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ABSTRACT
This paperaimsto investigateand determinethe relationshipamongthe budget,changesn
GDP, price indicesand the movemenof the real exchangeate on the onehandandthe state
of the mud balancein Bosniaand Herzegovinan the period 20052019. The paper covers
literature that deals with the given field, empirical knowledgeand case studiesof various
internationalresearchesaswell as certain econometrianethodsTheresultsof the research
pointto the existenceof a negativelink betweerthe budgetdeficit, the reductionof pricesand
thereal exchangeate, and the improvemenbf the currentbalance.Theresultsare different
dependingonwhetherit is a long-termor shorttermhorizon.
Keywords:budget,currentaccount price index,andreal exchangeate

1. INTRODUCTION

The balanceof paymentsis an importantindicator for measuringthe stateof an economy.
However withoutotherindicatorsalone thebalanceof paymentgsloesnotsaymuch,especially
whenit comedo variousshocksn theeconomyOntheotherhand,with differentfiscal policy
tools,governmentsanleadtheeconomyin acertaindesireddirection. Thequestionis whether
thesetwo quantities have a causalrelationshipwith each other and how strong is this
relationship?This issue has been particularly consideredin the 1980sand 1990s,both in
developedand developingcountriesislam (1998), Magazino(2012). The correlationof the
given variablesis especiallyinterestingnowadaysespeciallywith the different economic
problemsthat countriesface. Economictheory providestwo importantdeterminantsn terms
of therelationshipof given quantities.Oneis thatchangesn the currentaccountbalanceand
the fiscal balanceare strongly interrelated(Keynesiantheory) which is the basis of the
FeldsteinHorioka hypothesis (1980). Another approachis the Ricardian equivalence
hypothesiswhich emphasizeghat thereis no correlationbetweengiven quantitiesor that
influenceis negative Whatis theimpactof the budgetdeficit on the currentaccountdeficit in
BosniaandHerzegovinatakinginto accouniotherparametersuchasinflation, changesn the
realexchangeateandthetrendof GDP growthis presentedh this paper.Countriedike B&H,
which arestill in transition,havesomedifficulties in fiscal governancalueto bothincreased
public debtand weak competitivenessn foreign trade. Fiscal policy hasbeenimplemented
through the establishmenof a single VAT rate since 2005 with a tendencyto increase.
However, there was also an increasein public debt as well as budget expenditures.In
accordanceith themethodologyandresearcliedicatedo therelationshigoetweerthecurrent
accountbalanceand the fiscal account,an analysisof the interrelationshipof thesetwo
indicatorswasmadeon the exampleof B&H for the period2005to 2019.GDP changehadthe
largestoscillationsin 2007 and2008asexpected Examiningthe givenrelationsis especially
importantfor BosniaandHerzegovinaasit hasa highly decentralizediscal policy wherethe
generalgovernmentn accordanceavith the BudgetLaw cannothavea budgetsurplus.
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Ontheotherhand,the entitiesthathavetheright to createpublic debtrepresenthe bearerof
budgetdeficits, while the currentaccountdeficit is shownat the countrylevel. Indirecttaxes
such as those controlled by the state are unquestionablythe main source of financing
governmenspendingatboththe stateandentity levels.Directtaxesin thelastdecadealsohave
agrowthtrend,andfollow GDPgrowth.Inflationarymovementaremoderateanddo notshow
majoroscillations.

