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CHARGING THE BUDGET OF THE CITY WROCGAW WI TH
URBANISATION COSTS (POLAND)

Maria Heldak
Wroclaw University of Environmental and Life Sciences,
C.KKNorwi da 25 375%Polandgaw 50
maria.heldak@upwr.edu.pl

ABSTRACT
The paper deals with the issue of charging locdharities with the costs of realisation of the
provisions contained in | ocal s pCansidesrigthd evel o
pl anned spatial devel op menturbansatibnicests thatara o f  t

chargeable to the mueipality budget were identifiedhe economic effects of preparing areas
designated for development in the residential programme offer were analisedaper

provides an analysis of the cost of realisatmf investments that belong to own duties of the
municipality, including the cost of building municipality roads, sewage and water supply
networks, arranging public greenery and purchasing land for public investnidrgsnalyses

were performed within #administrative borders of the cityThe prognosd costs of the
realisation of local spatial development plans demonstrate significant expenditure that
Wrocgaw has t o i ncur for t he construction
Additionally, the deslopment of new areas will require the cityof Widaw t o t ake o0\
real properties on which public goals are planned to be realisatke should thoroughly
consider the actual need for new investment areas in the B#ynographic forecasts
demonstratéhat the areas designated for development sicanifily exceed the demand.
Keywords:financial effectsof urbanisation,costsof realisationof spatialdevelopmenplans

1. INTRODUCTION

The local spatial development plan is the only plandgument in Poland that is an act of local

law. As a resultthe provisions concerning the designation of areas and principles of their
development are generally bindirlgis also the only planning document with such high legal
status.When adopting the resolution on preparing the local spatial development pkan, t
Municipal Council should be aware of the financial consequences of the document as early as at
the stage of drawing up the plddue to that, the legislatory authority imposeddbégation to

prepare a forecast of the financial results of adoptindotted spatial development plan. Such
forecast shall estimate the revenues and expenditures of the municipality that result from adopting
the plan (Cymerman, Bajerowski, Kryszk, 2D1Mformation contained in the forecast may
safeguard municipal authoas against the emergence of unexpectedly high costs resulting from
the payment of compensation for damages for the negative impact of the local spatial
development plan. The forecasay also identify potential opportunities to obtain revenues from

the redisation of the provision of the plan (Cymerman, Bajerowski, Kryszk, 2010). It estimates
own revenues as well as the costs incurred by the municipal budget with respect tcstii@reali

of the tasks of the muni Dataganfainet yn thg foteca@stnmy , Pg
also be helpful in choosing the direction of the investment financing policy and in preparing
annual financial plans of the municipalifjhe provision®f the local spatial development plan
constitute the basis for the realisation of
Raszka, 2013, He g d a k , Th®idestifidaten of fBanciat expgerdilidsek | , 2
of the municipality resu#t from the Act on Local SelBovernment (Act on Local Self
Government), which provides a list of tasks that should be realised by tlgogethment
authorities of the municipalityPursuant to the Act, own tasks of the municipality consist in
satisfyingthe collective needs of the community, including, among others, the own tasks that
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are most commonly estimated in the forecast, i.e. the issuesabfproperty management,

municipal roads, streets, bridges and squares and road traffic organisatios ressieel to

water supply and the relevant networks, sewage, municipal wastewater discharge and treatment,
maintain order and sanitary facilities, landfills and municipal waste disposal, local public
transport, physical education and tourism, includinge@onal areas and sports facilities,
municipal greenery and trees and municipal cemetéresReport on the economic losses and

soci al costs of uncontrolled urbanisation ir
development plans in their gant form have a faulty functional structure, because the areas
designated for residential development are too large and often exceed the needs and economic
capacity of the municipalities multiple timeSome local spatial development plans foresee the
development of areas, whose demographic absorption capacity exceeds the population of the
municipality even ten timegdditionally, a large part of the areas designated for development

does not meet the basic requirements for investments, because thealitiegccannot afford to

prepare them appropriatelfthe main objective of this study is to analyse the economic
consequences that may be caused by | ocal spat
identify areas for residential developmenthia prepared offefhe research referred to the costs

of realisation of the provisions of local spatial development plans that may encumber the budget

of Wrocgaw municipality in connection with t

2. RESEARCH METHODOLOGY
The realisabn of the objective of the study required the authors to obtain information with use
of the direct observation methothformation about the area discussed in the paper was
obtained from the disclosed planning documeormati.e. local spatial developmeptans,
master maps of the area and maps fTheocastst he W
incurred by the municipality budget were identified basing on the provisions of local spatial
development plangLosts of relsation of local spatial developmeplans identified in the
housing programme were determined considering the division most commonly used in
l iteratur e, according to the following groucg
2008; Heddkn2018): Pguci enn
1 financial charges for egative consequences affecting real properties (compensations
specified in Art.36, item 1, point 1 and item 3 of the Spatial Planning and Management
Act),
1 financial charges connected with purchasing real propertydoetiisation of public goals,
1 financial charges connected with the costs of the construction of infrastructure,
1 financial charges connected with handling the investment process.

The analysis of costs incurred by the municipality for the realisation of own tasks connected

with acquiringreal property for the realisation of public goals required the authors to determine
average transaction prices basing on data contained in thePRygmdrty Price and Value

Register, obtained from the Land Surveying, Cartography and Municipal Cadaste i@ff

Wr o ¢ gnfommnation about existing transportation networks and utility networks obtained as

a result of the analysis of master map enabseid identify the necessary investment related to
infrastructureThe cost of realisation of planned constron works and infrastructure facilities

(the construction of roads, land utility networks, development of green areas and construction

of educatimal facilities) was obtained from price catalogues of construction objElcts.
research area locatedinthe t y of Wrocgaw is plhesented on t

Figure following on the next page
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A

Figurel: A-Location the | ocal devel oplLoatobhofthd ans i
areas subject to analysis in terms of dosts of realisation of the provisions of local spatial
development plans (area in the Programme for preparing offesiseas for resiential
developmen)

The conceptdesignof the sewageandwatersupplynetworkspreparedaspartof the housing
programne of theWr o c¢ fuanisipality constituted the basis for calculating the length of the
network that needs to be developed in order to service new investment areas.

3HOUSI NG PROGRAMME OF THE WROCGAW MUNI CI PALI
In response to the urban development nemus the increasing demand for new areas for
residenti al devel opment, the authorities of
multi-family and singlefamily housing. The intention of this enterprise wao provide
attractive areas for resideatdevelopment in various parts of the cite offers included both

areas owned by the municipality and those that are in the possession of other atiieef

the factors that determined the attractiveriddbie designated areas, includdte poswility

to make them available soon, the differentiation of offers in terms of their type and the nature
of planned development, and the fact that specific areas were scattered across the layout of the
whole city. The Programme for preparing offers of ardar residential development (2012),
foresaw that residential areas for approx. @20 inhabitants would be made available.
According to the newest demographic forecasts of the Central Statistical Office ((B&S),
popul ation of Wr agpipe B thousdntl people i ithe aest 43 ybays (i.e.

by approx. 2%) - the population of the city at the end of 2016 was &33 people)Wr oc g a w
remains one of the few cities, where an increase in populatimedscted At the same time,

the housing pygramme foresees the mobilisation of areas for apd@@ thousand inhabitants.
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The programme is not fully adjusted to demographic progndeesnain changes in the capital
of Lower Silesia concern tha@dest age groups and thee working age populatibhough the
group aged 14 will remain the largest, it quickly loses its position to the pasking age
population.The disadvantageous changes in demographic structure based on age have already
begun
1 the share of the working age population will iidiase while at the same time the share of
the immobile group will grow;
1 the process of demographic ageing is progressing (the share of tiweopkisy age group
will rise to reach nearly 26%).

4., COSTS OF CONSTRUCTION OF THE SANITARY SEWAGE AND WATER

SUPPLY NETWORKS

4.1 Water supply network

The analysis of the local spatial development plans designated for the realisation of the housing
programme demonstrated that approx. 42 km of water supplorieshould be constructed.

The cost of construction dfi¢ water supply network was estimated based on the data from the
Construction Facilities Pr i clegEnBineeringfaciites BCO
from the 4" quarter of 2018, volume 70/20{8840). Prognosed construction technoldg

HD pipes @160 m, cast iron valves, underground fire hydrants, disinfection of pipelines, sand
substrate under the pipeline, layer thickness 10 cm (item No. 5566 C. Unit price (per 1 m) of
the network, takingnto account the regional coefficient (for the Lower $fles/oivodeship

it equals 0,952) is PLN 360 (84 EURhus, the estimated construction cost of the water supply
network is approx. PLN 1520 000 (EUR %28 000).

4.2.Construction of sanitary sewage system

The analysis of the local spatial developmeatpldemonstrated that approx. 42 km of sanitary
sewage network should be constructBae cost of construction of the water supply network

was estimated based on the data from the @aigin Facilities Price Bulletin BCO

A S EKOCE NBtnosed constrion technology:PVC pipes @ 250 mm, concrete
circular manholes @ 1200 mm, sand substrate under the sewer, layer thickness 15 cm, sealing
test (item No. 5575). Unit price (per 1 m) oftwerk, taking into account the regional
coefficient, is PLN 1200 (EURS8D). The total construction cost of the sanitary sewage and
water supply networks is approLN 50400000 (EUR 11760000).The city has developed

a method for cdinancing the constiction of water supply and sewage networks and road
infrastructure.Thi s i s due to the fact t hat fabee deve
problems resulting from the lack of underground utility structures and road infrastrdtare.
co-operation offer refers to these areasof the city that were approvedfor residential
developmentn the municipalspatialpolicy.

5. FINANCIAL CHARG ES CONNECTED WITH PURCHASING REAL PROPERTY

FOR THE REALISATION OF PUBLIC GOALS

The municipality is obliged to purchase land designated for public investrnrentsinection
withtherealisabon of the provisions of the analysed
to purchase land in locations designated for urban greenery areas, new communication routes
of access road class and local cléswever, the aas qualified for the housingggramme

are mostly locations with good communication accessibility, where most of the roads are
already owned by the municipalitfhe costs of purchasing land designated for access roads in
the local spatial development plavere estimated based on theptgd average price per 1

sgm, which was obtained from the analysis of the market of real properties being roads or
designated for roads.
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This price amounts to PLN 180 (EUR 42) and urban greenery areas PLN 120 (EURe&28).
surface area required to be glmsed was estimated based on the analysis of the provisions of
plans in connection with the analysis of the ownership status of the real propeieker for

land to be qualified for purchase, it has to be designateithdorealisation of public gogin

the local spatial development plaimternal roads constitute a significant part of the
communication areas. The entities responsible for the construction of such roads are the owners
of adjacent real properties ¢covners of the road)Such solutiorreduces the costs on part of

the Municipality, but it hinders the construction and maintenance of rbadause of the
difficulties in reaching a consensus betweeroamers of the adjacent land plots with respect

to the cmstruction and maintenance oéttbad.The surface areas and land purchase costs are
listed in Table 1.

Table 1 List of the prognosed costs of land purchase for the purposes of the realisation of

public goals
Item Land designation for the Surface area of i Prognosed land purchas
realisation of public goals | designated for the realisatig cost
of public goals [EUR]
[ha]
1. Public communication areds 30,00 12600 000
commune roads and

walkways/transport routes
2. Public parkgreen areas 25,60 7168 000
3. Areas of public educinal not estimated not estimated

services
4. TOTAL: 55,60 19768 000
Source: authorsé compilation

The analysis revealed that the highest costs are connected with the purchase of land for the
purposes of the realisation of public roatise total amounthat the municipality may pay for
purchasing land for public roads in the given area is appedyR 12600 000.In Germany,
betterment levies are charged, considering the real cost of thieuctios of infrastructure
facilities, while in Poland the & for the calculation of the fee is the increase in real property

value.Pur suant

to A

128 BauGB i

costs of realisation of local infragtture include:
1 the acquisition and preparation of land for the realisation of infrastructure;
1 expenditures on the construction of theen investment;
1 expenditures on adapting the existing facilities to the local technolagitastructure

system (Ziniewicz, 2012).

n Ger many

(Zinie

In England all investors are also charged with infrastructure fees, based on uniformly applied
indicators The Communy Infrastructure Levy Communities..., 200&part from those

levies, planning obligations arnédchnical infrastructure conditions are bindifrgPoland, the

Act on Revitalisation introduced the provisions concerning the possibility-tima&oce costs

that accompany the development as a result of adopting a local spatial development plan for
revitalisation.Currently, investors, including developers, often do not bear any costs of the
development of technological infrastructure facilities. Moreover, tiexer bear the costs of

the construction of social infrastructuiidie expenses related to tenstruction of educational,
cultural, sports and leisure facilities on local level are borne by the municipality budget.

6. COSTS OF CONSTRUCTION OF PUBLIC ROADS
The cost of construction of municipal local roads, access roads and shared pathways for
pedestrian and motor traffic were estimated pursuant to the Uniform Standards of valuation of
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buildings and structures, Volume 126. The realisation of investmenesinmated based on
item No. 72 (local roads and squares with mastic asphalt paving) of the following parameters:
mechanical trenching, 15 cm thick sand drainage layer, 18 cm thitk Bravelconcrete
substructure, concrete curbs 44,72 m/1303rcm thick asphalkiconcrete pavingThe cost of
realisation of 100 Aof this type of paving, considering the multiplication coefficient for the
region (for the Lower Silesian Voivodeship this indicator falls into the range {@.BB), the
adopted value was&D) is PLN 18 831 (882 EUR).The paving surface area was calculated
based on the measurement of road length from the drawings in the plan (length &f26ads
km) and the assumed roadway width, which was & wmas determined that the surface area
that required paving was 120 000%mThe calculated total cost of construction of municipal
access roads in the areas covered by the housing programme was  BPR&258400.

7.DISCUSSION

The investment areas specified in the housing offer are onlgtofraof all areas designated

for development in the local spatial development plans that are binding within the
admi ni strati ve DbConsideeng ghat dhke arésls ooveged Wy twrising
programme may accommodate approx. 120 thousand new fssittesre are definitely too

many of themCurrently in Poland, in the course of preparing the local spatial development
plan, a forecast of the financial effects is also prepared, andev®@logment areas are designed

only provided that there is a demarithe needs are determined in the area balance, based on
long-term demographic prognoses and on the current designation status of the areas.
Considering the pr ognaothengxtIBgygans,lwhidhissupposedto Wr o c
increase by approx. 11 thousand according to estimations, the demand for new areas is rather
low. Excessive scattering of development results not only in high obgisoviding utility
infrastructure, but it alsgenerates numerous additional costs connected with the need to ensure
access to community servicekhe research revealed the costs of realisation of the housing
programme (Tablg.).

Table?2: List of costsof realisationof the analysedProgramfor preparing offers of areas for
residential development

e Costs
Specification [EUR]
Buyout of real properties intended for the implementation g
. 12600 000
public goals commune roads and walkways/transport route
Buyout of real properties intended for the implementation g
. . 7168 000
public goals Public park green areas
Construction of municipal roads 5258400
Construction of paths for pedestrians and cyclists not estimated
Construction of sanitaryewagesystem 11760000
Construction of water supply system 3528 000
Construction of a street lighting network not estimated
Financial impact related to setting up public green areas not estimated
TOTAL: 40314 400

Sour ce: compilatibonor s 6

The constuction and maintenanceof municipal roadsalso generatehigh costs,connected,
amongotherswith takingoverthe publiccommunicatiorareain returnfor compensatiormpad

constructiorandproviding ongoingmaintenancevorks (repairsof the paving,snowremoval)

( He g Stacherzakikazak,2011).As aresult,municipalitiesadoptvariousdesignsolutions
with respecto theroadsdesignedn thelocal spatialdevelopmenplan.
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Themostcommonsolutionis designinginternalroadsinsteadof public roads.Therealisation
of suchroadsdoesnot belongto own tasksof the municipality so it will not encumberthe
municipalbudgetin the future. On the otherhand,new problemsarise,asit is difficult for a
groupof severaltensor evenhundredsco-ownersof theroadto reachconsensusegardingts
constructionandlatermaintenancandrepairs Althoughsuchsolutionsarealsopresentin the
housingprogrammesomeof theroadsalreadyhavearegulatedegal status.

8. CONCLUSIONS

The conducted analysis allowed #ethors to formulate the following conclusions:

1. The costs of the realisation of the provisions of local spatial development plans included in
t h e Wrhousifgaffer are quite significant, although they do not exceed the financial
possibilities of the mnicipality.

2. The main problem of t he sghafactthaltheswface area o f
of the locations designated for development significantly exceeds the actual dé&imand.
demographic prognosis does not confirm that it is justifeeddsignate such large area
(approx. 45 ha) for development, considegi the capacity of these areas that may
accommodate approx20 thousand inhabitants.

