses looking after their employees’ welfare. Furthermore, they have been additionally
represented by the organisational forms, such as cooperatives and micro-credit institutions
(Collavo, 2017, pp. 49-82). It seems that one can agree with C.R. Nunamaker (2014) who
argues that such a form of business is in alignment with the Buddha’s teachings insofar as it
emphasises both profit and an ethical foundation. Commitment to a social mission, rather than
maximising profits, can be perceived as a resolution not to exploit others. While the ethical
foundation of social enterprise is generally understood to be commited to a social or
environmental mission, there is nonetheless considerable scope for overlap with Buddhist
values, such as compassion or mindfulness. In spite of this fact, equals sign cannot be put
between social enterprise and the Buddhist one. As was mentioned, the latter does not exist as
any particular legal form, and to be categorised as “Buddhist enterprise” suffice it to act
employing Buddhist values. Profit may come, but it is a by-product rather than the main goal
of business activities. Thus, the Buddhist enterprise is a broader notion that the social enterprise.
The both types of companies exist in Buddhist and non-Buddhist countries alike. They can be
also managed by Buddhists or non-Buddhists.

5. BUDDHISM IN BUSINESS — EXAMPLES OF GOOD PRACTISES

The world view of Western societies reflects to a considerable extent the principles of so-called
mainstream economics (Tomer, 2017). Thus, despite some corporations’ pro-human or pro-
environment public-relations activities, their fundamental purpose is not to meet genuine
human needs but to generate profit. They cultivate values which seem to be the opposite what
Buddhism promotes (attachment, delusion or pride). The contrast between mainstream
economics and Buddhist economics can be illustrated as set of rules in opposition (Table 2).
The practices are described in the last column of the Table, whereas the previous one includes
explanation of Buddhists rules in the context of business. Such juxtaposition of the content
provides arguments why the companies mentioned below can be categorised as the Buddhist
ones.

Table following on the next page
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Table 2: Principles of the Buddhist economics as the opposition to Western economic mindset
(own compilation on the basis of Zsolnai, 2016 and the sources mentioned below )

w
ko - % c 3 Explanation of the Examples of activities
SEESE Buddhist rules
S &3 c
pST=Z8
ge ¢
5 o The suffering-minimising | Greyston Bakery open-hiring policy: hiring anyone willing
R principle can be formulated to | to work including people with histories of homelessness,
3 ki reveal that the goal of | incarceration, substance abuse, welfare dependence,
g,_é’ = economic activities is to | domestic violence or illiteracy (Greystone Bakery, 2019).
'z 2 é decrease losses (not
ES L interpreted only in monetary | The foundation of Patagonia involves the production of
£ E S terms or applied only to | equipment for climbers which eliminates harmful effects on
=2 a humans). the rock surfaces it was used on ( DeLeon, 2018).
c 25 o Wanting less could bring | Patagonia launched (2011) the “Common Threads”
>7 £ benefits for the person, for the | initiative, urging consumers to send back well-worn
=35 g g @| community, and for nature asa | clothing to be repaired and refurbished, and simultaneously
£ 2 = 'g| whole. took out an ad page on Black Friday in order to persuade
O o= 070 people to not buy anything they do not need (Simon, 2012).
g o Non-violence prevents doing | The community economy models based on partial or
2 5 actions that cause suffering for | complete self-reliance, i.e.: Local Food Plus Community
£3 oneself or others and urges | (2005-2014) created “certified” farmers i. a. in Ontario and
8wty participative and | the Canadian Prairies who used sustainable practices, and
£ % =2 communicative solutions. helped connect farmers and buyers, in part through a “Buy
£S5, & to Vote” campaign, based on the notion of voting with one's
=>5E money (Campbell and MacRae, 2013).
4 Caring  organisations are | Japan Airlines: in 2010 Kazuko Inamori took the chief
p=} rewarded for the higher costs | executive role without pay and printed a small book for each
= g of their socially responsible | staff member on his philosophies, which declared that the
2o behavior by their ability to | company was devoted to their growth. He also explained the
£ f form commitments among | social significance of their work and outlined Buddhist-
o owners, managers and | inspired principles for how employees should live. This
< 2 employees  (i.a. avoiding | made them proud of the airline and ready to work harder.
° 3 opportunistic behaviour, | The next year, he returned the carrier to profit and led it out
© o willingness to work more for | of bankruptcy. In 2012 he relisted it on the Tokyo stock
% % lower salaries) and to establish | exchange (Redmond and Taniguchi, 2015)
) ‘§ trust  relationships  with
O .= customers and subcontractors.
5 Generosity might work in | As far back as 1986, Patagonia began donating 1% of its
go business and social life | sales to grassroots organisations (“Earth Tax”) (Patagonia,
£ because people behave like | 2015) and recently it was giving back $10 million in tax cuts
S 8 “Homo reciprocans”, not like | to these organisations (Willingham, 2018).
3 8 S homo oeconomicus (they tend
% - to reciprocate what they get | Working as volunteers for Sarvodaya (2018) — Sri Lanka's
S § and give back more than they | Sarvodaya Shramadana Movement, Omidyar Network
O oo received). (2019) and any other organisations.