2.HYPOTHESIS OF DOUBLE DEFICITS IN DIFFERENT EMPIRICAL STUDIES
Researclontherelationshipbetweerthebudgetdeficit andthe currentaccountdeficit hasbeen
conductecandpublishedn numerougapersAll workscanbedividedinto four groups.Thus,
if wetalk abouttheimpactof thebudgetdeficit onthe currentaccounbalanceywe canmention
the following works (Abell 1990; Bachman1992; Cash1994; Islam, 1998; Piersanti2000;
Bluedorn,Leigh, 2011;LeachmanfFrancis2002,Cavallo2005,Erceg,Guerrieri,Gust2005;).
Anothergroupof authorsin their works confirmsthe impactof the currentaccountdeficit on
thebudgeteficit, butnotvice versaThisgroupof worksincludes/Anoruo,Ramchandet998;
Khalid, Guan1999; Alkswani 2000;Kim, Kim, 2006; Marinheiro2008). The third groupare
paperghatindicatethe non-existenceor negativerelationshipbetweenhe budgetdeficit and
thecurrentaccounteficit (EndersandLee 1990;EvansandHasan1994;Kaufmann,Scharler,
Winckler 2002). The existenceof a negativecorrelationbetweenthe fiscal deficit and the
currentaccountdeficit on the exampleof the Baltic countriesin the period 19992010 was
establishedy Piotr (2012)in his paper.Finally, thereis the fourth groupthatincludespapers
confirmingthetwo-way relationshigbetweerthe currentaccountandthefiscalbalancgLaney,
1984; Miller, Russek1989, Boucher1991, Evans1993; PapaioannouYi 2001; Kaufmann,
ScharlerWinckler 2002;Baharumshat,au 2007).1t is particularlyinterestingo pointoutthe
work of Darrat(1988)in which it is provedbeyonddoubtthatthereis a doubleconnection
betweenthe budgetdeficit and the currentaccountdeficit. Theseare quarterly datafor the
period19601984.Thepaperconfirmsthatthereis a significantin the United Stategheimpact
of the budgetdeficit on the currentaccountdeficit andan evengreaterimpactcurrentaccount
deficit to thelevel of budgetdeficit. It is interestingto mentionthe studyby Khalid andGuan
(1999) who analyzedthe causeandeffect relationshipbetweenthe budgetdeficit and the
currentaccountdeficit in five economicallydevelopedcountries(USA, UK, France,Canada,
Australia),andin five developingcountrieqIndia, IndonesiaPakistanEgypt,Mexico))in the
period19501994,usingthe methodof cointegrationThe surveyconfirmedthe existenceof a
causallink betweenthe budgetdeficit and the currentaccountdeficit in four of the five
developingcountriesHowever similar links havenot beenobservedn developedountries|t
is alsoimportantto mentiona studydoneby Kumhof and Laxton (2009) which showsthata
continuousincreasein the budgetdeficit of 1% relative to GDP is not associatedvith an
increasean the deficit in othercountries Consequentlythis leadsto a shorttermdeterioration
in the currentaccountbalanceof about0.5 GDP anda long-term deteriorationof the current
accountbalanceby 0.75percentof GDPin largeeconomiesuchasthe United Statesand 1%
percenin smallopeneconomiesSimilarresultsareobtainedoy Lau, BaharumshahndKhalid
(2006)who analyzedherelationshipbetweerthe budgetdeficit andthecurrentaccoundeficit
in four Asian countries(IndonesiaMalaysia,the Philippinesand Thailand)betweenl976and
2000.theyprovedthe existenceof along-termrelationshipbetweerbudgetdeficit andcurrent
accoundeficit. Thus,the paperconfirmstheexistencef thetwin deficit hypothesisn thecase
of Thailand,theinversehypothesisf twin deficitsin the caseof Indonesiaandthe Feldstein
Horiok hypothesisn the othertwo countries.In his paper,Marinheiro(2006)investigatedhe
relationshipbetweerthefiscal balanceandthe currentaccountalanceandfoundthatthereis
animpactof the currentaccountdeficit on the fiscal deficit. In thatsensehe useda seriesof
datafor the periodfrom 1974to 2002.
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If we takeinto accountmostempiricalstudieswe canconcludethatthey confirmthe presence
of aninterrelationshifpetweerthefiscal deficit andthecurrentaccounteficit. Of coursethere
arepaperdghatindicatethe connectiorof othermacroeconomiwariablesto thecurrentaccount
balance.Thus,in his work, K o v a | (0L7)dxploresthe relationshipbetweenthe current
accountand its determnantson the exampleof nine countriesin Southeasturope,and
emphasizegshat the real effective appreciationof the exchangerate negatively affects the
currentaccount,while the netinflow of foreign direct investmenthasa positive impact. In
additionto theabove theinflow of capitalinto the countryis alsoof a greatimportance That
is, anincreasednflow of foreign capitalcanmean(if it is only loans,notinterestfree funds)
andincreasedndebtednessaswell asanincreasedutflow in termsof interestandreturnon
capitalpaymentgo foreignersincreasectapitalinflows cancausancreasedlemandgcreating
pressureghatcaneventuallyworsenthe currentaccount/Abbaset. All 2010).