3. Preparing a local spatial development plan gives the municipality a possibility to decide
about cetain costs related to its realisatioks far as communication is cagrned, this
usually takes the form of searching for design solutions that reduce the costs of realisation
of the provisions of the planOne of the solutions is to designate the necgssa
communication routes for internal road aregigch designation relsas the municipality
from the obligation to build the road, but, at the same time, it hinders the realisation of the
communication accessibility goal.
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ABSTRACT
Empirical studies have established that the national average level of intelligence (IQ)
significantly ircreases the economic growth rate across countries. The current study re
examines the claim that higher lé&vef happiness have weakened the positive relationship
between 1Q and economic growth for the 197Q010 period.Using alternative data on
national IQ and happinessthis study scrutinises the interaction between national 1Q and
happinessand their impats on economic growth for the sample period. Through robust
regression, the results of moderation analysis support that happiness had significantly reduced
the impact of 1Q on growth. As a conclusion, this study suggests that higheofewagtpiness
teed to reduce peopleds desire for higher achi
potential on productivity growth.
Keywords:Economic Growth, Happiness, Intelligence, Moderating

1. INTRODUCTION

The nationahverage level of cognitive skills artelligence (1Q) is significant in determining

the growth of gross domestic product (GDP) per capita. Several empirical studies have
established that national 1Q is a stronger metric than measures of schooling argditancy

in raising economic growt(Jones & Schneider, 2006; 2010; Ram, 200éede & Kampf,
2002. National 1Q signifies the average level of cognitive skills of labourers for generating
productivity in an economy. People with high 1Qs offer hegmpetency and efficiency across
their jobs and occupations, thus leading to higher productivity in workpld&@agton &

Felps, 2010Schmidt & Hunter, 2004) and collectively higher GDP per capita at a national
level. While many studies suggested that ithpact of IQ on productivity is direddurhan et

al. (2014) suggested that societal level motivation might play a significant role in regulating the
effect of 1Q on productivity growth. Burhan et al. proposed that people with higher levels of
happinessire likely to be more motivated in theiconomic activities.
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Therefore, in treating national 1Q as a measure of human capacity or potential to generate
productivity, researchers hypothesised that happier societies should be able to generate higher
produdivity growth than less happy societiesthwsimilar levels of 1Q. Nevertheless, their

findings have found the contrary to be true. Burhan et al. femqdricallyt hat #fAbei ng ha
has reduced the impact of national 1Q on economic growth. The ressardmerefore,
suggested that people witlore happiness tend to be more satisfied in their lives, and are thus

less motivated to achieve moikhis consequently reduced the impact of IQ on productivity.
However, the happiness data employed in Burhan etaa solely from White (2007), instead

of using data from reputed databases, specifically the World Happiness Report (WHR)
compiled by the United Nations. Whitebds haprg
of multiple components of webeing indi@tors. Rather than using a single acairaeasure

of happiness |Iike in the WHR, the components
of schooling, life expectancy and GDP per capita, seeing that these measutaghly
correlatedwith the socital level of weltbeing and quality offi e . Furthermor e, B u

analysis employed standard ordinary least squares (OLS) which is not robust against outliers
and heteroscedasticity. Although the data has provided an unbiased estimate for thod effec

the predictor variables on econorgiowth, standard errors and hence inferences obtained from
regression analysis are suspect (White, 1980). Therefore, the results of hypothesis tests and the
ensuing conclusions could be misleading. This study atseetopeduce the potential effect of
outliers in the data samples. Temple (1999), for example, strongly suggested the importance of
identifying outliers in the crossountry regression, because the samples consisted of a large
number otheterogeneousounties. Therefore, the purpose of this emtrstudy is to reanalyse

the moderating effect of happiness on the relationship between national 1Q and economic
growth. This paper differs from Burhan et al. (2014) in several ways. First, the happiness data
employedare obtainedrom the World Happine€Report (WHR), which is considered the most
accurate to measure a countryods average | ev
extractedrom Lynn and Vanhanen (2012), which is the latest date comparediserierg

and Lynnds e mp lalobasthydthibsyudyBises tineaobustatistics to determine

the significance of the moderating effethisincludes heteroscedasticity correction as well as
reducing the effect of outliers in the regression.

2. EMPIRICAL STRATEGY

In order to examia the role of psychological webleing in moderating the effect of national 1Q

on economic growth, this study uses an economic growth model such as that employed in
Burhan et al. (2014):

"2174(r 1 9 ()9 1)1 18 1 )E(!00). %A&S3

wherethe dependent variable, GROWTH, designates the annual growth rate of real gross
domestic product (GDP) per capita averaged over thei 2810 period for specific country

Y 1970andl/Y are respectively hinitial GDP per capita for the year 1978ndthe investment

as a percentage of annual GDP averaged for thei 2070 period. These two predictor
variables havdeen usedn prominent economic growth studies (e.g., Barro, 1991; Mankiw,
Romer, & Weil, 192; Minier, 2007). Data on GROWTH and¥o wereobtained from Penn
World Table 7.1 (Heston, Summers, & Aten, 2012), while the data oweéf€é obtainedrom

the World Bankés (2013) Worl d Devel opment I
national averaglevel of IQ obtained from Lynn and Vanhan2@12). This study incorporated
HAPPINESS, which is a set of psychological weding variables postulated to moderate the
impact of IQ on GROWTH, and is the regression residuals.

10
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Because of the limited datoverage, the data on HAPPINESS were retdidérnan the WHR
(Helliwell et al., 2018) and were averaged over the PROG7 period. This paper hypothesises
that each value of HAPPINESS would affect the relationship between 1Q and GROWTH. To
make this inteaction possible, an interaction termm ¥ ( ! 0 0 B 3 %hich isthe cross
product of the two predictor variables, was constructed and incorporated into the growth model
along with the original predictorghis helps determine the significance level of theliaction

slope. However, a problem with the iasion of interaction terms (IQ*HAPPINESS) is that
lower order terms will frequentlye highly correlatedith their interactionsTo overcome this
problem the interaction term was orthogonalised, where dhginal IQ*HAPPINESSIs
regressen its lower oder variables, and the residuals obtained from this regression (with an
RR& 99%) are used to represent the interacti
Sgrensen (2013) and Azm&aini, Baharumsah and Law (2010) have employed the
orthogonalised version of theteractionterm.

3. RESULTS

Table 1 shows the correlati matrix for all variables. This study found that GROWTH was
significantly correlated with 1Q rE.48), but was nosignificant at 90%level with
HAPPINESS. The correlation between 1Q and HAPPINESS was high, specificattyrat
These show thagn average, countries with high national IQs have higher levels of happiness
and economic growth.

Table 1: Correlation matrix for all varialels (N=107)

GROWTH GDPig70 Iy 1Q HAPPINESS IQ*HAPPINESS
GROWTH 1.000
GDPig70 -.039 1.000
A .548%+* 221 1.000
1Q ATTH* .686*** 408 1.000
HAPPINESS 121 .827*** .165 7207 1.000
IQ*HAPPINESS  -.209** .035 -.139 .000 .000 1.000

Note: ***p<.01; *p<.05, *p<.10.

Table 2 presents a summary of regression analyses. Madetndl Modés 61 10 of Table 2

are where regressions are unstandardised and standardised betas, respectively. Based on Model
2, the inclusion of IQ into the regression has increased the adifstéthe model from 31%

to 59%. The magnitude of GId2also increasetfom |-.48Q to }1.851| with the inclusion of

IQ in the model. These prove that a sufficient amount of human capital (e.g., IQ) has allowed
poor countriego grow faster than ricbnesbecause the poorer countriesve the ability to
emulate the technodes of advanced countries with lower cost (Mankiw et al., 1992).
However, the inclusion of HAPPINESS into Model 1 has raised the adjR$ted40%, as
shown in Model 3. When both 1Q @atHAPPINESSwere includednto the regression (Models

4 and 9), thisteidy found that HAPPINESS was nsmgnificant towards economic growth at

the 90% level, while the effect of IQ was positive and highly signifigasu0Q). This proves

that the relatiorfgp between happiness and productivity growth was trivial once tbet eff

IQ is controlledfor. Models 5 and 10 are regressions where the interactiomtasrmaonsidered

in the model. Itwas foundthat IQ*HAPPINESS was significant at 99% level towards
GROWTH, but with a negative direction.

11
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Table 2: Summary of regressionaysis (N=107)

Method: OLS with Whiteheteroskedasticity correction

Unstandardised Coefficients Standardised Coefficients
Model1  Model 2 Model 3 Model 4 Model5 Model6 Model 7 Model 8 Model 9 Model 10
GDPig70 -.480* -1.851%*  -1.714%  -2,143%*  -2.086***  -.169* -.651%** -.603*** - 754%%% - 734%*x
(-1.908) (-8.281) (-4.208) (-7.847) (-7.709) (-1.908) (-8.281) (-4.208) (-7.847) (-7.709)
Iy 165%* 107 .168** 112%* .104%** 585%*x 378 .595%** 396 370
(4.753) (4.428) (5.357) (4.355) (4.060) (4.753)  (4428) (5.357) (4.355) (4.060)
1Q .103**= .095%** .097*** (Vi 713% 730%**
(9.294) (6.938) (7.299) (9.294) (6.938) (7.299)
694+ 221 .188 522%*x .166 142
HAPPINESS (4.112)  (1.296)  (1.160) (4112)  (1.296)  (1.160)
IQ*HAPPINESS -.019%** -.140%**
(-2.837) (-2.837)
R? .327 .600 413 .607 .626 .327 .600 413 .607 .626
AdjustedR? 314 .588 .396 591 .607 314 .588 .396 591 .607

Note: Robust-statistics are in parentheses. Significance ie¥tlp<.01; **p<.05, *p<.10.

To check for robustness of the results in Tahléhd study conducted additional regressions
such as that presented in Table 3. Modeis4lshow the results of the regression where the
sampleswere bootstrappedith 10,000replications.Specifically in Model 4, all predictor
variables have maintainetieir significance levels similar to Models 5 or 10 of Table 2.
Furthermore, this study performedr@bustregression analysis that used the Hulerght
option to reduce theffect of outliersThis ensures that extremely large or small observational
values will not biasot he r egression esti mates. Robust r
command through the Mstimation technique and the Hulvegight option. This proceduis
adoptedfrom Huber (1973). The results of robust regression anadysipresenttas Models
51 8. In particular, as shown in Model 8, IQ remains significanp<aDl level towards
GROWTH, while the impact of HAPPINESS remains significant even at the 90%vel.
Finally, the robust regression analysis verified that the interactionl@HAPPINESS was
significantly negative gb<.05 on the economic growth of the 192010 period.

Table 3: Summary of regression analysis (N=107)

OLS with bootstrapped stdard errors

(10,000 replications) OLS with Hubesweight option

Model 1 Model 2 Model 3 Model 4 Model 5 Model 6 Model 7 Model 8

GDPig70

ALBSIT LTLAN 2143 Do 1904 L765%%  -2210%% 2131
(7877)  (4.166) (7513 (700 (B316) (4533 (6.991)  (6.714)
Iy
/ 1075 1680 1120 104 Q04%s 178+ Q97O (093
(4318)  (5.390)  (4.232)  (3.884)  (4.927)  (8.069)  (5.065)  (4.783)
0 1037 0055 0977 106%™+ 100+ 101w
(8.778) (6.752)  (6.972)  (8.860) (7657  (7.679)
694+ 221 188 Tl4m 173 146
HAPPINESS 4.022)  (1.305)  (1.147) (3.962)  (1.095)  (.922)
IQ*HAPPINESS 019w -019%
(-2.736) (-2.261)
R 600 413 607 626 678 475 676 693
AdjustedR? 588 396 591 607 669 459 663 678

Note: Regression coefficients are unstandardised betati$tics are in parenthese:
Significance level: **p<.01; **p<.05, *p<.10
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4. DISCUSSION

This study reassessed Bur han et nmdderdirggthEi ndi n
impact of national IQ on economic growth at a crossntry level. The results of tihegression

analysis showed that IQ was highly significant to increase the growth rate of GDP per capita.
However, the strength of this relationship restlicassocietiesachieved higher levels of
happiness. This conclusion is supported by the significaettativeeffect of the interaction

term (IQ x happiness) towards economic growth, as proven through the robust regression. The
finding implies that the gsitive relationship between national 1Q and economic growth is
weaker across countries with higher levelbapinessout stronger acrosdess happy societies

The findings of this study indicate tiomt enh;
for higher life achievement, and thereby decreased the impact of national 1Q potential on
productivity. Along the same lines, it is worth suggesting that happirgebfghly associated

with a societyos ful fil ment nihdir needsard satisfieB.e op | €
As advocated by Maslow (1970) and Heylighen (1992), people become less motivaed onc

their needs are satisfied, as these needs are no motivators for them to put more effort towards
realising further life achievement. Thusrelation tothis study, higher levels of happiness lead

to decreased motivation, which reduces the impact of huapacity, specifically the national

IQ potential on economic growth. The conclusions of this study suggest an intervention
whereby workplaceshould provide employees with not only a happyironmenbut also an
environment that motivates them to utligheir 1Q potential fully to generate higher
productivity in the longerm.
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ABSTRACT
This paper joins the vibrant conversation on the unprecedented scale of the iesstiofip
order to package, transport and aid the consumption of fresh food. Specific focus is placed how
the UK governmentds pl ast i c2018 25year sasiainabiley p | e d ¢
plan, may have an impact on the already increasingdeddiood waste in the UK. The current
literature fails to recognise the need to evaluate the reliance consumers have on plastics in the
purchase, transport and consumptiofifresh food products. As a result, it is therefore difficult
toevaluatetheimmat t he UK governmentdéds plastic free
In order to understand the possible roles, relationships and reliance consumers have on plastics
in the purchase, transport and consumption of fresh food, this study followedwative
approach. Thus, building on existing resear
thoughts and behaviours interrelate with the use of plastic when purchasingporting and
consuming fresh food and the potential impact this could haveodnifastage.The findings of
the study indicated consumers strongly rely on plastic packaging as a mechanism in which to
preserve fresh food, in order to maintain the qudliity as long as possible. Y#te results
suggest consumers unconsciously rely ernniformation presented to them on packaging, such
as best before dates. Such statements thus s
what should be thrown awayhis therefore suggests there is a confusing role between plastic
packaging preseting food as well as it increasing the wastage of food. The study concludes
that the effect of removing plastic from fresh produce could be somewhat negative as the
guidane@ consumers rely on is also removed. There is thus a need for further consideration
with regards to the operational impacts of the removal of plastic as well as the possible
perseveration techniques. A need for immediate consumer education surrounding food
handling and consumption, to minimise consumer ambiguity and the growing culture of
reliance on information on plastic packaging is also recommended to help reduce food wastage.
Keywords:food wastaggplastic food packaging

1. INTRODUCTION

The Ukhas come to the sudden realisation that there is an urgent need to change consumption
pradises (Krishnamurthy, 2015). Britain has continued to fall behind its European counterparts
placing 12'in 2017 from &' in 2016 in the ranking of sustainable ctigs (RobecoSAM,

2016; Smith, 2017). The UK Ilivekps ih Britarmeeé:
consumption rate was replicated across the globe, the resources of three whole planets would
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be required just to sustain such behaviour. €hirconsumption therefore calls for a holistic
approach considering economic, social andirenmental aspects and their interlinkages to
successfully mainstream sustainable development (United Nations, 2012). Though a
significantly delayed response, suttiinking lends itself to the works of Elkington and the
renowned triple bottom line framewo (Elkington, 1994; Slaper, 2011Pne resource used
excessively is plastic. UK supermar kets al ol
plastic waste (Fealey-Whittingstall, 2018), with packaging producing 2.4 million tonnes per

year (Wrap, 2018)Recent exposure to the impacts of plastic pollution, has caught consumers
attention with nine out of ten people calling for plastic free food products (John@1am), Zhe

growing awareness of excessive plastic use has pushed for UK Government iatervent
resulting in the creation of a 3ar sustainability plan. In the document, focus is placed on

Ael i minating avoidabl e pl astt)wiih thevimg@ementatiof HM Go
of f pfrleeassipermarket aisles in which all the food iséoos6 ( HM Gover nment
p.88). The plan is a progressive step in reducing plastic pollution but, what does this mean for
food sustainability? Plastic has becom&ey asset in the presentation of fresh produce in
supermarkets, playing a primary and setary role, for preservation and product information.

Such uses of plastic are ultimately used as a way of leveraging consumption efficiency for
consumers. Therefore t here i s a need to assess consum
consumption. Consegntly, we must investigate if the Governments suggestion is a
misinformed pledge whereby plastic is being prioritised over food waste, in particular fruit and
vegetble waste; which is equally as important of a sustainability issue. The UK household
alrealy produces 7.3 million tonnes of food waste annually (Wrap, 2015) with 42% of the waste
being fruit and vegetables (Lipinski, Hanson and Lomax, 2013, p.6). Whepaco these

figures to the amount of people suffering from food insecurity in the UK wki&million

(Butler, 2016) along with the growing population rate, there is a vital need to research what
impact this plastic free aisle pledge will have on famid vegetable waste. To see if it will make

the UK6és Ot hrowaway terwotwose. ed (Hughes, 2018)

2. THE LITERATURE

Two themes were pulled from the existing literature, balancing sustainability and consumption
theory. 0 Bal an dscussgs the wote tthatiplasticopackagihgyplays th fruit and
vegetable consumption, with feg on preservation and information and the extent to which
these roles are relied upon by consumers. This is a vital theme to understand to be able to set a
basis ofthe potential impact that the removal of plastic will have on fruit and vegetable waste.
Once discussed, consumption theory and the consumers role in sustainability can be assessed.
It is important to understand this framework so that we can establistheseyis an excessive
amount of fresh produce waste within the UK and how this insightheim smooth the
transition into the potential plastic free purchasing of fruit and vegetables.

2.1 Balancing of sustainability

The role of plastic packaging separated into two functions, the primary and secondary role.
The primary role of plastipackaging is to protect produce from damages and outside influences
(Marsh and Bugusu, 2007; Velez, 2015) and is therefore used as a preserving agent (Williams
et al, 2011). However, a large extent of fruit and vegetables have their own protective layers
deeming plastic use unnecessary (Hunt, 2017). Therefore, reinforcing the significance of the
Government pledge. The secondary role, however, is disputed in ciienettiifte and therefore

needs to be analysed. This role is enforced to meet the need<Ldf donsumer, by providing
information and convenience through packaging. Ampuero and Vila (2006) personifies
packaging to be the 0 &atslwerkdfficienttylHeveewves given theh at 1
substantial amount of fresh produce waste, tfee@¥eness of the silent salesman role must be
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explored. There is a general assumption that food packaging is a key instrument for reducing
food waste (Velez, 2019nd that it favourably improves the sustainability of the food chain
(AschemansWitzel etal., 2015). Wrap (2013) notes that providing consumers with clear and
consistent information on packaging helps to reduce waste in the home. Though, Girotto et al
(2015) states that food waste is caused by consumers lack of knowledge on storage and shelf
life. Yet, this information must be provided on fresh produce packaging (Gov.uk, 2018),
signifying a possibility that consumers pay little attention to the informatipplied. We can

assume, that the removal of plastic in fresh produce aisles would ittekelifference in

behaviour and food waste, if consumers do not currently acknowledge the information being
presented to them. Therefore, reinforcing the need-evaluate the role that plastic plays in
consumption. 50% consumers also recognise teattip ac kagi ng used i n sug
for the environmenté (Wrap, 2013. P, 3) reit
consumer s r esimpact onsthe enyitorarerit it @rjphasises the assumption that
consumers are willing to golgstic free. The pledge therefore lends itself to the notion of
reinforcing traditional consumption practises of fresh produce being sold loose, in its natural

form (Clay, 2014). This demonstrates a reason to understand if there is a role that plastic need

to play in fruit and vegetable2t ent ury consumption. Though, ¢«
efficient if not harmonised with awareness. Williams et al (2011) found that consumers
knowledge about how packaging affects food waste is scarce. This suggest three things,

either that tkre is an extreme imbalance of focus, placing more importance on the
environmental impacts of plastic than food waste (Chadwick, 2018). That if knowledge is
scarce, removing plastic would make little difference to fwadte as previously discussed, or,

that the severe lack of knowledge in this area needs to be addressed through education before
the removal of plastic to mitigate any potential increases in food waste. Silayoi (2004, p.1500)
adds that packaging informatican create confusion by conveyimmg tmuch or misleading
information. For example, date labelling has been said to create confusion over quality (Wilson

et al ., 2015), Wrap (2013-pddyy@®npornthiaang hofs w
inconsistencies in the literature impls a need for further resear
consumption and the extent of consumers reliance and possible confusion to accurately predict

the impact of the plastic free aisle pledge.