Table 2 includes a mixture of cases and some of them are worth to be widely commented. The
first one, the worldwide clothing company Patagonia based in California, grew out of a small
business entity. In 1964, Yvon Chouinard set up with Tom Frost a company specialising in
high-grade pitons for climbers, but the former discovered presently that these spikes had
harmful effects on the rock surfaces. Upon this realisation, Chouinard pulled out of that business
and worked toward building a better alternative. His new solution, lightweight aluminum nuts,
began a movement called “clean climbing,” raising awareness about how climbers could take
better care of the environment. This era saw the beginnings of Patagonia. In the ’80s, the
company explored more sustainable materials and methods of production, including organic
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cotton, hemp, and polyethylene terephthalate, or PET. They discovered a process by which they
could recycle 25 plastic bottles into one fleece product (Patagonia 2019, DelLeon, 2018, Wang,
2010). Patagonia has used its platform to raise awareness and advocacy for environmental
issues (Patagonia Action Works, 2019). In just the last few years alone, the company has
expanded its used clothing program, amped up its investment in sustainable startups, launched
an activist hub to connect its customer base directly with grassroots environmental
organisations (Beer, 2018). Greyston Bakery, the $10 million for-profit bakery is most famous
for its long-standing status as brownie supplier and for having an open-hiring policy. In 1982,
Bernie Glassman, a Zen Buddhism teacher, along with the Zen Community of New York
opened a bakery café as a way to employ his students. The café successfully supported the staff,
but Bernie’s beliefs drew him to community development and work with the homeless and
unemployed. They moved the business to Yonkers (the place with the highest per capita
homeless population in the country at the time) and called it Greyston Bakery. After several
years, the community began hiring people from the neighborhood. Glassman and his wife
envisioned a non-profit organisation that would offer housing, jobs, social services, child care,
and HIV-related health care. This was the beginning of Greyston’s community-based
programming. In the mid-1990s, Glassman left Yonkers to pursue other endeavors, but with the
solid foundation Greyston continues to thrive (Greystone Bakery, 2019). Committed to a Triple
Bottom Line (prioritising profits, social contributions and environmental impact) (Slaper and
Hall, 2011), the Bakery continues to be a pioneer in the world of social enterprise. All of its
profits go to the Foundation, which operates several self-sufficiency programs in Yonkers. In
2008, the bakery became a certified B Corp as part of B Lab’s movement and went on to become
the first state registered Benefit Corporation in New York a few years later. Certified B
Corporations are a kind of business that balances purpose and profit. They are legally required
to consider the impact of their decisions on their workers, customers, suppliers, community,
and the environment (Certified B Corporations, 2019). Kazuo Inamori, founder and chairman
emeritus of Kyocera Corp has used Buddhist philosophy to establish this electronics giant more
than five decades ago, created the $90 billion phone carrier now known as KDDI Corp, and
rescued Japan Airlines from its 2010 bankruptcy. Inamori is known for believing that taking
care of a company’s employees and making sure they are happy (both materially and
intellectually) is the most important aspect of business management. If staff are happy, they
will work better and earnings will improve. In the context of running business Inamori claims:
“If you want eggs, take care of the hen. If you bully or Kill the hen, it's not going to work (...).
Companies do belong to shareholders, but hundreds or thousands of employees are also
involved. The hen has to be healthy.” Equally, companies should not be ashamed to make
profits if they are pursued in a way that benefits society?. The practises described above and in
Table 2 show that Buddhist economics can be beneficial to their milieu. It is undeniable that
acting according to the Buddhist rules also is financially rewarding. Obviously appropriation
of profits depends on the form of the enterprise (for instance, a social enterprise or a
corporation).

6. CONCLUSION
Buddhist economics is best viewed as an alternative strategy, which can be applied in a variety
of economic context. The goal of Buddhist economics is to achieve an economy that creates

2 Some other examples of Buddhist business leaders can be given, as: Pierre Omidyar (the author of the code and web page of
eBay. He became a billionaire — though is no longer CEO of the company but operates the Omidyar Network — a philanthropic
investment firm designed to harness the power of markets to create opportunity for people to improve their lives), Christine
Comaford (throughout the course of her career, i.a. she has served on the board of advisors or directors at more than 36 start-
ups, while also being an angel investor or venture capitalist for over 200) or Jack Ma Yun (the co-founder and executive
chairman of the Chinese conglomerate Alibaba; Ma claims his business life has been dedicated to improving the circumstances
of those within China, and he’s said in the past he hopes to lift at least 300 million out of poverty). (Todd, 2018).

154



41st International Scientific Conference on Economic and Social Development — Belgrade, 23-24 May 2019

shared prosperity in a sustainable world with reduced environmental suffering. Participation
and engagement of business in sustainable shared prosperity is crucial for making progress
toward a Buddhist economy because business is probably the most powerful player in every
economy. Mainstream businesses usually represent values which are the exact opposite what
Buddhism promotes. Thus, deep institutional changes which redefine the roles and duties of
business would be required. Buddhism does not prohibit material wealth, it only reminds
us not to become attached to material possessions, and to share our wealth with others.
Examples of Patagonia or Greyston Bakery lead to awareness that economic activity can be
means to a good and noble life. Patagonia makes considerable efforts to reduce the root causes
of climate change whereas the Bakery operates self-sufficiency programs in Yonkers. Bernard
Glassman, was inspired by Buddhist principles to establish a business that would “reduce
human suffering”. The suffering-minimising principle has been noticeably implemented into
the companies activity. One may say that Buddhist economics may help Buddhists and non-
Buddhists alike to create sustainable livelihood solutions which aim to reduce suffering of
human and non-human beings by practicing want negation, non-violence, caring and generosity
based on the liberating insight of the Buddha, the no-self.
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