3.METHODOLOGY

3.1.National income,governmentspendingand current account

In orderto clarify therelationshipbetweerthefiscal deficit andthe currentaccountjt is useful
to begin with someitems of national income accounting.Economictheory analyzesthe
correlationof elementsof nationalincomeand establishinghe link betweeninvestmentand
savingsnationalincomeandpublic expendituresindpublic revenueslin this way, we express
nationalincomeasa sumof consumptionC), investmentgl) governmenexpendituregT),
anddifferenceshetweenmportsandexports(X-M):

Y =C+1+G+ (X-M) (1)
Incomemustariseeither from domesticsalesof consumergoods(C), investmentgoods(l),

governmengoods(G), andnetsalesof goodsto foreignentities(exportsX minusimportsM).
We write the mentionedequationas:

YTi(C+I+G)=X-M (2)
Thatis,

Yi(C+I1+G)=CA 3)
Or,

Yi A=CA, (4)
Where:

CA- currentaccountbalance

And,

A =C+1+ G- totalabsorption 5)

If we havea closedeconomy savingsareequalto investmentssinceexternalvariablesdo not
exist(HohbergeandHerz,2012;KrugmanandObstfeld,1997).Thereforejnvestmentsanbe
written as:

I=YT1Ci G, (6)



89" International ScientificConferenceon Economicand SocialDevelopmentc
"Economical Agriculturaland LegalFrameworksof SustainableDevelopment"¢ NoviSad4-5 November,2022

If savingsareequalto investmentshenwe have:

S=J-C-G, (7)
Thenwe get thatin an openeconomyinvestmentsare not alwaysequalto savings.This is
becausendividuals,the governmentaindotherbusinessesanborrow fundsfrom abroad We
canwrite savingsas:

S=1+CA (8)

Further,analyzingaggregatesavingsve seethatit is madeup of the privateandpublic sectors.
Thereforewe couldwrite:

S=Sp+Sg (9)

Privatesavingsare consideredo be a portion of disposablencomethatindividualshavenot
spent.Thereforewe write privatesavingsasthefollowing equation:

Sp=Yd-C=(YiT)iC (20)
Where:

Yd- disposablencome,

| - taxes.

Public savings,as opposedto private ones,are equalto the difference betweentaxesand
governmengexpendituresyhich includesgovernmenpurchasesndtransfers.n this sense,
we write public savingsas:

Sg=Ti (G+R)=Ti Gi R. (11)

where:
G- Governmentstate)purchase,
R - Governmentransfers.

In relationto expressior(9), total privateandpublic savingscanbe written as:
S=Sp+Sg=(YITiC)+(Ti Gi R) =I+CA (12)
Accordingto theaboveformula,the currentaccountbalancas written as:

CA=Si|=Spi | +(T-G-R)=Spi |i (G+R+T) (13)