2.2 Consumption theory

Martin (2007) suggested that *2icentury UK consumers have become drivers of
overconsumption, di splaying ignorance in bet
finding that the country has a 69 %rovidest i ng i
inexcusable explanations fbrgh statistical fresh produce waste; wasting 42% of fruit and
vegetables annually (Lipinski and Hanson, 2013, p.6). Such assumptions would suggest that
consumers play an active role in creating waste. Wrap (200 4rcassupports this idea with
researctthat found that 60% of consumers believe that food waste is not a concern because it

is natural and biodegradable. Schor also supports this idea, arguing the ecological bias. The bias
informs that ecological resourcese perceived as free goods thusséheesources can be
exploited because they werendt monetarily bo
for the extreme wastage in fruit and vegetables, given that they are a natural grown resource.
Though, theheory only considers resources franmatural accessibility value basis and fails

to consider the costs of such &6freed externe
consumers who justify produce waste. However, these negative theoriensafimers
consumption practises may g representative now considering the time of the research and
evolving behaviours and perspectives, for the Government pledge would not have been
implemented without the demand from society. But then, as highlighikegledge is a result

of a concerndr excessive plastic use therefore we need to understand consumers opinions on

17



39th International Scientific Conference on Economic and Social Development
"Sustainability from an Eonomic and Social Perspectivd’isbon 29-30 April 2019

fresh produce waste; which as highlighted, is equally as important of a sustainability issue; only
then can t he Gov e rsedmidarefotesnewréseadcly raustimesluctechta | y
reassess consumers views, to see if fresh produce waste is now perceived as a greater concern,
much like the growing concern for plastic uses; rather than using outdated theories and
generalised trends. Hew er , Howar do6s (©rdWners satisfy thegngedvaestared t h a
6do good6é at the same time. This statement |
consumer & and O6green consumptiond (Peattie,

i deol ogy of 0 g r somewhat af ansoxym@rania® gréen gerserally implies
conservation whereas consumption often means destruction. This ideology reinforces the
contradiction found in the current literature and therefore initial researclepratiscussed,;

that consumers portragy concern for a lack of sustainable practises, through the amount of
plastic usage, yet produce vast amounts of waste in fruit and vegetables. Therefore, the attitude
behaviour gap should be addressed to understangalen for the gap in consumers \&eti
concern and yet |l ack of active behaviour and
regards to consumption and waste. The attitude behaviour gap is when there is a discrepancy
between attitude and behauro(Vermeir and Verbeke, 2007). Vermand Verbeke (2007)

looked at sustainable food consumption and suggested that when consumers felt they lacked
resources to perform a behaviour, they were unlikely to form strong intentions to perform that
behaviour. Wwever, it can be argued that we aleady facing a potential lack of resources in

terms of food security, with one in ten in the UK suffering (Butler, 2016) yet we are consuming

at an unreasonable pace; reiterating the notion of a collaboration of §regdeinforces the

need to underahd consumers thoughts regarding excessive waste in fresh produce
consumption.

3. AIMS AND OBJECTIVES

3.1.Aim

The aim of this study is to evaluate the balance and impact that plastic free aisles and therefore
fresh poduce being sold loose in supermarkets will have on consumption and food waste.

3.2.0bjectives

1. To critically review the literature concerning congption through packaging.

2. To investigate the role plastic plays in consumption.

3. To assess consumers raki@ on packaging information and their thoughts and feelings
regarding the consumption of fresh produce.

4. To discuss the implications of threduction of plastic and its impact on fresh produce
consumption from a consumer perspective and to make recommoasdat Government,
business and academia.

4. METHODOLOGY

An inductive approach was taken in this study. This was decided based on bupdimg
existing theory regarding the relationship between plastic and food waste and its link to the
newly proposed Gvernment pledge. The inductive method creates a narrative description
(Greene, Caracelli and Graham, 2010) of the given relationshipnéepetential to discover
uncovered topics and to create new theories regarding the relationship between plastic
packaging and food waste. An experiment and questionnaire was conducted in a
complementary manner, therefore using a concurrent mixed methearaledechnique to
generate both quantitative and qualitative data.
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4.1 Experiment

An experiment was used to iestigate the role that plastic plays in fresh produce consumption

and waste. Using a convenience sampling method (Saunders, et al., 2002 aghousehold

of two middle class adults were used. The method allowed a high level of immersion, recording
datain the authentic environment of the home where food waste was generated, increased the
studydés external val i dintysed(aHepdatiednmeasdrésésign Th
(Saunders, et al., 2012, p.176) keeping plastic packaging in the first tri@raading it in the

second, to assess whether there was a connection between plastic packaging and the level of
food waste produced over tvaets of ten days. The dependant variable was the consumers
waste production and the independent variable was whigdsdr produce was stored in its
original plastic packaging or loose (Hakim, 2000). The fruit and vegetables used were
controlled, using theame items in both trials (see appendix 1). To record data, participants
kept a food diary, to quantify wastage amuhlitative reasoning. Informant verification was

used at the end of each ten days to avoid observer bias (Saunders et al,2012 p.8aB)sdo a

the diary data a method of transcript analysis (Brinkmann and Kvale, 2009) and thematic
coding, was used (Ma) 2016). Transcribing the food diary provided the ability to contextualise
patterns and themes in plastic and-péastic consumption. Theaste was totalled numerically

by item for each trial.

4.2. Questionnaire

An internetmediated selftompleted queginnaire was used to understand consumers reliance

on packaging and in particular their attitudes regarding consumption. The questioragire w
created on type form, released for three weeks and posted on LinkedIn, Social medias and via
email, allowing fora wider access of potential respondents (Coomber, 1997, Dillman eat all.,
2009) and therefore generalisability. The Governmental pledgafofced, would impact all
consumers, so the data needed to be representative. The questionnaire received €3,respons
with a 100% response rate. The sample used was convenience (Saunders, et al. 2012, p.270),
using participants of twerdgne and over t@void uniformed bias (Saunders, et al. 2012,
p.420). The questionnaire featured open, closed and ranking questierppendix 2b). These
guestions generated quantitative data, which allowed for statistical analysis (Saunders, et al.
2012, p.475) and quimtive information to support and enhance the statistics gathered, thus
providing meaning (Saunders, et al.201268). Statistical data (Sparrow, 1989) and
explorative analysis was used to produce visual aids (Whitey and Ball, 2001) to interpret and
display the quantitative data. Lastly, Summarising was used to categorise the qualitative data
(Male, 2016) so that recurring justifications could be highlighted. The methods combined
creates a synergy effect. Using the questionnaire findings of consuengpegives alongside

the experiment results of consumers behaviours, leverages the ability to understanddbe attitu
behaviour gap therefore providing clarity as
consumers reliance on packaging. This thkkows for opportunities to address and close the

gap and build on existing literature regarding consumer reliamt¢lee primary and secondary

role, leaving potential to minimise negative consequences of the Government pledge.

5. FINDINGS

5.1 The expeiment

Overall, the experiment data showed that more waste was generated in the first trial when
produce was keptni packaging than when stored loose. The plastic covered produce trial
produced 8 ¥ of item waste whereas the plastic free producgdnatated 5 items of waste.

Two themes were found for each trial as a result of thematic coding, see table 1. Ist the fir
experiment, when produce was kept in plastic packaging, the participants relied on date
labelling and therefore product informatiomaway of evaluating the edibility of produce.
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The patrticipants also used their senses by evaluating the look ancdetexktthe fruit or
vegetable to determine if the produce should be consumed or wasted. In the second experiment,
when produce was statdoose the senses theme was regenerated, more so in the second trial
than in the first. The theme of deterioration a0 present in the second trial, though closely
linked to the sense theme, this theme focused on the rapid decline of the healttucé pro

Table 1: The experiment

Trial Theme Number of Evidence
occurrences
Experiment 1 Date labelling 6 % AfGone past t he
Plastic covered packagingbo
produce
The senses 4 AThey | ooked ¢
extremely soft
|l ooked squi shy
Experiment 2: Plastic | Deterioration 4 Awent off qui g
free produce rapidly began
Thesenses 5 itasted softo

5.2 The questionnaire

The questionnaire generated 79 responses, with a completion rate of 100%. The questionnaire
results have been presented using explorative analysisummarise, fresh produce sold in
plastic packging was considered somewhat uneceslsgd6% of particpants and uneccessary

by 25%. 55% of particpants were found to rely on packaging for date labelling, followed by
37% for preservation. Lastly, 92% of particpants believed the government pledgead a go
strategy with only 8% disagreeing.

Figure 1: Question 1 results

To what extent do you think it is necessary to
have fresh produce sold in plastic packaging?
50% 46%
40%

26%
30% ’ 21%

20%
10% I 4% 3%
0% | —

UnnecessarySomewhat Neither Somewhat  Very
unnecessaryiecessary or necessary necessary
unnecessary

Figure following on the next page
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Figure 2: Question 2 results

| rely on fresh produce packaging for
6% 4%

37%

P

11%  28%

= Date labelling = Nutrition = Branding
= Product origins Preservation Portion control
None of the above

Figure 3: Question 3 results

Do you think The Government pledge of
introducing plastic free aisles and therefore
fresh produce being sold loose is a good

strategy?

8%

m Yes = NO

6. DISCUSSIONS

The results show that there is a reliance on plastic packagirgsimpgroduce consumption

for boththe primary and secondary role. However, there is more reliance on the primary role
rather than the secondary. The primary role aids consumption whereas the secondary role,
misleads.

6.1 The primary role

The research shawthat the primary role of plastipackaging is heavily relied upon by
consumers. Referring to the questionnaire results, 37% of consumers said that they rely on
packaging for preservation. Further, in the experiment, only when produce was stored loose
wasthe theme of deteriorationpresé , wi t h evi dence that the fo
Such findings support the existing literature discussed, that packaging protects products from
damage and outside influences (Mars and Bugusu, 2007; Velex, 2b#5)vaste created in

the experimet as a result of produce deterioration, supports Barczak (2016) who said that
Apackaging minimises produce wasteodo. This st
that only 22% of people acknowledged that packagirtenels shelf life. Here then,
cortribution is made showing an increase in consumers understanding of the relationship
between plastic and food waste; thus, showing a progressive change in sustainable behaviour
amongst consumers. The results at first gléiner, would suggest that The Goament pledge

poses a further threat to the amount of food waste produced because the removal of plastic
threatens the shelf life of produce, shortening consumption time and increasing the potential of
damage (Corbin, 20)8Futhermore, such preservatiamls are driven by consumers to meet
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fast pace lifestyles (Labuza and Breene, 1989, p.2), so there is need for shelf life extension to
ensure consumption is fulfilled and to minimise opportunities for household wastagevétpw

the pledge provides opportities to evolve consumption practises by applying nudge theory
(Thaler and sunstein, 2008). By making changes to the physical environment (Cooper, 2017),
by removing plastic from produce, overconsumption can be reducsmhdtimers are able to
acknowledg the link between plastic acting as a preserving agent of fresh produce, as displayed
in the results, then they will recognise that when plastic is removed, produce will have a shorter
life expectancy and therefore will balikely to over purchase. Thesrategy would combat the
excessive consumption discussed in the literature, further reducing food waste. Nevertheless,
the removal of plastic would undoubtably impact other parties of the fresh produce journey,
from farm b fork. For example, supermarketsgy face the challenge of sustaining quality
without packaging. Therefore, a holistic approach needs to be taken to understand the
operational impact of the pledge. Thus, further research is needed to gain a wideriperspect
on the pledge.

6.2 The secmdary role

In the questionnaire results participants showed a reliance on the secondary role for information
purposes. In the experiment 6 ¥z items of produce were wasted based on date labelling and in
the questionnaire 59%f participants said they relienh packaging for date information. These
results support the existing literature, that providing consumers with packaging information is
beneficial to consumption (Wrap, 2013) and therefore leverages consumers abilitigeto ma
decisions regarding fresh prazk edibility. This would first indicate that the removal of plastic
would have a negative effect on consumption as consumers would feel that they do not have
sufficient knowledge or the right guidance regarding consumpbdities and therefore would

result in waste. However, in the experiment when plastic packaging was removed and therefore
packaging information could not be relied upon, consumers were able to uasseskment

using their senses. In fact, the senbesne was present in both trialdis suggests presence

of the anchoring bias, whereby consumers rely on the first piece of information presented to
them, for when consumers experience information overload, they will choose the most readily
available optia (Cooper, 2017). Here then, theste created in the experiment as a result of
relying on date information may have been misled, which resulted in unnecessary wastage.
Therefore, the packaging information overrides consumers ability to usesseBsmenthis
assumption directly linkgo existing literature that the information on packaging creates
confusion (Williams et al, 2011) and the perception of quality (Wilson et al, 2015). Therefore,
the general assumption that packaging is a key instrumenetfiacing waste can be challenged,

for it may increase shelf life but contradicts the primary role function by confusing consumers

with unnecessary information resulting in wa

that produce is becoming comrodised through packaging butssll primarily bought for its
commodity status; in this process consumers perceptions are blurred. This view built of
consumers is different from the initial literature drawn, that fresh produce waste is a result of
consumers ignorant consumption. Theyed, it can be added to the literature that consumers
behaviour is not solely intentional, as this is still a factor that must be acknowledged, but also
due to confusion. When appl yi ngnodellfyan eva,r k s
2013), consunts can be said to express an unconscious incompetence of sustainable behaviour
regarding consumption. However, this is not solely due to excessive consumption practises but
also because they have been misled and therefreaconfident in the consumgi of fresh
produce. This builds a bridge between the attitude behaviour gap, as the gap is created as a
result of ambiguous information. Removing plastic therefore leverages the opportunity for
consumers attitudes to matitieir behaviours if they are abto use their own sefssessment

and consciously make decisions regarding fresh produce consumption.
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7. RECOMMENDATIONS

7.1 To Government

1 To update the 2year sustainability plan with a strategy to explore and investfresh
produce preservationdbnologies, to ensure that shelf life and protection of produce is not
threatened after the plastic free aisle pledge is enforced.

1 To make food preparation a compulsory subject across UK education establishments to
minimise ambiguity and confusion in ft@and vegetable consumption.

7.2 Farm to form process operations
1 To liaise with parties involved in the produce life cycle to formulate a plan terppt
government regulation.
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ABSTRACT
From the 1950s onwards, trusis a concept has served aswamapped resource for countless
disciplines. Several fields of science, from several perspectives examined trust as a
phenomenon and the impact of the lack of trust in different context. These issues identify the
most importah research areas in the sciéit world that have focused on trust in recent
decades. In our accelerating economic world, building and maintaining trust is primarily
necessary to strengthen the economic performance of companies. Researchers sougit to answ
the following questions dung their scientific research: Why is research of trust important, how
can the organization recognize a trustful atmosphere, how can trust be built up, what advantage
does a company get if the workers have trust in the orgtmizor how large is the darmgas
if the company has not sufficiently invested in trust. This article is an extended literature review
in connection with the concept of organizational trust, which defines a problem area in the
relationship between knowleelgnanagement and leadershlp. our study, we researched
scientific journals by using the phrase organization trust as the keyword, and within these, we
highlighted the areas of research where the most significant relevant scientific literature was
to be dbund, which was in close corati®n with our research field. The aim of this article is to
summarize the most important issues of this literature, which have been studied within each
discipline. The conclusion from this literature identifies a positiveretation between
economic pedrmance and organizational trust; its measurability can be the key question for
companies. In our study, we appointed the measurability of trust as the goal of future research.
Keywords:knowledge management, leadership, messility, trust

1.INTRODUCTION

The definition of trust in the various fields of science has become part of the literature since the
middle of the last century. The research and analysis of the role and effect of organizational
trust have a history of meithan fifty yearsNumerous organization scholars have emphasized

the importance of trust in organizational settings, but all of these researchers have analyzed the
role of trust in a slightly different way, from another scientific approach or in diffecenexts,

but oneelement nevertheless is common in these researches: the role and importance of trust in
an organization are indisputable. According to interesting scientific research from the
University Institute of Lisbon, there are five hormoneshie human body respsible for our
sensations and emotions. The researcher states the combination of these hormones has a positive
correlation with the level of organizational trust because of the chemical reactions to the
different emotions. For this reasothey measured witqualitative research the relationship
among the different chemicals, leadership, motivation and organizational trust. The inspiration
for this research came from the different feelings from a different work environment where the
employee can feel the tat or lack of trust (Zak, 2018; Ferreira, Costa, Pereira, Jerénimo, Dias,
2018).
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Zak (2018) identify oxitocyn as trust hormone and Sinek (2016) provide with the logical way
the indirect connection between the environment, leader bteavd motivation. i describes

and emphasizes if the leader behavior causes trust in the workers, the level of oxytocin increase
in the human body and the level of motivation increase as well (equilibrium theory).