3.2.Model development

The expression(13) showsthatif we havea constandifferencebetweenprivate savingsand
investment,then any changein fiscal policy is reflectedin changesn the currentaccount
balanceThis causalrelationshipindicatesthe emergencef twin deficits hypothesisin other
words,if we do not havea fixed differencebetweensavingsandinvestmentsthenchangesn
the fiscal balancemustbe offsetby changesn savings.Namely,this situationis relatedto the
factthattheincreasen the budgetdeficit leadsto anincreasen privatesavingsdueto thefear
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thatthe statewill increasdaxesin thefuture,in orderto reducethe deficit. This furtherleads
to a reductionin citizen spendingand a currentaccountdeficit. (Mukhtar, Zakaria, Ahmed
2007).Thus,we seethatthe twin deficits hypothesisdoesnot emergein this situation.If we
startfrom the assumptior(traditionalapproach}hat the country'seconomyis at the level of
full employmentthenanincreasan the budgetdeficit causes currentaccountdeficit, all due
to an increasein aggregatedemand(for domesticand foreign goods and services).This
traditionalapproactemphasizethestrictlink betweerthebudgetdeficit andthesizeof savings
andinvestmentsthe pricesof productionfactors,the movemenbf the real exchangeate,the
distribution of income, the value of foreign trade. Another explanationof the twin deficits
hypothesigMundellFlemingmodel1962),emphasizethe quantitativeapproachThis model
indicateghatthroughfiscalexpansior{thebudgetdeficit arisesasaconsequencayhichcauses
the currentaccountdeficit by increasingthe interestrate, attractingforeign capitalandat the
sametime appreciatinghe domesticcurrency.The secondapproachjn contrast,is basedon
the assumptionthat twin deficits are unrelatedor negatively related (Makin 2002). This
approachs calledtheRicardianequivalencénypothesisvhich saysthatthe budgetdeficit does
not changenterestratesandthe exchangeate of the domesticcurrencyandassuchdoesnot
affect savingsand consumption As a consequencehe budgetdeficit hasno impacton the
currentaccountbalance.Therefore,accordingto the Ricardianequivalencenypothesisthese
two balancesheetsarenotinterrelatedor havea negativecorrelation.Thethird approactstarts
from theassimptionthatthereis aninversecausarelationshipbetweerthe budgetbalanceand
thecurrentaccountThatis, thisapproactexplainsthatanincreasen thecurrentaccountdeficit
slows down the economyleadingto a budgetdeficit (Endersand Lee 1990). The fourth
approactlstartsfrom the assumptiorthatthe causeandeffectrelationshipbetweerthe budget
deficit andthe currentaccountdeficit hasa two-way relationship.n this sensethe Feldstein
Horioka hypothesidgs used,accordingto which domesticsavingsandinvestmentsre highly
linked in the long run, regardlessof the large internationalmobility of capital. Therefore,
accordingto expression(13), a high degreeof connectionbetweendomesticsavingsand
investmentsalso meanschangesin the budget deficit and current accountdeficit. Thus,
expressior{13) canbewritten in thefollowing form:

CA=Spi | +FB (14)

Where,
FB - balanceof the statebudget.

Economic theory offers several different econometricmodels by which analyststry to

determingherelationshipbetweenrnthefiscal deficit andthe currentaccountdeficit. This study
seeksto showthe relationshipbetweena particularfiscal policy definedasthe ratio of the
budgetbalanceto GDP andthe currentaccountbalanceasa shareof GDP on the exampleof

Bosnia and Herzegovinain the period 20052019. In addition to consideringthe causal
relationshipbetweerthesevariables this studyalsoinvestigateghe impactof othervariables
on currentaccountvaluemovementsln this senseaneconomianodelwasusedwhich canbe
representedly theexpression:

CA=U+Db1 FB + boZ + -, (15)
Where:

Z - otherexplanatoryariablesGrossDomesticProductgrowth (g GDP), Realexchangeate
(REER)andconsumepriceindex(CPII).
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b Iandb Zoefficientsof theregressiorequation)
- - theconcepof error.

3.3.Data sourceand variable relationships

Thetime seriesof datausedin this modelis basedon the quarterlyfrequencyandcoversthe

period from the first quarterof 2005to the last quarterof 2019. The modelis basedon the
stationarityof the analyzedime series. Accordingto the time seriesof data,the researcthas
thetaskof determininghestability of the positiverelationshipbetweerthe budgetbalanceand
the currentaccountbalanceBasically,the papercontributego determiningwhetherthereis a

causalityof thementionedjuantitieswhichaffectsthepossibilityfor theB&H modelto predict
the twin deficit hypothesisin orderto obtaina completepicture,it is necessaryo takeinto

accountthe variables that are related to the values of the current balance, especially
emphasizinghe changesn the real exchangeate.In that sensegescriptivestatisticsaswell

ascorrelationbetweenvariableswere done,andfinally a unit root testaswell asa Granger
Causalitytestweredone,whichis presentedhn the paper.

4. DATA ANALYSIS

4.1.Descriptive statistics

This paperseeksto investigatethe relationshipbetweenfiscal policy and the balanceof
paymentsandto consistentlydeterminewvhetherthereis a causalink betweerthefiscal deficit
andthe currentaccountdeficit. The currentaccountbalancewas createdon the basisof real
GDP growth, inflation, tax revenuesthe real exchangerate and governmentspending.The
studyfirst establishediescriptivestatisticsheforeassessingrendsandmodels. Figurel shows
thatthetrendof thefiscal balances moderatewith aslight fluctuationin 2009and201,which
was causedby the shockon the financial market, which affectedthe reductionof budget
revenueslLargeroscillationsin the currentaccountbalancenverenoticeablen 2005and2006
atthetime of theintroductionof VAT in theB&H fiscal system.

Tablel: Descriptivestatistics

CAD BD GDP G CPI REER

Mean -28,398550 | -2,515915 1,484637 5,214833 -1,203233
Median -25,989840 | -2,642722 0,700000 4,550000 -1,035000
Maximum -12,620460 | -0,772559 21,485100 16,800000 4,180000
Minimum -62,500000 | -4,334861 -15,321030 -0,700000 -7,470000
Standard

Deviation 8,905900 1,031529 7,894407 47,416980 2,550214
Skewness -1,667036 | 0,099386 0,188710 1,133876 -0,307194
Kurtosis 6,528468 1,768492 3,423657 3,609054 3,270539
Jarque-Bera 58,915300 | 3,885397 0,804829 13,784110 1,126659
Probability 0,000000 0,143317 0,668703 0,001016 0,569310

Source:Owncalculation

Figure following on the next page
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Figure 1: Balanceof the statebudgetand currentaccountof BosniaandHerzegovina
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the budget.After this period,changesn the currentaccountbalancearefollowed by changes
IbalanceOnly 2019deviatedrom the giventrendwhereit is evidentthatalthough
no major changesn the budget,the currentaccountbalanceexperienced sharp
increaseMeanvaluesrecordedn the period20052019.for the currentaccountbalanceand

in thefisca
therewere

the currentaccountbalancein 2005and2006arenot accompaniedy changesn

thefiscal balancen relationto GDP are28.39and2.51%respectively.

Figure 2: Trendin currentaccountbalancesand consumeprice indicesin Bosniaand

Herzegovina
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With theexceptionof 2010,the CCl hasafairly steadytrendoveragivenperiod.Therecorded

meanvalueof thepriceindexis 5.21.
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Figure 3: Trendin currentaccountbalancesand grossdomestigroductin Bosniaand
Herzegovina
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GDPgrowth,with somefluctuationsfrom 2005to 2011 ,hasa steadyandslightgrowthof 0.8%
onadguarterlybasis.lts meanvaluerecordedor the observederiodis 1.48.

Figure 4: Trendin currentaccountbalancesandreal exchangeate in Bosniaand
Herzegovina
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The movemenbf thereal exchangeateof the domesticcurrencyfluctuatesaroundzero,and
thelargestdeclinewasrecordedn 2016and2017.Its averagersaluefor the observatiorperiod
is -1.20.The correlationbetweenthe budgetbalanceandthe currentaccountbalance aswell
asthecorrelationbetweerthe currentaccountbalanceandothermacroeconomigariableswith
which the givenmodelwasconstructedareshownin Table2.

4.2.Correlation betweenthe observedvariables

Correlationcoefficients,calculatedon the basisof availabledata,betweerthe currentaccount
balanceon the one handandthe fiscal balance and changesn the real exchangeate on the
other, indicatethe presenceof real significant correlationwhile the price index and current
accountbalanceshow a slight correlation. The establishedcorrelationrecordsa negative
relationshipbetweenthe given variables.Grossdomesticproductgrowth hasno significant
impact,with the priceindexalsoshowingalow value.
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This furthermeanghattheimprovemenbf the statebudgetbalanceaswell asto someextent
thereal exchangeaatein BosniaandHerzegovinavasaccompaniedby a deteriorationof the
currentaccountbalancean theanalyzederiod,which canbe seenin thefollowing table.

Table2: CorrelationcoefficientdetweerCurrentAccountBalance Fiscal Balance,
ConsumefPrice Indexand GrossDomestidProductGrowthin Bosniaand Herzegovindor

theperiod20052019.
CAB FB
CAB 1
FB -0,57581 1
CAB CPI
CAB 1
CPI -0,289115 1
CAB REER
CAB 1
REER -0,463 1
CAB G GDP
CAB 1
GDP gr -0,05099 1

Source:Owncalculation

Basedon the analysisof the correlationbetweenthe given quantities,no conclusionscanbe
madeaboutthe impact of one value on another.This analysiscannotprovide answersto
possibleshocksin fiscal policy thatwould arisedueto changesn the marketof certaingoods
or serviceslf, for example pnthe onehandthe economicsituationin the countryimproves(in
termsof increasingnationalincome)it couldleadto areductionof the budgetdeficit, however
on the otherhandit could leadto anincreasen the currentaccountdeficit dueto increased
imports. Precisely, from the impossibility of obtaining accurateresults that indicate the
correlationof given quantitiesthroughcorrelationanalysiswe cansuggesthatthereis still a
negativerelationshipbetweernthe budgetbalanceandthe currentaccountbalance.