2.DEVELOPMENT OF THE TRUST DEFINITION

During these more #n fifty years of trust research, science has defined trust in many ways.
Cook and Wal |l (1980) defined organizational
ascribe good intentions to and have confidence in the words andsactianf ot her pec
Carnevale and Wechsler (1992) identified the definition of organizational trust as that it

Ai nvolves faith or confidence in the intenti
of ethical, fair, and nothreatening behavipand concerns fohe rights of others in exchange

relationshipso. Mayer, Davis and Schoor man (
Athe willingness of a party to be vulnerabl
expectation that thether will performa particular action important to the trustor, irrespective

of the ability to monitor or control t hat ot
t hat Atrust as a belief, as a decilvratzern and
Engelen,06) and Mayer (1995) and Gabbay and Le
beliefs about the other party (trustee), w h
actions will have positi viedo c(oBaskekgeyréablualy e e nf doerr

Kratzer, Engelen, 2006As the number of researches related to trust increases, the study areas
and topics have started to develop dynamically. While in the 1980s most of the studies looked
at the impact of trust on worker€gok, Wall, 1980) and they focused the ldgegnm
maintenance for an organization, in the early nineties, relationships with leaders were already
being studied (Carnevale, Wechsler, 1992). After the turn of the millennium, the impact of trust
on economic pgormance and financial gain has also shone in thdigpptwhich is also the

basis for longierm sustainability. Examining this relationship is a key element of survival in
the global economy (Lams, Pucetaite, 2006addition to the key actors in liding confidence

in an organization, the chosen artgclen trust research gather around two approaches:
psychological and social approachEsom a psychological approach, Fehr (2009) described
the trust: ATrust pl ays d prsoloe (LnusalkemostRoal
Lomi, 2012). Lusher, Bbins, Pattison, and Lomi have collected on trust relations within the
top management team of a muitit industrial group and have modeled the expressed and
perceived trust relationship in organizais. They proved the effect and role of trust with the
mathematical model and suggested that the building and breaking of trust based on a
psychological mechanism. They stated that 171 collected articles write about trust in
organizations that have publesh over the last 48 years (McEvily and Tortoriello, 201n

these articles the researcher found 129 different measures of trust and they state in their work
that "disagreement on measures notwithstanding, two identifiable trends seem to characterize
conemporary research on trust (and distrust) in the orgéional context" (Lusher, Robins,
Pattison, Lomi, 2012)The definition of trust in social scientific studies is different from the
psychol ogi cal approach. Tr u s tral ¢oassuctdie iater | d e n |
organi zat i on@mith,rBardlag, 11990 ansl i wap described and examined in the
different level of the organization. In an article from Baek and Jung was identified two

important implications of trust. First, theyste d t her e i s fsequenti al
typesof trust in organizational settings. Second, interpersonal trust promotes organizational
commi t ment only if it facilitates instituti

types of trust inan organization: interpersonal trust and institutidnast and in these two
groups have modeled the effects of trust with a mathematical mddowekver, there are
regardless of the different approaches and definitions in connection with the termragthe
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the concept or basis of the general definiti@swerviced by Rousseau for the scientific world.
Rousseau state in 1998 that Apsychological s
based upon positive expectation of the intentionserhavi or s of anot.her o (
Fukuyama, athe major researcher of this scientific area, analyzes in his book Trust: The social
virtues and the creation of property (1995) the role of trust and the social capital is the different
countries andnationalities. He describes culture "as a major caominly source and
explanatory variable of varying prosperity around the world". (Quddus, Goldsby, Farooque,
2000) The book makes significant differences between the social behavior of the people in
different countries and he prove that these differencéibehavior of cultures appear in all

areas of busines#lthough countless scientific researches describe the importance of the
concept with various methods and mathematical models, their useniglifieult in everyday
business life. Several factoadfect the lives of economic operators (eg. the cooperation of
multiple cultures within an organization, personal internal conflicts of interest) which make it
difficult to build and maintain trust. Keever, this activity is a major element of the daily
business in a company, it serves for a basis of knowledge sharing and continuous development
as well.Based on our chosen scientific articles we summarized the most important research
field in the studis, but not all scientific examination is covered, g@sves only as a sample to

this short summary. For our analysis, we have chosen two concrete research areas: leadership
and knowledge management, because these are the two scientific areas whaaneyail

deeper in connection with trust in our latesearch with empirical analysis and case study
method.

2.1. Trust in the organizational context

Over the past 150 years, the image and concept of the leader have changed from time to time.
These chages are mainly induced by environmental factors sutiegsolitical system of each
country, the economic situation, technological development and generational changes that have
emerged as a result of the present age. Although leadership as practicesteas stnce
prehistoric times, leadership theory madalan be regarded as your@hanges in the
characteristics of the leadership role also followed this trend. The chronological changes of the
visionary approaches such as the classical viewpoint, theafcentered viewpoint, the
modern or the poshodern @proach, have given managers new attribute and competence for
the leading role according to the current driving characteristics and directions. During the last
three decades, ethical and transformati¢eadership get an important role in leadership style

More studies examine the positive effect of this leadership within the different companies and
in a different context. Et hi cal |l eadership i
predictor of job satisfaction, organization commitment,raiadentity, voice behavior and
organizational citizenship behavior" (Brown, 2005; Brown, Trevino, 2006) and the ethical
leadership was defined as "the demonstration of normatively appropriate comawgih
personal actions and interpersonal relatigpshand the promotion of such conduct to followers
through tweway communication, reinforcement, and decision making (Brown, 2005). Brown
and Trevion describe the ethical leaders as "who have theviejacharacteristics: honesty,
integrity, care for othes, altruism, visibility, group determination, reliability, supporting proper
rights, along with their particular conduct as principled folks who create-baklhced
judgments”. Bass (1985) as the m&mmous researcher in the transformational leadership
described the leader as a motivator who able to inspire, stimulate and empower people to a
common goal. He specified the following characteristics: idealized influence, inspirational
motivation, intelectual stimulation, and individualized considerationd ahrough these
characteristics and empowering abilities, the transformational leader can build more efficient
organization than the other leadership styles, it is an effective form of leaderslsijglediasd

the transformational leaders "as those mainga their followers to move beyond their
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individual selfinterests for the good of the group, organization, and society” (Muchiri,
McMurray, Nkhoma, Pham, 2019); Birasnav, Rangnekar and Dalpati (20tphasized
Atransformati onal mest effective leadgrship stylesofor eenhanéing t h e
knowl edge capital, human capital o (Le, Lei,
other scientific studies examine the employee behavior, trastedship style and employee
performance in a common ex@ation group. My chosen studies have focused on the
relationship between ethical leadership behavior, organizational trust, and employee
performance, and these studies emphasized the positive nstapiobetween the ethical
leadership, the ethical wodavironment, and the organizational trust as \iiéle role of trust

appears as a key factor in the functioning of the organization. Several studies research and
analyze the impact of trust in two dwée indicators as motivation or employee engagement.

fA key challenge for managers seeking to promote subordinate cooperation is that they must
manage the inherent tensions between control and trust. These tensions exist because control
and trust motivatéendividuals through related but distinct and often agpg psychological
mechanism. o0 (Long, 2018) Long have stated in
in building trust. He has pointed out the importance of this and the insights detreist at

each level of leadership. In his examinatiom used twentywo in-depth, semstructured
interviews that were conducted with practicing managers who were also members of an
executive MBA program in the eastern United States. He examinedinte¢haews the variety

of the managerial role in conriem of the building trust.

2.2. Trust in knowledge sharing and creativity

In our current accelerated world, quick response, good ideas and effective teamwork can be key
issues, within the knowledggharing can help to fulfill the customer needs and davoe

problems in this everyday competition. New ideas and innovativeness of a company could be a

key determinant in this platform. Most scientific research has examined the impact of ethical
leadershp on innovation and creativity, which is motivated aoty by academic life but also

by practice as well. Some studies prove with different methods the direct relationship between
the | eadership style and empl ogeneofthemant i vi t
driving forces in developing and sast ni ng a <cul ture of creati vi
Arjoon, 2016) and the evidence this direct connection not only in the positive understanding

but in the negative aspect as well. Hence, there pssitive relationship between ethical
leadership and eptoyee creativity and innovation, and there is a negative correlation between

the authoritative leadership style and employee creativity as Aaibrding to the chosen

studies the knowledge sharinga a term was described fs the
exchanging information among individuals to create a valuable knowledge base for one
anothero (Le, Phouvong, Than, Nguyen, Gong,
knowledge management. Syud by Rei d (2003) state that A
opportunities to maximize organization ability to meet those needs and generates solutions and
efficiencies that provide a business with a
knowledge mnagement aims at is knowledge sharing. Tuan (20183hsaJain and Ahmad

(2011) identified knowledge sharing as a process within the information exchange between the
employee in a company serve as a transfer @reeativity is also an important issue the
increasingly competitive economic competition. gdod idea that can make a positive
difference can be of great importance to businesses that are under increasing pressure to survive,
but this requires an inspiring, motivating, supportive environmérgre company employees

can develop their knowledge éprofit from a new idea business can be gained. Incorporate
everyday life, the elements of the environment include, among other things, infrastructure
elements, existing economic processes, worketsv@anagers who support and manage them.
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This is the reason behind the research of Javed, Rawwas, Khandai, Shahid and Tayyeb, which
focuses on trust. They examined small textile firms in Pakistan and concluded: "ethical
leadership promotes creativity awarkplace, while trust in leader mediatks effect of ethical
leadership on creativity" (Javed, Rawwas, Kandai, Shahid, Tayyeb, 2018). Pucétaité has
analyzed the relationship between organizational innovativeness and ethical leadership on the
basis of oganizational trust with an empirical exaration in Lithuania and recognized the
statistically significant relationship between the ethical climate in the organizations and the
organizational creativity or innovativeness.

3.CONCLUSION

The most importangoal of the financial world according to the neoclassical studies is to gain
economic benefits and profit. Based on the above, companies can achieve these benefits through
the building and maintaining trust. Rabbiosi (2010) finds iniensific study thatrust serves

as a basis for employee innovativeness, it has an impact on commitment and loyalty, according
to Harvey (2011), and Dirks and Ferris (2002) find it has a strong connection with organization
performance. Hence, there is eosgy correlation mong trust, creativity and leadership style

what serve as a basis to the employee motivation, commitment and better business performance
of the company. Nowadays, the acquisition, maintenance and expansion of knowledge are one
of the mostimportant competiveness factors for companies. Due to the explosive
technological, first of all the information technology development, companies have all technical
possibilities that can help in the growing competition in the business world, only lapitad,
knowledge and behavior can hinder or allow the development. The chosen literature shows a
clear, positive correlation between the presence of trust, the performance of companies, the
motivation and commitment of employees. Therefore, building mathtaining trustis

crucially important for a company according to the summarized views and findings above. The
higher level of this research field can be the visibility and measurability of this impact. The
research hasndt f ouytamegsaré trushlhstudies ng engincadl dajau i ¢ k
analysis and evaluation of surveys and questionnaires as a useful solution, but these research
tools include a lot of subjectivity what can modify the results of the examination. We prefer the
case studyesearch methodsd the data collection in empirical way to our analysis. According

to our opinion, these methods support with the help of the concrete example the better
presenting of the economic impact of the lack of trust or atmosphere of trusirgeaization.
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ABSTRACT
Nowadays, sustainable development of cities is understood as development in the spirit of an
urban trend called New Urbanism. New Urbanismow the most important international
planning movement and is about raising our quality of life and standardin§ Iby creating
better places to live. One of the basic principles on which this trend in urbanism is based is the
principle of sustainale development. The principle of sustainable development is recognized
today as the fundamental principle of the depetent of the world and for many years finds
its expression primarily in documents adopted at the forum of the United Nations (UN). The
role and significance of cities as essential human centres remains also recognized and
unchallenged for the implementati of sustainable development policy. This study presents the
current interpretation of the concept of sustainable development, incladstginable urban
development in particular, adopted by the UN in 2015 and its correlation with the new trends
emergig in New Urbanism. The result of interdisciplinary dogmatism and literature
researches is an indication of whether and how New Urbanidlnented the current
understanding of sustainable (cities) development at the level of international regulation and
pdicy, on the other hand how contemporary sustainable development policy can further
influence the formation of New Urbanism movementhamiplanning and financing. The study
raises such important issues for contemporary urban development as particaticocial
justice through housing and transport design and construction, environmental protection and
climate policy, heritage and cultal tradition. In the conclusions, the authors point to
deficiencies in the interaction between sustainable develdgoi&oy and New Urbanism and
the need to set new priorities in the development of modern cities at the level of international
regulationsand policy.
Keywords: international policy and regulation, New Urbanism, sustainable development,
United Nations

1. INTRODUCTION

The principle of sustainable development and the dominant movement in urban planning
referred to as New Urbanism are conedchot only by the common date of creatiotihe
beginning of the 90s of the twentieth century but also by the conewvmlation of the trends

that dominate in practicelhe article examines the interrelationships between sustainable
development, in partidar urban sustainable development, and New Urbanidre. article

refers to the New Urbanism not only in its practiggproach (dominating trends) but also the
theoretical one expressed in the New Urbanism Charter adopted in 1993. The New Urbanism
Chartenis a document presenting a comprehensive vision of the development of cities that goes
far into the future of urbanlgnning. The principle of sustainable development is examined
mainly in its current interpretation. This interpretation was concentrateth@rthe human
individual. In accordance with the contemporary interpretation of sustainable development,
through thehuman individual and its development, as well as through the participation of the
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human individual in the ongoing processes, the goalsdaently are set in sustainable
development, in particular in urban sustainable development, can be redfiz@dinciple of
sustainable development, though criticized by naturalistic trends in law, has been presented in
this study as the only appragie and for which there is no alternatiiehe study seeks to
answer the question of whether and how New Urbanismisi theoretical approach and
emerging trends in practice, affected the current understanding of sustainable development
(urban sustainabldevelopment) at the level of international regulations, and how the policy of
sustainable development in its evabdat affected the formation of this movement in urban
practice and for the further development of citi€se research methods used in tiigck

include literature studies and dogmatic studies of documents and legal acts adopted at the
international levelmainly at the UN level. The research also leads the authors to formulate
conclusions with regard to these trends, both in the practisastéinable development and

New Urbanism, which should be emphasized in the coming years.

2. THE RESULTS OF INTERDISCIPLINARY LEGAL AND URBAN RESEARCH

1. Changes that over the last thirty years have taken place in the way of interpreting sustainable
develgpment have allowed thinking about urban planning and development from the point
of view of not only environmeat protection, but mainly of social needsqualizing
development opportunities, eliminating povertycurrently dominating values in the
principle of sustainable developmenallowed thinking about cities as places friendly to
people, including the mosulnerable social groups like children, the elderly, people with
disabilities.Changes in the way of interpreting the principle of sustainabielalement
have allowed to see the need to design, build or revitalize cities that are combined with the
liquidation of social segregation and the protection of cultural heritage (revitalization of
historical city centers)Changes in the way of interpragirsustainable development also
allowed a broader view of city management through joint decisiaking (social
participation). Social participation in cities has become a tool for achieving the goals of
sustainable development also in other important aseels as climate policy, air quality,
and waste management. Environmental protection in cities has thus beheme
participation of all residents, and not just the fight of environmentalists.

2. New Urbanism appeared as an urban movement that opposeg¢me jgrnciples in spatial
planning and meets the need to protect the natural environment. THarhawsm Charter
was adopted in 1993 and thus one year after the UN Conference on Environment and
Development during which political assumptions for sustale development were
adopted. Despite the prevailing ecological trend in the policy of sustaitedopment,
the New Urbanism Charter presented a comprehensive and logically constructed vision of
designing and further development of regions, citiestridis (human settlements) as a
whole. Although the ecological trend prevailing in New Urbanistheatime overshadowed
such values as liquidation of social segregation or protection of cultural heritage, the New
Urbanism Charter itself emphasized theakies as much as the need to protect the natural
environmentThe studies carried out prove tha¢ ttomprehensive vision of development
of regions, cities, districts (human settlements) adopted in the New Urbanism Charter is
currently found in the Agend2030 adopted by the UN in 2015, and in particular in the 11th
goal of sustainable development whieais dedicated to citiek.can therefore be concluded
that the New Urbanism Charter played a significant role in the creation of a new
interpretation oftie principle of sustainable development at the level of regions, cities and
human settlements. TheelW Urbanism Charter, therefore, has not lost its importance. On
the contrary, the changes that have taken place in the way of interpreting the principle of
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sustainable development allow to finally see and appreciate the potential of the New
Urbanism Chartethat has existed from the very beginning.

The new trends that currently dominate in practice in New Urbanism remain in close correlation
with the curreninterpretation of the principle of sustainable development and are concentrated
around théhuman individual. It is through the human individual that other goals in sustainable
development (urban sustainable development) are to be realized.

3. DISCUSSION

3.1. Sustainable development- evolution and contemporary interpretation and the
priorities of urban policy

Sustainable development as the basic principle in the contemporary development of the world
has undergone a profound evolution in the last 3dsyeSustainable development has evolved
(Wilkinson and Cary, 200Robinson, 2004from a principle that emphasized the importance

of protecting the natural environment (Dovers, 1997) into a principle emphasizing the basic
role of the human individual ithe development of the modern worlthe need to equalize
developmen opportunities at various levels (development of individuals, gender, cities,
villages, countries, regions) and elimination of poverty that in the 1990s existed in the further
developmentplan, eventually became the basic values of sustainable developroent

which others were focused, including protection of the natural environment throweghlezb

green economy or the development of modern citis®ems that the reasons for thelation

of the principle of sustainable development can be sougheiproblems that were created by

the protests of ecological organizations. The slowdown in economic development resulting
from these protests was not compatible with the need for thidagement.Equalization of
development opportunities and eliminatwirpoverty in the world were to take place as a result

of economic developmenaradoxically, therefore, the protection of the natural environment,
detached from the needs of the modeworld, could become a kind of an obstacle to the
implementation ofhie principle of sustainable development (Hezri and Nordin Hasan, 2006).
The current interpretation of the principle of sustainable development focused on the basic role
of the human indindual in the development of the world. This interpretation can airbad
derived from Agenda 21 adopted in 1992 (UN, 1992) but gained importance only in 2000 as a
result of the adoption of the United Nations Millennium Declaration, which sets out the
Mille nnium Development Goals with the prospect of their implementati@@by (UN, 2000),

and currently on the basis of the 2030 Development Agenda adopted in 2015: Transforming
Our World (UN, 2015) in which the Millennium Development Goals have been refigdbd
Sustainable Development Goals with the prospect of theiremmghtation by 2030Agenda

2030 defines 17 goals and 169 tasks to be implemented as part of sustainable development.
Among the 17 main goals, there were, for example, mentioned in thpléices: end poverty

in all its forms everywhere, end hunger, achieve food securityimptbved nutrition and
promote sustainable agriculture, ensure healthy lives and promote well being for all at all ages,
and then, among others: ensure inclusive ajata&ble quality education and promote lifelong
learning opportunities for all, achiegender equality and empower all women and girisure
access to affordable, reliable, sustainable and modern energy for all, promote sustained,
inclusive and sustailde economic growth, full and productive employment and decent work
for all. With regardto cities: make cities and human settlements inclusive, safe, resilient and
sustainable. The role of cities in the sustainable development of the modern worldpsitedis

It is enough to quote the commonly known facts:

1 half of the human populatior3.5 billion people- lives in cities;

1 by 2030, almost 60% of the world's population will live in urban areas;

1 inthe coming decades, developing countries will receive 864fban expansion;
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828 million people live in slums and this number is constantlyasing;

cities in the world occupy only about 3% of the Earth's area, while they consu@@860

of energy and produce 75% of carbon dioxide emissions;

1 rapid urbanizatin has an impact on the size of freshwater resources, the amount of sewage,
the environmet and public health;

1 on the other hand, a high level of urbanization brings productivity gains and leads to the

development of technological innovation, while redu¢hgconsumption of raw materials

and energyHlatforma SDG, Sustainable Development§,d2019;United Nations Human

Settlements Programme, 2016).