4.3.Unit root analysis

In orderto perform a completeevaluationof the model, it is necessaryto determinethe
stationarityof the analyzedtime series.An extendedDickey-Fuller test(ADF) was usedfor
this purpose.To usethe testitself, the modelin functionaltermsneedsto be redesignedo
obtainthe stationarityof the variablesused.This was doneby substitutingthe valuesof the
variablesfor their first differences After the first differentiation,the extendedDickey-Fuller
testfor the sizesincludedin the modelwould look like this:

Table3: Unit root testd first differentiation

Variable name ADF Test 1% Level 5 % Level 10 % level
Current account balance -3,56941 -3,56002 -2,91765 -2,59669
Fiscal balance -8,29612 -3,54821 -2,91263 -2,59403
GDP growth rate -7,80589 -3,55747 -2,91657 -2,59612
Consumer price indeks -6,86696 -3,54821 -2,91263 -2,59403
Real exchange rate -8,58540 -3,54821 -2,91263 -2,59403

Source:ProgramEviewsl1

A graphicalrepresentatioof the dependencef the currentaccountalanceon othervariables
is presentedh thegraphsgivenin theappendix.
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4.4.Granger Causality Test

In order to establishthe direction of causalityamongthe mentionedvariables,a Granger
Causalitytest will be conductedto help us understandhe interactionsbetweenthe fiscal
balanceandthe currentaccountbalanceandwhattheresultsare.

Table4: GrangerCausalityTest

Pairwise Granger Causality Tests

Sample: 20052019

Null Hypothesis: Obs F-Statistic Prob.
CPI does not Granger Cause CAB | 57 0,69021 0,50600
CAB does not Granger Cause CPI 0,53252 0,59030
FB does not Granger Cause CAB | 57 2,14868 0,12690
CAB does not Granger Cause FB 0,35721 0,70130
G_GDP does not Granger Cause C4 57 2,85272 0,06680
CAB does not Granger Cause G_Gl 0,99571 0,37640
REER does not Granger Cause CAE 57 1,25301 0,29410
CAB does not Granger Cause REEF 1,43147 0,24820
FB does not Granger Cause CPI 57 1,21879 0,30390
CPI does not Granger Cause FB 0,11294 0,89340
G_GDP does not Granger Cause C| 57 1,31752 0,27660
CPI does not Granger Cause G_GD 0,07305 0,92970
REER does not Granger Cause CPI| 57 0,16903 0,84490
CPI does not Granger Cause REER 2,21851 0,11900
G_GDP does not Granger Cause Ff 57 1,72534 0,18820
FB does not Granger Cause G_GDF 1,10316 0,33950
REER does not Granger Cause FB | 57 1,02102 0,36730
FB does not Granger Cause REER 0,08479 0,91880
REER does not Granger Cause

G _GDP 57 2,47901 0,09370
G_GDP does not Granger Cause

REER 0,96397 0,38810

Source:ProgramEviews11

The study conducted a pair-wise Granger causality test in order to determine the
interrelationshipf the variables Thetestresultscanbeseenn Table4 Thenull hypothesisat
the 5% significancelevel wasrejectedin the eventthatGr a n diseal lialeancesheetaffects
the currentaccountbalance.The samesituationis in the caseof the consumerprice index
Grangeraffectsthe fiscal balance Theresultsalsofurther suggesthatthe real changen the
GrangerxchangeatealsoaffectsGDP growthwhenthezerohypothesiss rejectedatthe 10%
significanceevel.

4.5.Long-term causalrelationship betweenvariables

Theanalysiof theestimatiorof thestructuralparametersf themodelis givenin thefollowing
table. By performingthe first differentiationof the variablesto eliminate the nonstationary
form, resultsdescribingthe givenrelationshipwereobtained.The vectorautoregressivenodel
(VAR) usedshowsa long-term causeandeffect relationshipbetweencertainvariables.The
resultsthatindicatealong-termperiodareshownin Table5. Thelong-run R-squaredegression
coefficient of 0.4278implies that 42.7% of the currentaccountbalancevariation can be

10
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explainedby independenvariablesof the budgetaccountbalanceandpriceindexin thelong
run. Themodelasawholeis significant,asshownby anF statisticof 10.2(p value=0.000002).
the resultsindicate that the changein the budgetbalancehas a negativeand significant
relationshipto the currentaccountbalancegBeta= -3.7107 p value= 0.0012).This meanghat
any reductionin the budgetdeficit by one unit improvesthe currentaccountby 3.71 units.
Regardinghe consumepriceindex,we canalsostatethattheratio is negativeandsignificant
in relation to the current accountbalance.Namely, the reduction of prices for one unit
simultaneouslymprovesthe currentaccountbalanceby 0.498units.