= =4

In Agenda 2030, attention is focused not only on distinguishing and appreciating the importance
of the cily as a separate goal for achieving sustainable development, butcalsprehensive

and meticulous delving into the issues of their planning and development. It should be
emphasized that this is a significant difference to the Millennium Development $&balsat

in 2000, where urban issues were raised only in terms ofeie to liquidate slums. Among

the challenges facing cities, there are currently: improper city management, overpopulation,
lack of funds for basic services, lack of proper housing coctgdn and deteriorating
infrastructure. As part of the tasks envigader implementation by 2030, which are to meet
these challenges, are indicated both those relating to equalization of development opportunities
and elimination of social segregatiordgmoverty, with particular emphasis on the needs of the
most vulnerablgeople, and those that concern the need to protect the natural environment.
Among the tasks aimed at equalizing development opportunities there may be mertioned:
ensure access foll & adequate, safe and affordable housing and basic services aadeipgr
slums, 2. provide access to safe, affordable, accessible and sustainable transport systems for all,
improving road safety, 3. provide universal access to safe, inclusive and lalecegseen and

public spaces, 4. support positive economic, socialeamitonmental links between urban,
periurban and rural areas by strengthening national and regional development plamning.
terms of environmental protection, the following may beintigiished:1. reduce the adverse

per capita environmental impact ofies, including by paying special attention to air quality

and municipal and other waste management, 2. substantially increase the number of cities and
human settlements adopting anglementing integrated policies and plans towards inclusion,
resource diciency, mitigation and adaptation to climate change, resilience to disdsters.
deserves special attention that in the modern interpretation of sustainable development (urban
sustaimble development) for the first time at the level of regulation of/tiigoals with regard

to cities appears the need for social participation in integrated and sustainable planning and
management of human settlements in all countries. The issue ofartiaipation, although

widely known in the literature on the subjg€@ampbell and Jovchelovitch, 2000; Kemp,
Loorbach and Rotmans, 2007)), also underlined in EU documents devoted to sustainable
development of cities (Eltges, 2009), has been currentiyded in the subject of urban
sustainable development at the interorai level. This is a huge success of the very idea of
social participationThe need to strengthen efforts to protect and safeguard the world's cultural
and natural heritage should @lbe addressed with great attention. Separation of this task in
connecion with the need to increase the level of inclusion and ensure sustainable urbanization
directs attention to other issues commonly known in literature (Skalski 2004; Tylman, 2017),
andalso already appreciated in the EU urban policylédo Informal Miniserial Meeting on

Urban Development2010)- the issue of revitalization, and in particular the revitalization of
historical city centers.Contemporary interpretation of sustainable elegment (urban
sustainable development) also refers to the need tonman the effects of natural disasters,
especially from the most sensitive groups, by supporting least developed countries, including
through financial and technical assistance, indwg sustainable and resilient buildings
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utilizing local materials. Tasum up, therefore, sustainable development (urban sustainable
development) in itsurrent interpretation has been focused on the human individual. Thanks to
theinvolvement ofthe humanndividual, further planning and development of the urban space
will take place, including the protection of the natural environment.

3.2 Contemporary urban policy - New Urbanism - current assumptions and prevailing

trends

The New Urbanism remains @hose correlation with the principle of sustainatdelopment.

The New Urbanism recognizes the principle of sustainable development as one of its basic
principles. New Urbanism is the dominating contemporary urban movement in the development
of cities whch was created as a response to modernism, pra@pasieturn to the traditional
composition of urban space and prioritization of a pedestrian over car traffic (Talen,|2006).
practice, trends dominating in New Urbanism have evolved, along with thetiemobf the
principle of sustainablelevelopment, from trends emphasizing the role and importance of
environmental protection in cities to trends focusing on the human individual and its needs.
Currently, when speaking of New Urbanism, it is emphasizadittis not only about the way

of communication, but about people and the comfort of using space (Stangel, \2@&L8nd

the manifestation of New Urbanism in the New Urbanism Charter signed by the founders of the
movement in 1993 during the New Urbani€uongress in Chicago (New Urbanism Coexs,

1993). It should be emphasized that the New Urbanism Charter was adopted one year after the
UN Declaration on Environment and Development. It is not a surprise that New Urbanism was
initially dominated by a trentbcused on the protection of the rmauenvironment. It should

be emphasized that despite the environmental trend prevailing in practice, individual chapters
of the Charter are a guideline for authorities, investors and planners for all activities in
urbanized spac&.he New Urbanism Charteomprehensively covers the problems of planning

and development of regions, cities and human settlements. The new Urbanism, in terms of the
New Urbanism Charter, opposed, inter alia, multiband arteries crossingchdistricts, the
principle of separatg functions of human settlements, mass escape to the suburbs, progressive
social segregation, degradation of historical city centers as a result of the outflow of residents.
The document defined three scales of ureion activities: 1. The Region: Mepolis, City,

and Town; 2. The Neighborhood, The District, and The Corridor; 3. The Block, The Street, and
The Building. In the context of the current interpretation of the principle of sustainable
development, it isvorth revising the provisions of theeM Urbanism Charter. It turns out that

after 30 years, in its theoretical, comprehensive approach to urban policy, it remains extremely
current, and what is more, it has been reflected in the policy of sustainablepdeset at the

UN level. The trend ratted to the need to protect the natural environment has been reflected
primarily in relation to the metropolis, which was recognized as the basic unit of economic
development and the basic planning uitMe t r o pegibns tara finite places with
geograpic boundaries derived from topography, watersheds, coastlines, farmlands, regional
parks, and river basins. The metropolis is made of multiple centres that are cities, towns, and
villages, each with its own identifiafbe ¢ e nt r eNew uorlthn madrmp emspbasize that
AFarmland and nature are as i mportattitsatt o t he
the metropolitan level that environmental aspects become crucial, in particular in terms of land
managenent and, above all, the strategy ofill development of the metropolis Al nf i | |
development within existing urban areas conserves environmental resources, economic
investment, and social fabric, while reclaiming marginal and abandoned areas. Metiopolita
regions should develop strategies @ncourage such infill development over peripheral

e X p a n fropemfunctional development must be accompanied by the development of an
ecological transport network aimed in particular at pedestrian, public tranapovtell as
cycling, not car traffifCysekPawlak, 2019)
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The Charter also includes a guideline for creating a cohesive urban organism where actions are
taken to prevent social segregation, revitalization and social participation. The city's
developmenshould take into account the histalicontext of the placeACi t i es and t
should bring into proximity a broad spectrum of public and private uses to support a regional
economy that benefits people of al dnd then c o me s
corridor are the essential elents of development and redevelopment in the metropolis. They

form identifiable areas that encourage citizens to take responsibility for their maintenance and

e v o | ulh padicular.in districts, the offer of flaghould meet the needs of residenttwi

different incomes. The aim is to avoid enclaves of poverty and provide availability of a place

of residence next to the workplace. Districts should be compact, pedésamatty, with mixed

functions (Duany and BterZyberk, 1994)It is important toavoid shaping monréunctional

sl eeping districts that determine the need f
should occur within walking distance, allowing independence to those who do not drive,
epecially the el dthisikfgrnaghlsbrhdods ¢ beaslaptedytwthe huknan

scale. As indicated above, this goal is to be achieved by taking care of such properties as
compact, mixedise, and pedestrian friendly. The assumption of thdaday of many

functions within a walking distance is a nod to older people, the disabled or young people who

do not move by <car. ATransit corridors, wh e
organize metropolitan structure and revitalize urbamters. In contrast, highway corridors
should not di spl ace investment from exi stirt

emphasize the importance of planning documents that define the shape of space in a predictable
way. A key role is also played by vaus green spaces, constituting a kofdconnection
between particular district or different neighborhod®isterring to the scale of the Block, the
Street, and the Building planning, the New Urbanists emphasize in the first sentences of the
Charter that design is the physical definition of streets and public spaces". The document
emphasizes the adjustmentloé tomponents of the urban composition to the existing context.

In the Urban Planning Charter, we also note the need to link elements of arohigéecturban
planning with local conditions: building practice, history and local climate or topography. In
the end, the key assumption is to be a sense of sedDfiparticular importance are public
spaces: squares and street and public buildings asspiiengthening "community identity

and the culture of democracy”. As summarized in the last sentenae ©hénter of Urbanism
"Preservation and renewal of historic buildings, districts, and landscapes affirm the continuity
and evolution of urban sociét As the above analysis proves, the New Urbanism Charter
contains a vision of the comprehensive and harousndevelopment of regions, cities and
human settlements. The quality of life of the human person is a superior value and the natural
environment Bould serve to improve this quality and therefore be subject to special protection.
In this sense, the Newrblanism Charter remains consistent with the current interpretation of
the principle of sustainable development. It should also be noted that curtleat spatial
planning practice in New Urbanism, the revitalization and protection and promotion oéktultur
heritage as well as design and construction that meet the need to protect the natural
environment, including the need to prevent climate chdraye gained importance. These new
trends of New Urbanism are also in line with the current interpretatioaustainable
development.

4. CONSLUSION

The principle of sustainable development (urban sustainable development) in the evolution of
its interpreaition derives from the vision expressed in the Charter of New Urbanism. The
assumptions of the Nerbanism Charter can be found in the provisions of Agenda 2030 from
2015 concerning citge Strong trends of New Urbanism expressed directly or indirectlyan
Agenda 2030, which we currently find in the practice of design and development of modern

40



39th International Scientific Conference on Economic and Social Development
"Sustainability from an Eonomic and Social Perspectivd’isbon 29-30 April 2019

cities, include revitalization of the city, prevention of urban sprawl, development of social urban
movements, inclusion of citizens in decisimaking processethrough the development of
social participation, development of environmental awareness, incliningeed to protect the
climate and air quality, withdrawal from consumerism and much more. These trends should be
further reflected in the financing of unbaolicy. In the opinion of the authors, the trend focused

on the protection of cultural heritag@ecluding the revitalization of historical city centers,
seems particularly important. This trend will allow not only to preserve the achievements of
civilization for future generations, but also to prevent the processes of urban sprawl outside. It
also alows, by building historical and cultural consciousness, broad social participation as well
as financial participation in the ongoing procesSexial trend that currently dominate both

in the policy of sustainable development and in New Urbanism méetté same kind of
criticism. The critics of New Urbanism emphasize that this is a form of social engineering in
the leftist spirit. Construction of citiexccording to certain norms is in contradiction with the
freedom of residents. This ideology corsist orders and prohibitions, for example, preventing

the construction of houses in the suburbs or driving a car in the center (Ellis, 2002; Smith,
2002). Inturn, the criticism of sustainable development focusasapitalist globalism, lack of
standardsind measures for sustainable development, lack of information and education on a
global scale, lack of recourse to actions incompatible with the principlsustinable
development and many other (Sklair, 20@xjticism does not however contain a unsadly
accepted alternative.
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ABSTRACT
Credit institutions play a major role in the economy, especially in4genkric systems such as
the Croatan financial system, having a significant impact on the stability and efficiency. This
paper analyzes how th@mogeneity of Croatian banks changed relative to indicators of their
profitability, risk exposure and costs. The main objective of this sttiolyasognize banks that
have a comparable risk profile and that have experienced similar problems in theeabser
years. Three years that were selected represent theris, crisis and postrisis periods.
The precrisis period refers to the year 2006hich was a period of economic expansion with
strong growth of loans, deposits and foreign sources of fundingn follows the year 2011,
which represents the global financial crisis, while the last period is 2016, a year after the Swiss
franc became sbnger than the euro and caused problems for thousands of people, but also the
Croatian banks. A method of muéiriate analysisi cluster analysis is applied for all of the
Croatian banks operating in 2006, 2011 and 2016. Cluster analysis can be used as a
alternative to regression analysis, or more advanced methods in which the relationship between
endogenous anelxogenous is predetermined. It allows greater freedom without imposing any
a priori limitations. The formed clusters give a different insigha ithe relationship between
variables and between the banks than would give other econometric methods. mhtegsti
have especially helped in singling out the banks that were the most vulnerable in the two crises.
Keywords:Banking System, Cluster Anal;Republic of Croatia, Risks, Similarity Assessment

1. INTRODUCTION

Banks make important financial institutions which, by approving loans and receiving deposits,
affect the stability of the entire economic system. Considering that most everydayeacdirati
closely related to banks, such as drawing salaries, payinguudlbuilding up savings, security

and profitability of their business is in the interest of the general public. Banks use different
business strategies at different stages of the &éssinycle, so in the expansion phase they
operate with the purpose sieig the moment and meeting the growing loan demand, while in
the recession the focus is placed on appropriate capitalization that will allow them to cope with
various shocks. Since tl@&roatian independence, banks have gone through various phases of
the cycle, similar to many other transition countries. In this sense, the banking crises also occur
in the Republic of Croatia, and in the last twenty years the Croatian banking systemdias go
through four major crisis periods. An important impact on the dpuedot of the banking
system was the stabilization program at the end of 1993 and the rehabilitation of some banks in
1995 and 1996. After 1997, new weaknesses of the Croatian bankbeghsyere observed,

and in early autumn 1998, the first signs of theession of the Croatian economy appeared.

All the years of accumulated weaknesses in banks, whose substantial expansion did not follow
the proper business policy, came to the fore. & eea growing division of banks into troubled
banks and banks withoahy problems. During 1998, there was talk of a banking crisis and the
danger of distorting public confidence in the Croatian banking system.
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Managing these crises was certainly a v@eynanding task for public institutions. The third

crisis period in the&Croatian banking system occurred in the second half of 2008 as a result of
the global crisis. Although the banking system in the Republic of Croatia was considered to be
extremely stald, the bad economic situation has led to problems with banks. Infloeheaks

Is evident in lowering credit activity and basic bank income and increasing the cost of loss
provisions and the negative effects of exchange rate differences. The lagiecrigigs related

to 2015 and the Swiss franc crisis, which has hitodueking sector much worse than the big
economic crisis. The Croatian banking sector has a very-txamkic featureconsequently

banks business affects the enemnomy. A large smae of t he banking sect
country are foreign owned atitke top five banks in Croatia make up more than 70% of the total
assets of the sect@y the end of 2018, the first five banks accounted for 80.3% of total assets,
confirming that theCroatian banking sector is highly concentrated and that large banks are
increasing in terms of total assets year after yHais study aims to identify the similarity of

banks through the basic indicators of the operations according to the years matkegizy

crisis, crisis and postrisis period. Using a cluster analysechnique, the structure of Croatian
banking groups that share similar characteristics of risk, profitability and cost exposure is
examinedCategorization of banks into small, mediamd large banks includes the following:

small bankgriterion is metfiits assets are less than 1% of the assets of the banking sector. The
medium banks criterion is met if its assets are greater than 1% and less than 5% of the assets of
the banking seot, so if the assets of the bank are greater than or equal to 5%bafrtkiag

sector, it belongs to category of large barkise paper is organized as follows. After the
Introduction in Section 1, Section 2 gives an overview of the Croatian bankinmsrstenvhat
happened in the observed period. Section 3 starts by expglaiata and methods used and, in

the end, presents results of the cluster analysis. Section 4 concludes the situation in the Croatian
banking sector and results obtained in the amalyBhe last section contains appendices
referring to the list of bankis the observed periods atite cluster analysis results.

2. A BRIEF OVERVIEW OF THE CROATIAN BANKING SECTOR

The total number of banks at the end of 2006 included 6 large banksjuhmishks and 23

small banks. At the end of 2011, there were 6 large banks, 3 medium banks and 22 small banks
operating in Croatia and finally, for the last year of our observat@®g, the number of banks
included 6 large banks, 3 medium banks and lélidmanks. It is evident that the number of
small banks is decreasing, as small banks cannot cope with increasingly demanding business
conditions, the costs of technological advarinesease which leads to the problem of market
survival and the ownershigtructure of small banks is constantly changing. Total assets of
banks amounted to 304.6 billion kuna at the end of 2006, in 2011 it was 407.0 billion kuna. The
increase in banks ats in 2011 was largely based on the assets of foreign majority owners of
banks ando a lesser extent the deposits of the population and the slight growth of banks capital
Large banks increased their edeading share while the market share of smalkbaecreased,

SO current assets of the five largest banks was ¥w@%ech is more in comparison with 2006
where it was 72,6%. At the end of 2016 total assets of banks were 388.7 billion kuna so for the
fifth year in a row assets of the banking sectamtirued to decline slightly ancurrent assets

of the five largest banks wa$%,2% The increase in assets in 2006 compared to the previous
period contributed to the increase in received deposits and to the increase in capital which had
the most significant @nge in bank liabilities. The share of increase in deposits receivezbrelat
mostly to term deposits, the largest part of which is on household deposits. In the case of
mediumsized banks, the biggest increase in assets was felt in 2006. Small banksedotatin

rely on deposits and capital in financing business while largeshaaie relying on outstanding

loans. Several regulations were amended in the arg@dit regulation in the course of 2006.

The main reason was the need to quantify and monitoercyinduced credit risk.