Table5: Resultdor thelong term

Variable Coefficient Std. Error t-Statistic Prob.
Intercept -36,166255 2,942914  12,289269 0,000000
FB -3,710734 1,094281 -3,391024 0,001295
GDP gr 0,047557 0,116602 0,407855 0,684964
CPI -0,498165 0,192959 -2,581713 0,012526
REER -0,797067 0,440979 -1,807493 0,076155
R Square 0,427844
Adjusted R Square 0,386233
Significance F 0,000002

F 10,281907
Source:Owncalculation

4.6.Short-term relationship betweenvariables

To correcttheerrorin themodel,theratiowill be calculatedbn ashorttermbasis.Namely,for
theanalysisof therelationshipbetweerthe currentaccounbalanceandthe statebudgetaswell
asotherdeterminantshatweretakeninto accounta vectorautoregressivenodel (VAR) was
alsoused,which indicatesa shortterm causeandeffectrelationshipbetweernvariables. From
table 6 it can be seenthat the regressiorcoefficient showsthat 50% of the variation of the
currentaccountbalancecanbe explainedoby the price indexandchangesn therealexchange
ratein theshortrun. Changesn thefiscal balancedid not gainstatisticalsignificanceastheir p
valuewasabove0.05. F statisticsin the caseof a shortterm relationshiphaveno significant
value.Namely,only changesn pricesandtherealexchangeateleadto changesn thecurrent
accountalance Sincethe changesiavea negativerelationship this meanghatareductionin
pricesandthe real exchangeate by oneunit improvesthe currentaccountdeficit by 1.90744
and1.4183units,respectively.

Table6: Resultdor thelongterm

Variable Coefficient Std. Error t-Statistic Prob.
Intercept 9.241907 6.222943 -1.485134 0.165593
FB 5.497217 2.730846 2.013009 0.069242
GDP gr -9.276552 6.036027 1.536864 0.152578
CPI -1.907447 0.805457 2.368155 0.037273
REER -1.418398 0.431929 3.283872 0.007284
R Square 0.506173
Adjusted R Square  0.326600
Significance F 0.078092
F 2.818755

11

Source:Owncalculation
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5. CONCLUSION