44



39th International Scientific Conference on Economic and Social Development
"Sustainability from an Eonomic and Social Perspectivd’isbon 29-30 April 2019

There have also been changes to laws anrldwy related to harmonization with the EU, the
upgrading of monetary policy and alignment with changes in the ardaatevhational
accounting standards and international finarmepbrting standard3.he financial crisis in the
Republic of Croatia wasaused by flooding or domino effect from the environment. Faced with
rising borrowing costs, economic activity begins to decline in middle 2008 and by the end of
the year, therend of falling has strengthened, and in early 2009 the period of great oacessi
beganDespite the fact that the Croatian National Bank has contributed to the stability of the
banking system through its control measures, the negative consequencesadsbi®n in the

real sector could not be avoided. The impact of the crisisanks has been recorded in the
reduction of credit activity and basic bank income, as well as the increase in the cost of
provisions for losses and the negative effects of @&xgé rate differences. Also, the profit
period and the profitability of the burss was reduced. Looking at return on assets (ROA) and
return on equity (ROE) it can be concluded that the banks were affected by the crisis, despite
the perception of the plibthat banks are immune to the crisis. According to Croatian National
Bank da&, the share of bad loans in the Croatian economy has started to pick up after 2008. In
September 2010, the share of bad loans exceeded 10%, and in 2013 it exceeded 15% of tota
loans. Out of a total of 288.33 billion kuna loans at the end of Septemb@r t28d loans
amounted to 15.32%, or 44.17 billion kuna. This is the highest level of bad loans recorded in
that period. The largest share of bad loans was registered withntipauies.
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Figure 1: ROA and ROE of banks in Croatia in the period 200%2 (CGoatian National
Bank, Banks Bulletin No. 26)

The main source of growth of banks 'assets was an increase in deposits, primarily foreign
owners, which, despite the decrease in loans received, had an impact on the slight growth of
banks' funding sources. Bolesser extent, property growth was affedigdhe increase in the
capital of banks, mainly on the basis of the gains realized in the current year. The bank's capital
is used to increase the amount of available loans to entrepreneurs and citizedf®OAftand

ROE growth in the period from 2009 2011, in 2012, the profitability of the banking sector
continued to decline. ROA fell by 0.4 percentage points and ROE by 2.1 percentage points. The
drop in profitability in 2012 is closely related to the mment of interest rate differentials.
There wasa decrease in the dependence on foreign financing. At the lowest level were also
indicators of banks' profitability but despite all this, the banking sector as a whole is still well
capitalized and able to hdie significant shocks, although differencestire stability of
individual banks continue to growooking at the aggregate balance of banks, it can be seen
that property in the period after the crisis was reduced nominally by 1.8%, as a result of
decreass in loans issued and reduced foreign liabgitof banks (Croatian National Bank,
2017). The growth of domestic securities portfolio has somewhat alleviate the contraction of
assets, mild growth tendencies have been noted, but not a stronger groattkfdalance
sheets or changes in their sturet With the onset of the crisis, banks adapted the business
model in the segments of credit selection, portfolio optimization, and cost management to
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maximize their earnings, but prospects for earning dycsimnithe short run remained weak.
The increaseén institutional clients' share of the credit portfolio of banks after the crisis has
restricted the possibility of related sales and the growth ofimenest income. At the same
time, the inflow of new batbans at the beginning of 2013 suggests funthessure on interest
income. The room for more substantial operating cost savings is relatively narrow given that
they provide the necessary infrastructure and distribution netwidekpite the gradual
redudion in interest expense, the pressure on @steincome is too high to bring net interest
income to recovery without new credit growtback of credit growth puts an increasing
emphasis on the quality of the existing credit portfolio, which worsensitsithging, under
unfavorable macraircumventia. There is a reduction in the practice of business cooperation
between creditors and debtors. Banks' resistance to potential shocks is largely based on the high
level of accumulated capital in the foreseeapériod. There was no more substantial
recapitdization in the form of inflows of funds from the owners in the system, and capital
adequacy growth in the observed period was primarily conditioned by investing in less risky
assets and capital growth on theesis of retained earnings (Croatian Natiorahig 2013).
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Figure 2: Profit (Loss) of Banks before Tax 2012016 in Million Kuna (Croatian National
Bank, Banks Bulletin No. 30)

The most significant event in the reported period is the outstanding llos2815 caused by

the conversion ofbans in Swiss francs to euro loans, gitke fact that the Swiss National
Bank's decision additionally affected debtors in CHF in the Republic of Croatia. As a result,
the Swiss Francds v alausieg a sigmficamtaircrease to ndptb d i at e
payment for debtors in Swiss Franc. The Croatian government, in order to protect citizens,
adopted the loan conversion program of Swiss Franc loans to Euros in September 2015.
According to the credit institutionseformance indicators, the Swiss franconversion to the

euro, which began in late 2015 and continued during 2016, has contributed to improving the
quality of housing loans to households. To protect citizens from major fluctuations in monthly
payments, gch as those that occurred in 20150&an National Bank advocates using fixed
interest loansAfter the losses in 2015, caused by conversion of Swiss franc loans into euro
loans, bank earnings in 2016 recovered
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In particular, the effect of lower cost value adjustments and provisions particular the cost

of loan conversion provisions, and also the cost of loan adjustments, was greatly affected, partly
by the impact of the conversion. In 2016, banks accounted for 6.2 billion kuna (before taxes),
ard in 2015, due to the loan conversimgulations in September of that year, a loss of more
than EUR 5 billion kuna was recorded. The biggest impact on this change was the movement
of provisions and value adjustments, respectively their reduction ofliih tktina in 2015 to

2.9 billion kunain 2016. This item in 2015 was burdened by the cost of loan conversion
provisions. In 2016, following the majority of credit conversion, these effects were left out or
sharply reduced. Moreover, revenues from the abhell housing allowance costs (Croatian
National Bank, 2017) have been realized under the influence of a partial write off of converted
loans and the improvement of client creditworthiness, as well as early repayments and
refinancing Exit from the crisiss followed by improving the quality édan structure, reducing
partially recoverable and completely unenforceable bank loans, better cost efficiency of banks,
but unfortunately to the bankstjll weak credit activity which is why they receive nioeres
income.lt is also important to mention the reduction of exposure of banks to all types of risks
and the slow strengthening of regulatory capi@he of the most significant risks in the
Croatian banking system, currericyluced credit risk, is reducede to thewversion of citizens

to foreign currency loarend a strong reduction in the foreign currency component of the loan
By the end of 2016, this riskas exposed significantly lower total bank loans (tiegh at the

end of 2015 (65.5% vs. 71.4%)he trendcontinued after 2011, at the end of which the share

of loans exposed to currenoyduced credit risk reached the highest value (77.3%). At the end

of 2016, 83.7% of total loans denominated in foreign currencies or in kuna with a currency
clause vere issuedo such borrowers. (Croatian National Bank, 2016pking at the basic
indicators in Croatia, it could be said that the Swiss franc crisis has hit some banks more
strongly in some segments than the previous financial crisis since it has cessgéghe to
borrowing, changed population borrowing preferences, questioned the use of a currency clause
that is a source of security for banks and ultimately helped create even greater currency
mismatches of assets and liabilities. In this paper, lit @ intaesting to study how the
characteristics of banks changed according to the observed period: -tresigreeriod with

the strong growth of banks, the global financial crisis and theqoisst period marked by the
Swiss franc crisis, which argbly hit he Croatian banking sector mahan the world crisis.

3. CLUSTER ANALYSIS OF BANKS' RISK PROFILE

In order to examine the similarity of banks in the Republic of Croatia and their adaptation to

the macroeconomic environment and common trendsteclanalgis is applied using nine

variables. Croatian banks are examined in three selected years: 2006, 2011 and 2016, when 33,
31 and 25 banks did business, respectively. For the purposes of econometric analysis, data from
the audited annual financiasults ofCroatian banks will be used, which are downloaded from

the Register of Publicly Available Annual Financial Statements of the Croatian Financial
Agency as wel | as from Croatian National Bankad
of seleted bankmdicators, their notation and definitions are provided in Table 1.

Table following on the next page
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Table 1:Selected Bank Indicatoraithorg

Indicator name Notation | Indicator description
Bank capital to agds isthe ratio of bank
Capital to assets ratio CAP capital and reserves to total assets, wk
indicates capitalization.
Cash holdings and marketable Cash and cash equivalents to total ass
. CASH . - : e
securities to total assets I s bankds | iquidi
Cust omer so depOCUST Customersd deposi
liabilities liabilities indicates financial structure.
Loans to households to total asse| HOUSE Loans to households as a share of totg
assets shows bank
Loanto deposit ratio is used to assess
Loans to deposits ratio LD bank’s liquidity by comparing its total
loans to its total deposits.
Profit margin MARG Profit margin is a prof!tability ra_tio
calculated as net profit to total income
Operating gpenses to total assets ratig
Operating expenses to total asset] OPER Mmeasures neimterest costs in relation t
the size of assets and indicates
efficiency.
Return on assets is the ratio of net pro
Return on assets ROA to total assets a
profitability.
Return on equity is the ratio of net prof
Returnon equity ROE to shareholders equity and indicates
bankbés profitabil

This set of indicators includes information related to the main financial ratios. Variables were
selected based on similar researchhsag Darda@and Boitano (2009) and Ferstl and Seres
(2012).The first step is to analyze basic descriptive statistics of the selected indicators. Then,
anal ysis 1is
criteria and squared Elidean dissimilarity measure is the corresponding cluster distance
measure. Given the number of banks and their expected heterogeneity, only solutions with three
to five clusters are considered. The clustering is conducted forobaelhved year separatel

which means three cluster analyses. Table 2 contains main results of descriptive statistics for
nine observed bank indicators in year 2006.

the hi

Table 2:Basic Descriptive Statistics Results, n=33 Croatian Banks, Data for @Q@6ors 6

erarchi

c al cl

uster

conduct

A

calculation)
Indicabr Mean Sta'?d"’.“d Median Minimum Maximum
Deviation
CAP 0.1371272 0.0683747 0.1215023 0.0707319 0.3301894
CASH 0.0177153 0.0121896 0.0162547 0.0033339 0.0590869
CUST 0.7033394 0.1256673 0.7353092 0.3326289 0.8981846
HOUSE 0.5901423 0.070594 0.6009508 0.3706563 0.708061
LD 0.9000913 0.2564412 0.8153603 0.5040823 1.714543
MARG 0.0977855 0.056975 0.1025662 -0.056535 0.2537381
OPER 0.0371468 0.014199 0.0348365 0.0145825 0.0716392
ROA 0.009963 0.0083311 0.0095408 -0.006765 0.0458267
ROE 0.0762485 0.054168 0.0710034 -0.095639 0.1610537
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Result of statistics descriptive analysis for 33 banks show that average capital to asset ratio in
2006 was 13.71% with median of 12.15% and a standard deviation of 6.83%, whits$ thnet

the Croatian banks had a relatibigh level of capitalization in the period before the financial

crisis. Liquidity risk is measured witbash and cash equivalents to total assets and Croatian
banks scored between 0.33% and 5.91%, wthandar d deviation of 1
depositsint ot a | l'iabilities show banksd dependenc
trends in domestic savings. The structure of bank liabilities is very heterogeneous, as this ratio
ranged from 33.26% t89.82%. For large banks, the average ratio was &3#gle 70% and

small 81%, which means that smaller banks rely more on household deposits. As far as loans

to households are concerned, the average ratio was 59%, and they are more prone to taking
loans atlarge, stable banks. Loans to deposits ratio inegcéghe degree in which internal
resources are adequate to cover credit demands, in order to allow the sustainable expansion of
the credit activity (Dardac and Boitan, 2009). The average loans to depteitsas 90%, but

ranged between 50% and even 17itfone of the smallest banks. Furthermore, operating
expenses ratio is an indicator of banks' efficiency with 3.71% of total assets, ranging from
1.46% to 7.16%. Profitability indicators include profiargin, ROA and ROE. Average ROA

in 2006 was around% and average ROE 7.62%. Profit margin averaged at 9.78%, with
smallest valueof5. 6 5% i n Banka Kovanica d. d. and gr e
After analyzing descriptive data, banks are clustenefour mutually heterogeneous clusters.

Data on tassification of banks into clusters, as well as the associated dendrogram are provided

in Appendix 2 and Appendix 3. Figure 3 shows profile diagram of clusters in 2006.

15
J

rieaitl
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CAP CASH CUST HOUSE LD MARG OPER ROA ROE

Variables
clus=1 clus =2
clus=3 clus=4
° mean

Figure 3: ProfileDiagram of Clusters, Average Values, Data for 2006 (authors)

Thefirst cluster makes a less homogeneous group of 21 banks, with the values of the indicators
equal to the average for all banks, or just a little smaller. The cluster contains the largest
Croatian bank Zagr ebal ka banka d. d. lawvaluds tosomdotherat or s
large banks such as Erste & Steiermarkische Bank d.d. and HypeAdi@eBank d.d., but

also as Credo banka d.d. which occupied only 0.4% of the market; and mangmo#il banks.
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The values of the fourth cluster's banks areresied the most with averages of all indicators,

since they have achieved relatively high profits, relied less on citizen deposits, and have granted

loans on the expense of their own borrayvifable 3 presents descriptive statistics for the

period of financial crisis.

Table 3: Basic Descriptive Statistics Results, n=31 Croatian Banks, Data foradix(h or s 6

calculation)
Indicator Mean Star_lda_lrd Median Minimum Maximum
Deviation
CAP 0.1240634 | 0.04347 0.1253705 | 0.0308969 | 0.2387957
CASH 0.0164974 | 0.0096567 | 0.0143206 | 0.0030644 | 0.0522688
CUST 0.6768048 | 0.1407531 |0.7207355 |0.3217892 | 0.870383
HOUSE 0.6075147 |0.1117892 | 0.6491982 | 0.3079151 | 0.7535104
LD 0.8715634 | 0.2733691 | 0.8706663 | 0.0786853 | 1.378537
MARG -0.090290 | 0.4042881 |0.0300493 |-1.768467 |0.3521385
OPER 0.0438023 | 0.0162552 | 0.0386279 | 0.0233782 | 0.0784945
ROA -0.002090 | 0.0169542 |0.0024992 |-0.051820 |0.0181655
ROE -0.041009 | 0.1839838 | 0.0132303 |-0.584507 |0.1438733

In the wake of the financial crisis, banks recorded a lower capital to asset ratio o awéiag
Gtedbanka d.
were much more vulnerable to global financial tudihich was reflected in their income
loss statements as well. Negative financial results were achivetk other banks led by
Primorska banka d.d. and Nava banka d.d., which is no longer in business, while Primorska

banka d.d. is in liquidation sinerid-2018. Figure 4 shows which indicators differed between

d.

havi

the banks with profit and losses.

ricaitl
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clus=3 clus=4
° mean

Figure 4 Profile Diagram of Clusters, Average Values, Data for 2(HLitl{org
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Profile diagram for 2011 confirms that banks with better financial results rely more heavily on
borrowing than other banks, i.e. have a higher financial leverage, and grant modbahthe
to the household sector. Table 4 contains results of descrpaitistics for the last period.

Table 4: Basic Descriptive Statistics Results, n=25 Croatian Banks, Data fora0iG (h or s 0

calculation)
Indicator Mean Star)dqrd Median Minimum Maximum
Deviation
CAP 0.1210914 | 0.0649815 | 0.1139212 | 0.0304419 | 0.3914788
CASH 0.01722 0.010313 0.0156075 | 0.0039715 | 0.0594279
CUST 0.8545812 | 0.0879962 | 0.8935755 | 0.6045459 | 0.9930714
HOUSE 0.2576266 | 0.1478521 | 0.2310922 | 0.057343 0.595294
LD 0.6421137 | 0.1406224 | 0.6295782 | 0.3382724 | 0.8726883
MARG -0.043943 | 0.556389 0.0879115 |-2.331497 | 0.3798718
OPER 0.0415326 | 0.0226897 | 0.0332331 | 0.0238006 | 0.1114287
ROA -0.000452 | 0.0239809 | 0.0046538 | -0.090067 |0.0221593
ROE 0.0398157 |0.1281419 | 0.030884 -0.281902 | 0.2589544

Indicat or s6 val ues i valuea ih2@E1 thae m €006; Whicls rmeans that the
banks did not return to pieisis situation. The reason for this is the Swiss franc crisis which is
claimed to have affected the banks more strongly than the worisl. é&igerage profitability
indicators,ROA and profit margin were negative, with ROA almost equal to zero, whereas
ROE amounted to 4%, on average, with substantial standard deviation of around 13%.
Household loans were drastically reduced to only a quaifrtetal assets, compared to 61% in

2011. Demand for loans has generally decreased so the loan to deposits ratio was reduced to an
average of 64.21%. Figure 5 shows profiles of clusters in 2016.

riealtl
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clus=3 clus=4
° mean

Figure 5: Profile Diagram of Clusters, Average Values, Diata2016 authorg
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A simple visual inspection and comparison between 2011 and 2016, leads to a conclusion that
the banking sector stood better during the financial crisis. In 2016, 6 out of 25 banks recorded
loss and in the period 202016, the bankingestor lost 6 bank®ig banks operated with less
problems, with the exception of Addiko Bank d.d. which at the beginning of 2016 was still
Hypo Alpe-Adria-Bank d.d., a bank burdened with mistakes from the past. Just like in 2011,
one bank stood out duedn extremely negaté/result Veneto banka d.d., therefore the profit
margins, and ROA and ROE, were negative. In 2016, the mentioned bank recorded a loss of
134.98 million kuna owing to an increase in the loan repayment delay, which led to an increase
in the share of partily recoverable (risk group B) and fully irrecoverable claims, and
consequently to an increase in expenses on the basis of impairment losses and provisions for
| osses on claims. I n concl usi onlifytoadapt®tieer i ng
macroeconomic environment rather than by their belonging to peer groups, that is, based on
relative size of their assets (or market share).

4. CONCLUSION

This paper examindgke similarity of banks in the Republic of Croatia andrthdaptation to

the macroeconomic environment and common trends. Main aim of the study is to recognize
banks that have a comparable risk profile and that have experienced similar problems in the
selected years. Three years were chosen to represent-tiresis,ecrisis angostcrisis periods.

The precrisis period is represented by the year 2006, which was a period of economic
expansion with strong demand for loans, deposits and foreign sources of funding. The year
2011 follows, representing the globaidncial crisis, wHe the last period refers to the year

2016, one year after the Swiss franc became stronger than the euro and caused problems for
thousands of people, but also the Croatian banking sector. In order to examine the homogeneity
of Croatianbanks, a method of witivariate analysiscluster analysis is applied using nine
variables. In the selected years, 2006, 2011 and 2016; 33, 31 and 25 banks did business,
respectively. Nine chosen variablegapital to assets ratio, cash holdings andketable
securitesé¢ t ot al asset s, customersd6 deposits to
assets, loans to deposits ratio, profit margin, operating expenses to total assets, return on assets
and return on equityrepresent indicators obbn k s 6 p r rsK exposarre antl ¢ostsy Data

were taken from the Register of Publicly Available Annual Financial Statements of the Croatian
Financi al Agency, as wel |l as from Croatian |
30. A hierarchical luster analysisiscnduct ed using Wardoés met hod
squared Euclidean dissimilarity measure as the corresponding cluster distance measure. Given
the number of banks and their expected heterogeneity, only solutions with threectodiges

were conglered. The clustering is conducted for each observed year separately, which means
three cluster analyses. In all of the three analyses, solutions with four clusters were chosen as
optimal. In 2006, four clusters consisted of 21, 3, & &manks, respectly. The first cluster

makes a less homogeneous group of 21 banks, with the values of the indicators equal to the as
well as many small banks. The values of the fourth cluster's banks are contrasted the most with
averages of all indicats, since they hawachieved relatively high profits, relied less on citizen
deposits, and have granted loans on the expense of their own borrowing. The values in the
second and third cluster come in between those of the first and fourth cluster. kakthefw

the financialcrisis, banks recorded a lower capital to asset ratio on average, with small banks
proving much more vulnerable to global financial turmoil, which was reflected in their income
loss statements as well. Profile diagram confirms thakarth better finaaial results rely

more heavily on borrowing than other banks, i.e. have a higher financial leverage, and grant
most of the | oans to the household sector. I
2011 than in 2006, which meattsat the banks didot return to prerisis situation. The reason

for this is the Swiss franc crisis which is claimed to have affected the banks more strongly than
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the world crisis. Household loans were drastically reduced to only a quarter of tota) asset
compared to 61%ni2011. Demand for loans has generally decreased so the loan to deposits
ratio was reduced to an average of 64.21%. A simple visual inspection and comparison between
2011 and 2016, leads to a conclusion that the banking sector stterddoeing the finacial

crisis. Finally, results of the analysis lead to the conclusion that grouping of the banks was more
affected by their ability to adapt to the macroeconomic environment rather than by their relative
size and market share.
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APPENDIX

Appendix 11iist of Banking Institutions iGelected Years, End Bériod (Croatian National

Bank, Banks Bulletin No. 14, 24, 30)

No. 2006 No. 2011 No. 2016

1 Banka Brod d.d., Slavonski Brod 1 Banco Popolare Croatia d.d., Zagreb 1 Addiko Bank d.d., Zagreb

2 Banka Kovanica d. d. 2 Banka Brod d.d., SlavonsBirod* 2 Banka Kovanica d. d.
3 Banka Sonic d.d., Zagreb 3 Banka Kovanica d. d 3 Croatia banka d.d., Zagreb

4 Banka Splitskedalmatinska d.d., Split 4 Banka Splitskedalmatinska d.d., Spfit 4 Erste&Steiermérkische Bank d.d., Rijeka
5 Centar banka d.d., Zagreb 5 BKS Bank d.d., Rijeka 5 Hr vat ska pogtanska
6 Credo banka d.d., Sphit 6 Centar banka d.d., Zagreb 6 Imex banka d.d., Split

7 Croatia banka d.d., Zagreb 7 Croatia banka d.d., Zagreb 7 Istarska kreditna baskUmag d.d., Umag

8 Erste&Steiermérkische Bank d.d., Rijeka 8 Erste&Steiermérkische Bank d.d., Rijekg 8 Jadranska banka d. d
9 Gospodarskéreditna banka d.d., Zagreb 9 Hrvatskep o gt anska bank| 9 Karl oval ka banka d.
10 [Hrvat ska pogtanska 10 | Hypo Alpe-Adria-Bank d.d. Zagreb 10 | KentBank d.d., Zagreb

11 | Hypo Alpe-Adria-Bank d.d. Zagreb 11 | Imex bankad.d., Split 11 | Kreditna bank&agreb d.d., Zagreb

12 Imex banka d.d Split 12 Istarska kreditna banka Umag d.d., Umg 12 | OTP banka Hrvatska d.d., Zadar

13 | Istarska kreditna banka Umagd.d., Umag| 13 | Jadr anska bahka d.| 13 | Partner bankad.d., Zagreb

14 | Jadranskb anka d.d., Gib 14 [Karl oval ka maonka d| 14 | Podravska banka d.d., Koprivnica

15 | Karl oval ka banka d.| 15 | Kreditnabanka Zagreb d.d., Zagreb 15 | Primorska banka d.d., Rijeka

16 | Kreditna banka Zagreb d.d., Zagreb 16 | Meli murska barka d| 16 | Privrednabanka Zagreb d.d., Zely

17 | Kvarner banka d.d., Rijeka 17 | Nava banka d.d., Zagr&b 17 | Raiffeisenbank Austria d.d., Zagreb

18 | Meli murska banka d.| 18 | OTP banka Hrvatska d.d., Zadar 18 | Samoborska banka d.d., Samobor

19 | Nava banka d.d., Zagreb 19 | Partner banka d.dZagreb 19 | Sberbank d.d., Zagreb

20 | OTP banka Hrvatska d.d., Zadar 20 | Podravska banka d.d., Koprivnica 20 | Slatinska banka d.d., Slatina

21 | Partner banka d.d., Zagreb 21 | Primorska banka d.d., Rijeka 21 | Société GénéralBplitska banka d.d., Spiit
22 | Podavska banka d.d., Koprivnica 22 | Privredna banka Zagreb d.d., Zagreb 22 |Gt edbanka d.d., Zag
23 | Primorska banka d.d., Rijeka 23 | Raiffeisenbank Austria d.dZagreb 23 |Vaba d.d. banka® Var
24 | Privredna banka Zagreb d.d., Zagreb 24 | Samoborska banka d.d., Samobor 24 | Veneto banka d.d., Zagreb

25 | Raiffeisenbank Austria d.d., Zagreb 25 | Slatinska banka d.d., Slatina 25 | Zagrebal kaZagsebnka d.
26 | Samobeska banka d.d., Samobor 26 | Société GénéralBplitska banka d.d., Spli

27 | Slatinska banka d.d., Slatina 27 |Gt edbanka d.d., Za

28 | Slavonska banka d.d., Osifek 28 | Vaba d.d. banka Va

29 | SociétéGénéraleSplitska banka d.d., Spli 29 | Veneto banka d.d., Zagréb

30 [ Gt edbanka d.d., Zag| 30 | Volksbankd.d. Zagréd

31 [Vaba d. d. banka Var| 31 |Zagrebalka banka d

32 | Volksbank d.d., Zagreb

33 [ Zagr ebalddaZarebn k a

1Credo banka d.dSplit, had its authorisatiowithdrawn on 22 November 2011 and a decision

was reached to open compulsory windumg proceedings. Bankruptcy proceedings were
initiated on 16 January 2012S|1 avons k a b amegad withHy p o GAd rpiek
Bank Za g dmrelbMarch 2009 Barka Sonic d.d., Zagreb chandged its name to Banco
Popolare Croatia d.d. on 23 April 2007. Banco Popolare Croatia d.d., Zagreb, merged with

OTP banka Hrvatska d.d., Zadar, on 1 December 26 Banka Brod d.d., Slavonski Brod,

changed its name to KentBankld.Zagreb on 6 July 2012.Bankruptcy proceedings were

instituted against Banka splitskialmatinska d.d., Split, on 1 July 202&varner banka d.d.,

Rijeka changed its name to BKS Bank d.d., Rijeka on 22 August 2008aBK8.8., Rijeka,

merged witiBKS Bank AG, Klagenfurt, on 1 October 2016. At the same time, BKS Bank AG,

Gl avna podrugnica Rijeka, became operational
podrudgni ca Hr vat s KBankruptcy prode@dings uvere insft@ed Against

Centa banka d.d., Zagreb, on 30 September 2§1Resolution proceedings were instituted
against Jadranska banka MWedi muGiskeaniblankand9 d
merged with Privredna banka Zagreb d.d., Zagreb, on 1 December 2®nkrupty
proceedings were instituted against Nava banka d.d., Zagreb on 1 December!2014.
Gospodarskokreditna banka d.d., Zagreb changed its name to Veneto banka d.d., Zagreb on 6
April 2007.'A/olksbank d.d., Zagreb, changed its name to Sberbank d.d., Zagrets

January 2013%°Hypo AlpeAdria-Bank d.d., Zagreb, changed its name to Addiko Bank d.d.,
Zagreb, on 11 July 20187Société GénéraiSplitska banka d.d., Split, changed its name to
Splitska banka d.d., Spliton 15May 20fV.aba d. d. , nbaNlka aali agdic ha
name to J&T banka d.d., Varagdin, on 2 Janua
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Appendix2Hi er ar chi c al
Distances, n=33 Croatian Banks, Data for 2066t hor s 6 )cal cul ati o

Cluster

Resul

Cluster No. of Banks Indicator Mean

1 21 CAP 0.1125625
CASH 0.0182571
CUST 0.7572061
HOUSE 0.594538
LD 0.8080298
MARG 0.0848546
OPER 0.0362842
ROA 0.0079748
ROE 0.0711961

2 3 CAP 0.1289809
CASH 0.0221624
CUST 0.8109587
HOUSE 0.4376327
LD 0.5481216
MARG 0.137803
OPER 0.0298789
ROA 0.0124048
ROE 0.1135494

3 6 CAP 0.2194751
CASH 0.0125954
CUST 0.6063226
HOUSE 0.6445003
LD 1.086224
MARG 0.1296057
OPER 0.0413806
ROA 0.0854178
ROE 0.0867781

4 3 CAP 0.1525308
CASH 0.0197154
CUST 0.4126863
HOUSE 0.6031657
LD 1.524226
MARG 0.0846441
OPER 0.0419858
ROA 0.0080095
ROE 0.053255

Appendix3Dendr ogram, Wardos

Dendrogram for clus_2006

e

11627 7191710182022 2 312152831 6 11 8 3324131426 4235252130 9 2932
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Appendix4Hi er ar chi cal
Distances, n=31 Croatian Banks, Data for 2081t hor s 6

Cluster

Resul

Cluster No. of Banks Indicator Mean

1 12 CAP 0.1485977
CASH 0.0107372
CUST 0.5521975
HOUSE 0.6911121
LD 1.112657
MARG 0.0823247
OPER 0.0378561
ROA 0.0066273
ROE 0.0431843

2 13 CAP 0.11288
CASH 0.0227599
CUST 0.7907118
HOUSE 0.5562354
LD 0.6787909
MARG 0.0333784
OPER 0.0409893
ROA 0.0030053
ROE 0.0252823

3 5 CAP 0.0889018
CASH 0.0130256
CUST 0.6709182
HOUSE 0.600127
LD 0.8683175
MARG -0.490465
OPER 0.0584487
ROA -0.026315
ROE -0.354929

4 1 CAP 0.1508454
CASH 0.0215647
CUST 0.7207355
HOUSE 0.3079151
LD 0.5007166
MARG -1.768467
OPER 0.0784945
ROA -0.051820
ROE -0.343530

Appendi x Dendrogr am, War doés

Dendrogram for clus_2011

Croatian Banks, Data for 201hgthors)
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Appendi x
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Appendix 6Hierarchical ClusterRe ul t s, War doés Cl uster
Distances, n=25 Croatian Banks, Data for 2086t hor s 6 c al
Cluster No. of Banks Indicator Mean
1 12 CAP 0.1482665
CASH 0.0168493
CUST 0.8337217
HOUSE 0.3610898
LD 0.7478352
MARG 0.174357
OPER 0.0339727
ROA 0.0096328
ROE 0.1063139
2 10 CAP 0.0873372
CASH 0.0176785
CUST 0.880172
HOUSE 0.1690836
LD 0.5449844
MARG 0.0686987
OPER 0.040876
ROA 0.003926
ROE 0.0413768
3 2 CAP 0.1228362
CASH 0.0192575
CcusT 0.8975699
HOUSE 0.1316682
LD 0.499699
MARG -0.773180
OPER 0.0557313
ROA -0.038042
ROE -0.236671
4 1 CAP 0.1290423
CASH 0.0130081
CUST 0.7630106
HOUSE 0.1534145
LD 0.6295782
MARG -2.331497
OPER 0.1104222
ROA -0.090067
ROE -0.220799
7: Dendrogram, Wardods Cl ust
Croatian Banks, Data for 201@&gthors)
Dendrogram for clus_2016
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FLEXICURITY IN THE C ENTRAL EASTERN EUROPE, DECADE
AFTER ECONOMIC CRISI S

Cezary Pawlonka
Wroclaw Univesity of Economics, Poland
cezary.pawlonka@ue.wroc.pl

ABSTRACT
Ability of getting out from the economic crisis of 2008, for many European Union economies
was crucial in terms of the next decade. Despite of exceptional global market conditions of
years 20162018, some EU countries still cannot restore the labor marditators from
before the crisis time, which is a great example of the hysteresis theory in action. Surprisingly,
in the same time, some countries in Europe were experiencing a historicsladitiair market
rates. A significant revival of the Centrah&ern Europe countries labor market in 26218,
the consistent decline of unemployment, to the level below the EU average, is a successful
example of getting out from the economic depresgionordingly, the unemployment level in
many Europe countries still not at the same level as before the crisis period. Based on the
analysis of the job market data of selected EU countries, an attempt was made to explain the
reasons for the significarthange of job market indicators throughout Europe, followhey t
crisis period. One of the possible explanations of this occurrence, is the degree of using
flexicurity methods in given countries, with a special focus placed on flexibility upswing. For
exanple, beside the Polish government restrictive economic poldueing the crisis, the
Polish workers' ability to comeback to job easily through nonstandard employment, was not
less important for the national economy. Although it is worth to not oveedstthre job market
quality in the Central Europe. The low undoyment rates obscure the lack of systemic and
institutional changes for the security of workers. The high level of precarisation in the region,
as well as the low activity rates are a realustiural challenge for these countries. The high
unchecked flekie of labor market, and model of social policy workfare beyond welfare, wreck
the abilities of flexicurity model in given countries.
Keywords:European labor market, Flexicurity modékbor narket economyl,.abor market
Policy

1. INTRODUCTION

During the transformation time, all of the Central Eastern Europe (CEE) countries have to cope

with the great rise of unemployment. The transition from socialist full employment labor market

to free jd market in new capitalist systems, had the main cost in tresivealoss to
employment levels. Local states needed to act fast and radically, as the big picture of
transformation plan for millions of citizens was a complete disaster, and the unemployment
numbers rose in the CEE region for almost whole of the nindines lead to illogical strategies

in modern capitalist economies, strategies of massive rollbacks of workforce from labor in form

of plans for early retirements and states' encouragemenstpgne work with longer periods

of education. This passive stalabor strategies' tools, used to be a gross part of the CEE
countries policyods in the regi on. Aim of t
unemployment with a disregard for any poksibost. Consequences of that policies lead to

smaller employmat levels in the region labor markets, even after the massive unemployment
decrease and much bigger demand for workforce in modern CEE emerging economies.
Currently, the upswing for employmemblicies in post transition states is much needed, as the

highl e v e | of employment is crucial for the nat
special labor marketgroupg out h, seni ors, disabled peopl e .
a problem fo the nations with the negative quantity of unemployment.
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Postaccession period for the CEE countries was time to approach standard of European
Employment Strategy (EES) with the Lisbon Strategy as a key part. The demanded employment
rose to a at least ¥ in the Europe 2020 strategy, as it was required to assupsngabe

quality standards of jobs in the EU. The flexicurity model with positive security and labor
market employability balance was chosen to be a central composition of the Lisbon Strategy.

2. CEE REGION LABOR MARKETS' TRANSITION

Long job market strggle for the transformation countries in Central Eastern Europe (CEE) is
wel | documented and was a great soci al chall
The status of staying out e official labor market for millions of the CEE citizensistopped

after many years, with the accession to the European Union, and was well awaited. Before that,
the postsocialist nations had to cope with unprecedented unemployment levels during the circa
15 years of economic transition. Because of the newatepirules conditions with the old
socialist long history transition was a difficult experience for the CEE region. Conversion was
a necessary project and an experiment on a massive scale, and has no precedents in the past. To
clarify, it was an impossib mission to process the economy transition without any harm to the
job market. Despite the short economy dumps for the CEE region, and the great GDP rise during
the late nineties and the beginning of the new millennium (Cazes, Nesprovya P8@3igh

level of unemployment was an unpleasant transition cost for the transformation societies. It was
an especially depressing experience for the-posialist countries, because one of the few
success of the socialist systems was the very high level of employBeeri 2000). Most of

the CEE countries used a strict macroeconomic strategy to fight with hyperinflation (IMF
2014), and the labor market was a victim of that policy. Generally, the states that use a stronger
and more strict aninflation policy, hadbetter economic performance, but the still high
unemployment rise was a problem for all countries, even for the ones withrbattaging
economies. Poland was the best example of that instance, with one of the best region GDP
growth during that period. Heever, at the same time, it possessed the worst performance of
the labor market, with almost 3 millions of people without a job and a double digit level of
unempl oy ment ). TheKamgu&assé i undntpl®ydnent as an exchange for fighting
inflation (the Solow equilibrium model) had a significant effect on the economic
transformations in Poland. When the restricted monetary policy was used by the government to
tackle hyperinflation, the unemployment rose extraordinarily to almost 20% in the span of 8
years. Despite the scale and the intensity of individual countries’ monetary policies, all CEE
representatives struggled with the unemployment level. Not only due to thieflatibn
strategies, but mostly because of the inappropriate workers' skillemére 2014) and
employers' incapability to generate new vacancies, especially the positions with good quality
of work. Furthermore, almost all workers were employed in the national companies before the
transition, especially in industry sectors. Modernitedigt labor market has a completely
different outlook. The transformation from one job market model to another required a large
amount of time(IMF 2014). Another big problem of a transition job market was the big grey
sector and the dominance of pubfiector employment (Lissowska 2017), with too much
workers wrongly assigned by official statistics to the agricultural sector and the increase of
people's unemployment. In many cases, this generatealled hidden unemployment, which

could lead to an psaimption that the job market in the CEE region was in the worst condition
during the transition span. The unemployment level of-mmeties lead to a policy of
diminishing the supply of potential workers. These nations were trying to get rid of the active
employment status of as many citizens as possible. The program of untimely retirement was a
temporary solution of reducing the number of older unemployed workers (Cazes 2003).
However, that was really a short term idea, just for bettering the labotistatis the same

time, more and more people were dragged out from the job market using the small pensions
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plan, which lead to future structural problems for the state budget. This process also provided
a significant increase in the level of dangerous ficiaf work, as young retirees need to work

to avoid risk of being poor. These circumstances defined a starting position of the CEE countries
in the moment of accession to the European Union structure, and caused an a lot of challenges
for the new memberand also for the EU labor institutions. The dynamic spread of the
flexicurity labor model in the EU, successfully implemented in Denmark and in Netherland,
created standards of flexible and adjustable economic safety employment in the Europe
community. Fothe new member states candidates, the EU labor market standards were a great
goal. Only few of the quality and safety work principles were quickly absorbed, while at the
same time the unemployment indicators improved fast. The other rules, cornerstbadsx$
unemployment, are still being strongly challenged, due to the low wages in the region, small
productivity and high precarisation diminishing the effectiveness and fairness of the CEE labor
market.

3. MODERN LABOR MARKET CHANGE IN THE CENTRAL EAST ERN EUROPE

There are two critical factors that formed the modern Central Eastern Europe labor market
outlook - the rise of precarious work and the accession of these countries to the EU. The
occurrence of both is often thought to be connected by manyeperpiessing doubts in the

labor market economy theory in the past few years. The CEE Accession to the European Union
structure has reduced the unemployment level in the region on an enormous scale (Table 1,
Eurostat), and at the same time extended theapors work level in the CEE (Karolak,
Mrozowicki 2017). All transitioning nations possessed the gaol@em, which was connected

with migration; the problem often observed in emerging countries. The increasing possibilities
of migration lead to avhirlpool of migrant human resources. During the high unemployment
period, governments encouraged emigration as a temporary resolution for the unwanted, jobless
citizens. For example, in Poland almost 2 million people left the country in the span of the 3
following years after the opening of the EU boarders (Eurostat). This situation evoked a strong
negative backlash called the brain drain phenomenon (Koser 2007). Thiseshmogain for

the government unemployment statistic lead in the next few yedrs tos of many talented

and qualified citizens. For the individuals and recipient states, this process was mostly a
successful experience, as the low supply of jobs in the CEE countries was faced in many
developed countries with gratefulness, as theiodabakets experienced the lack of the
demand for lowqualified jobs (Leschke 2014). The CEE region with this enormous change in
the supply of the workers, experienced a downgrade of the unemployment indicators during the
14 years after the accession to,lEMerby two or three times. At the same time, many countries

of the EU, especially in the south, have experienced a rise of unemployment after 2008 in an
unprecedented tempo as we can see in the Table 1. During this period, the precarisation, the
low-income jdos, and the noestandard forms of employment also occurred much more often.
The correlation between these factors its not clear and obvious, as the massive precarisation
trend occurred in all of Europe after the economic crisis of 2009, especidihe imuth
(Mariano, Bernaciak, Mrozowicki, Puligano 2007). At the same time, thestaoard
employment levels rose in the most of the EU labor markets, which did not help these countries
in getting out of the high unemployment caused by the 2009 cFisésiexibilization of the

CEE region labor markets is presented on table 2 in the 4th chapter, illustrating how the given
CEE countries changed in terms of the EPL facthe change that massively influenced the
southern countries of Europe. The inflge ofmany differing economic theories was clearly
visible during the period that followed the economic crisis. With the big rise in unemployment,
the nations'’ GDPs fallen sharply, in accord
effects were seems wdl, as the GDPs rose after the crisis period which did not translate to the
employment levels rising in the same rate even now, 10 years after the crisis.
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Table 1 Chosen indicators of the labor market in the EU countries for multiple giventyears
of 20002018 as % of the population/employnie@rouped by the welfare states regimes,
(OECD; Eurostat)

Unemploymengmployment Low-income = Temporary work/Part -time 'Short unemployment (<1M

Regimes = Countries rate? work Long unemployment(>1Y)
2008 2018 2006 2015 2000 2016 2008 2017

Czechia 44 666 29 749 50 58 93 102 30 47 67 502 104 36.0

Slovakia 96 623 81 678 53 83 48 101 19 64 75 660 89 588

Post Hungary 79 564 42 692 67 100 7. 97 30 37 48 485 122 418
E?ESE';'O” Poland 72 592 49 677 108 110 117 98 275 53 153 290 161 310
Corporatist/ Germany 76 702 37 760 87 95 127 179 131 224 68 525 117 419
continental France 71 649 90 656 7.4 83 154 147 162 143 53 374 50 440
Anglo- UK 53 727 43 745 104 100 7.0 232 60 231 167 242 17.6 26.0
fi%’é‘;gl Ireland 62 703 67 687 94 97 60 191 82 237 86 265 84 470
Sweden 63 743 63 779 75 85 152 141 167 13.2 32.0 133 27.0 188

Sociat Norway 26 781 38 751 86 93 93 87 203 191 391 60 223 156
democratic Denmark 35 779 50 756 53 7.0 97 158 136 219 347 135 180 229
Netherlands 3.0 759 4.8 775 65 83 137 325 208 39.1 6.7 344 7.4 407

Southern,  Spain 113 654 153 630 113 159 322 261 7.7 151 160 180 87 445
tradionalist  Italy 6.8 586 112 586 107 13.6 10.1 140 13.0 200 85 457 6.0 588
EU28/0ECD 77 703 76 687 96 106 122 126 132 151 115 367 91 451

1. Because of the data limitatidor given indicators, some measurement were chosen based
on statistics from varying years.,
2. Poverty rate after taxes and transfers, Working age populatic64)8
3. The biggest change the indicators was bolded and underlined,
4. For the accordinglyneasurement data indicators was bolded; For short/long
unemployment, indicators state as % of unemployment people.

The slow process of leaving behind the period of economic depressioiible uisthe still
increasing numbers of unemployment, as welhake increasing imbalance of the long/short
unemployment and the number of people workingio@ome jobs (table 1). Most of the Labor
market quality indicators put in the table 1 showrdgmes model as in the classical shapes.
The changes during thieme after 2008/2009 crisis in the given regimes, did not move any of
the countries to any other regime. However, the small in scale but important changes of the
labor market models were olged in the table 1 and 2. The order of employment levels
betwea countries is still in line with 2008, with the best employment rates still observed in the
Socialdemocratic and Angk$axon regimes, but with the difference between these and the
Corporatis and Postransition regimes becoming less significant. Thet-pasmsformation
countries achieved great progress in terms of the employment and unemployment numbers and
topped the other EU regimes in these indicator measurements. Despite the quig sott of

the crisis for the one part of the EU, the negativenges on the labor market are still being
observed after almost ten years after the crisis period.

4. CEE LABOR MARKET MODEL SPECIFIC

The drastic change in the labor market indicators settre CEE regions, should be confronted

with the outburst of # popularity of new work forms. Taking all of them into account,
especially in this region, resulted in much less guaranteed security and quality of work
(Karolak; ILO 2018). The negative nueis of working poor, increase in long hours of work

and the excssive occurrence of low wages is broadly described in the OECD employment
outlook and quality job indicators (OECD 2018). Some of the CEE countries that have the
negative lead in the most OEGab quality measurements, are the ones that experienced the
greatest positive change in their unemployment and employment numbers. For example, both
Poland and Slovenia experience a high percentage of precarious employment, while Romania
has the highesevel of the inwork poverty in the EU as of 20t&Imost 19%.
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Poland, Estonia, Hungary and Bulgaria all have the employment values bigger then the EU
averages (Eurostat). Poland also has a big problem of labor market radical segmentation, as it

holds thehighest rate in EU of temporary work with 27.5 percent, wreeld$ to much less job

security experienced in these countries (table no. 2). The CEE countries stand in the labor
theory 1in
market model schemes based on the Gasfimdgrsertheory situate the transitions states as a

separate model dimension, close to the liberal and southern Europe regimes (B.V Maydell

mar ket polic

2006). These states have other capabilities to realize hadudxet policies that depend strictly

y model

t h és. Mamyijob

posi

on economy performance ofcauntry and their social policies (Spicker 2014). Table 2 shows
the level of spending on labor market policies, both active and passive. There are still big

discrepancies between the CEE dos and theold Europe, as active labor market policies

spendng (ALMP) is still smaller than in the modeled flexicurity countries like Denmark. In the
same time, the passive labor market policies (PLMP) spending, measured as percent of GDP,

rose in themost of the EU countries. This outcome is based on the paddidested after the

economic crisis, which weakened the flexicurity model ambitions in Europe, and decreased the
trend of investment in the more active labor market policies.

Table 2 Labor maket policies in the particular regimes, divided into chosenpmments and

compared with precarious employment,. Data for the period between years 2006 ahd 2017

Regimes Countries Precarious
employment
2008 2017
Czechia 0.5 0.4
Post Hungary 3.8 1.8
transition  pgjand 4.2 3.9
(CEE)
Corporatist/ = Germany 0.7 0.4
continental = France 4.8 5.2
Anglo- UK 0.4 0.4
Saxon
Liberal
Sweden 4.8 35
Sociat Denmark 1.2 14
democratic = Netherlands | 1.0 11
Southern, = Spain 4.5 4.7
tradionalist | Italy 2.3 3.5
OECDEU28 2.2 2.3

(OECD; Eurostat)

EPL2
2006 2013
331 292
2.00 159
223 223
2.68  2.68
247 238
126 1.10
261 261
213 220
2.88 2.82
236 2.05
276 268
217 2.04

PLMP/ALMP (as % of the

2007

0.19

0.35
0.51

1.19
1.58
0.15

0.70
1.46
1.15

1.42
0.59
0.65

0.24

0.34
0.50

0.85
0.92
0.29

0.97
1.27
0.99

0.77
0.44
0.46

GDP)?

2016
0.18
0.24
0.24

0.82
1.98
X

0.55
1.15
1.68

1.92
1.29
0.77

0.54

Unemployment

Benefits
recipients*
2007 2016
25.5 19.1
300 405
8.7 8.1
X X
42.0 375
26.1 325
21.0 32.7
42.4 46.3
X X
27.6 27.0
8.4 5.1
28.9 29.2

1. Precarious employment as percentage of all nation employment,

2. OECD Employment Protection Legislation O=low&sictness, 6=highest strictness,

3. PLMP/ALMP (as percentage of the GDP),
4. Unemployment benefits recipients asfalbunemployed,

@ Because of the data limitation for given indicators, some measuremenbagee on

different years,
bYear 2015 for France and Spain;
°The biggest changes of indicators were bolded and underlined.

dFor the bolded indicators is presn OECD countries data

In table 2, examples of indicators were chosen to present a brief change of labor market quality
in few of the CEE countries during the 262817, comparing them against other EU member

states. The main aim of the this table iptesent the change in tHexicurity model based on

OECD and Eurostat data. The data visible in table 2 presents the changes in the CEE labor
market regimes in regard of the flexibility versus security nexus. Despite the statistical point,
the CEE labomarket changed, as wels dhe labor market policies were influenced by the
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flexicurity model implementation. Small numbers of unemployment recipientstatus quo

of the low ALMP visible in the GDP factor in the CEE countries, with an exception of iHynga
demonstrate the stfl ar di st ance from the model ed fl exi
the economy literature that the protection of employees decreased in theapsisbn
countries, especially in the temporary and {biane workers sectorSociology analyses,
suiveys and interviews with the employees, especially the ones working bgtarmtard
employment forms, present a harmful segmentation of the labor market, observed in the
southern countries with the same destructive influences @moety and societies
(Mrozowicki). This can be weltonfronted with the EPL measurement study of Boeri and Ours
(2008), as the economists thesis lead to a conclusion that EPL has negative effect on labor
market segmentation. Countries with strict legislatiike the southern regies states, have

their job markets separated into two segments, with all benefits from highly secured standard
employment on one end, and temporary and part time employment with much less security on
the other.

5. FLEXICURITY MOD EL IMPLEMENTATION IN THE CEE REGION

Highly recognized theoretical model of the flexicurity is strongly connected with the-social
democratic nexus of high flexibility and high work security on the labor market. Based on the
success of the Dutch and Daniglhdr markets, after almb$5 years of the first sight of EU
directives, is now an inerasable part of the EES. Much better labor market indicators in terms
of unemployment and employment compared with the quality measurement lead to a
conclusion that thisuccess of the CEE couies job policies was not fully achieved, and as
mentionedi there is still much room for improvement. This is a big challenge for the local
states, as the EU directives encourage or even obligate the implementation of flexiodety m

in every members g especially with the postisis focus on the security part of the labor
market, without any losses of the flexibiligjustability part (S. Bekker 2018). One of the main
arguments for the flexicurity role in the EU, is theessity to adjust welfargtates in Europe

to the international economy and to the current trends in demography, technology and
servitization of labor market (M. Polakowski 2018). Many experts claim that exemplifications
of those tendencies alreadyemearge t h e E ur ocopnéiesnvithithe agmgqpopsilation
trend. This impacts labor market as less workers are capable to work full time shifts and prefer
working from home or in the patime mode, as they are getting older. The same trend is
applicableto the millennials’ newvork styles, as they wotkfe balance culture style impacts
many companies work form policies. These include additional possibilities of working from
home or making the work time more flexible. The last trend includes all gig gobsected

with the outhurst of selfemployment model of work, as the new generation likes the
independency from just one and only source of income. Sadly, this process was not fully
successful, as forced gig jobs and-ssifployment occurs more often. dge work forms are
descrbed usually as precariat work (ILO 2016). The welfare states need to adapt into already
transforming world of work with new labor market policies. Renaming the work definition has
led to certainty that every new form of work shobl’e the same level oésurity connected

with the employment status, assuring and extending traditional work security for the non
standard workers. Despite growing worries about precarisation and unsecure flexicurity models
spreading (inflexicurity), mé&et labor is reshapingsi look into new forms of work and local

labor market guidelines that need to be in line with new tretadiswork, gig jobs, nostandard

work time, and many others. Telecommunication progress and intexsed new work form
solutions, impact the laboworld in an irreversible way (ILO; A. Hyde 2003). During the
devel opment of flexicurity model i n the CEE
security and flexibility, as andeefmodfymgtseirt i on
nations' public policies outlooks.
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They need to be based on the EU member states' good practices of adaptive and safe job markets
with the positive impact of the nestandard forms of work. Main purpose for the flexicurity
implemertation is to achieve batae between the quality and security of work in the modern
flexibility job market without any harm for these two key parts. The flexicurity successful
strategy is possible only with the achievement of three inseparable partCdritsh triangle

I based a security, flexibility and active labor market policies. Most of the CEE countries have

a weaker leg in terms of the flexicurity notion, as most of them struggle with providing secure
nonstandard jobs without any harm to the dgyabf employment and tpractice successful

Active Labor Market Policies (ALMP) in these countries. Furthermore, its alarming that trade
union membership fell radically (table 2; Cazes 2018). Another downside of flexibility at the
expanse of security inush examples as Polanddai€zechia shows the hardship of full
flexicurity implementation. The countries among the regimes in figure 1 bubbles differ in
flexibility and security a little bit, but there are vast differences between one bubble and the
other.Particularly, a CEE membstate can be closer to the southern regime or to the Anglo
Saxon one, as they also differ between each other. Generally, although CEE states do not
achieve the flexicurity model fully just yet, they do implement the flexicurigreach,
especially in tems of flexibility.

. High security of work
(Low departure / re-entry high) 1 = Flexicurity
(High usage of
ALMP, high
employability
II = Trade-off
(High EPL factor, High flexibility
great usage of ALMP) (High job mobility)
m : -
Inflexicurity
(High usage
of ALMP,
seemented

IV = Trade - off (no regulation,
no ALMP)

Figure 1: Flexicurity notion in the 2068017 span for given Regimes in EU; Figure based on
table 1 and 2; model inspired by the work of Maydell (2006)

The CEE countries were not ready in full for the féexity model, as they did not based their
social policies highly on deommodification in the free labor market, which resulted in strong
segmentation of work (S. Bekker 2016). This worsened the sepalsgtween those people
with bad quality of work inte transition states, clustered in one segment, when compared with
those with all benefits and good security of work in the other. Despite the much higher
employment rates in the CEE region, it is dtidird to compare the old member state labor
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markets wih the postransition ones. Low productivity, high unemployment of youth, low
employment of older people and still much smaller wages are all factors not presented in the
official, well-known statistis. It is important in the future to look deeper anderdosely into

the model regime comparisons, as the presentation of the CEE labor model flexicurity
implementation isn't yet fully described in the included tables, numbers and facts.

6. CONSLUSION

The validation of flexicurity implementation in the CE&untries divided researchers’ opinions

into two opposing positons. One group criticizes this model as a reason of the rising numbers
of precarisation in Europe, while the others defend it as an iemgquart of the CEE region
economic improvement, espakty in terms of the declining unemployment levels. Both points

of view are valid observations, and both of them are interconnected as many of new employees
in the CEE economies are recruited for jolth low quality of work, especially in Poland and
Hungary. It is a difficult task to appropriately assess those trends positively or negatively, as
visible in the available data collected in tables 1 and 2. Figure 1 presents a small, but significant
increase in higher security and flexibility of labor makef these countries in the 202817

period. On the comparison to the move of the other regimesfrpasttion countries labour
market has changed visibly positive. Social democratic regimes, movied) dhis 10 years

span to those regimes with the desmployment and higher unemployment, and smaller
flexibility as well. Closer to the others regimes groups in the figure. Aftermath, of the crisis
period adjustment of the social democratic labour ntaB@me adjustment on the figure was
made in terms ofhe southern regimes, as the great declined in the labour market indicators,
lead to a much less security on the labour market. Other two grddmglo-Saxon and
continent al di d n 6the amalyzeckttiche. Rlighsr lepebof EPL strictmess im
the CEE region for the standard forms of work and benefits connected with them in the CEE
regions, has validated the status quo of segmentation in the mentioned countries. Tito and Boeri
described thaa higher level of EPL can lead to a greater level ofkauncertainty for the
outsiders. Van Vliet and Nijboer's article lead to the same observation, as the flexicurity was
proven to guarantee security for the insiders, just as insecurity for the cu{@02). Many
guestions are raised with the flexidyrmodel so universally spread. For example, the Cazes
and Nesprova article points out that with the low cost of unskilled temporary workers in the
CEE makes the workers easier to be exploited (ILO ROllds is backed empirically by the
experience of manexploited eastern workers of international companies such as Amazon
(Boewe, Schulten 2017). On contrary, the same article provide the data that supports the case
for flexicurity effectiveness for th@hole EU region and CEE, as it observes a positive
correlation of introducing the flexicurity and rises in countries’ GDP and productivity, as well
as the decrease in poverty.
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