Theresultsof theresearcton therelationshipbetweerthe currentaccountbalanceon the one
handandthefiscal balancepriceindex, GDP trendsandchangesn the real exchangeateon
theotherhandshowdifferentinfluencesaccordingo thetime periodof observationln thelong
run, changesn the budgetin termsof reducingthe deficit affect the reductionof the current
accountbalance.Price changesalso have a significantimpact on the declinein the current
accoundeficit. In theshortrun, fiscal policy hasa correspondingmpacton changesn balance
of paymentsHowever,the changean pricesandthe real exchangeatein the shorttermleads
to changesn the country'smudbalanceasis the casewith thelong-termhorizon.Thus,long-
termchangesn fiscal policy mayaffecttheimprovemenbf the currentaccountalancePrice
changesalsohavea noticeableintensity of action.Changesn the real exchangeate havea
certainsignificanceonly if it is a questionof currenciesoutsidethe euroarea,sincethe KM is
fixedly peggedo the uro dueto legalsolutions.In thatsensethe existingmonetarypolicy in
BosniaandHerzegovinadoesnot havethe possibilityto changeherealexchangeate.
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APPENDIX
Basicdataon a quarterly basisfor the period 20052019
Period CAB FB GDP gr CPI REER
-32,55 -1,88 2,63 -0,50 2,2
-62,50 -1,83 2,56 -0,70 3,82
-30,98 -1,78 2,50 -0,50 4,18
2005 -57,14 -1,74 2,44 1,70 2,71
-26,77 -1,79 -11,07 6,30 -2,04
-33,06 -1,47 21,49 6,10 -1,62
-34,74 -1,26 17,35 5,60 -1,16
2006 -40,49 -1,46 -14,19 6,40 1,19
-33,86 -1,36 -1,09 7,10 -0,14
-39,64 -1,19 14,42 6,50 1,11
-33,99 -1,03 14,92 6,60 2,08
2007 -43,72 -1,22 -15,32 10,70 0,04
-39,86 -1,32 1,70 14,10 -1,92
-44,67 -1,16 13,73 15,40 -1,08
-38,55 -1,02 13,66 16,60 0,34
2008 -41,89 -1,20 -14,47 16,80 -1,2
-29,40 -4,33 -6,22 15,90 -3,2
-30,60 -3,76 15,19 14,30 -0,57
-24,03 -3,35 12,34 15,00 -1,14
2009 -28,76 -3,89 -13,92 16,00 -1,8
-21,98 -2,50 -6,06 0,20 -2,13
-26,11 -2,19 13,82 -0,40 0,56
-26,41 -2,01 9,04 -0,50 0,26
2010 -29,79 -2,26 -10,85 0,70 -0,98
-25,86 -0,94 -5,59 3,50 -0,44
-28,19 -0,82 14,36 3,60 0,89
-26,98 -0,77 6,17 3,40 0,006
2011 -32,39 -0,86 -10,55 4,30 -0,74
-25,02 -2,20 0,10 5,90 3,8
-25,87 -2,04 0,20 5,70 2,31
-28,80 -2,07 0,30 5,20 1,28
2012 -27,60 -2,08 0,40 6,40 1,22
-21,51 -2,83 0,50 6,70 0,55
-21,32 -2,72 0,50 6,10 -0,67
-25,29 -2,73 0,60 5,00 -0,8
2013 -25,35 -2,80 0,60 5,00 -0,43
-22,36 -3,48 0,60 5,00 -1,44
-26,61 -3,43 0,60 4,70 -2,34
-28,81 -3,51 0,70 4,40 -2,57
2014 -28,45 -3,39 0,70 4,90 -3,54
-20,06 -3,63 0,70 4,40 -0,99
-23,94 -3,47 0,70 4,20 -4,08
-24,76 -3,49 0,60 3,00 -3,18
2015 -23,33 -3,46 0,70 3,10 -3,06
-18,71 -4,25 0,70 5,00 -2,66
-23,28 -4,10 0,80 4,70 -4,09
-22,05 -4,00 0,80 4,40 -4,9
2016 -22,45 -4,01 0,90 4,90 -4,72
-19,15 -3,47 0,80 4,40 -6,3
-23,29 -3,31 0,80 4,20 -7,1
-23,97 -3,23 0,80 3,00 -7,47
2017 -23,04 -3,27 0,70 3,10 -6,93
-19,66 -3,37 0,80 0,50 -0,68
-22,33 -3,22 0,80 -0,06 -1,41
-22,89 -3,17 0,80 -0,10 -1,26
2018 -18,58 -3,18 0,80 0,23 -0,97
-12,62 -2,80 0,7 1,50 -0,49
-23,53 -2,64 0,6 1,36 -2,22
-21,49 -2,53 0,5 0,46 -3,39
2019 -22,83 -2,65 0,3 1,40 -2,89

CentralBankof BiH
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Statebudgetbalanceand currentaccountbalancein Bosniaand Herzegovinaafter thefirst
differentiation
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Trendof currentaccountbalancesandchangesn GDP in Bosniaand Herzegovinafter the
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Trendof currentaccountbalancesandchangesn thereal exchangeate in Bosniaand
Herzegovinafter thefirst differentiation
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ABSTRACT
TDK Corporation, a wetknown multinational electronics compathat originated in Japan,
has gone through a major business changeoving from household electronics to digital
technology and components for mobile devices and industrial automation. The company also
produces electronic materials, electronic componergsprding and data storage media.
There is no question that we live in a rapidly changing, unpredictable, and uncertain world
where agility reflects a firm's set of capabilities to prosper and thrive in an unpredictable and
rapidly changing environment {vodh et al. 2012). This paper examines how TDK re
engineered its talent operations to support its business model change during the Covid. The
primary goal of this paper is to show how organizations that focus on value creation, dynamic
capabilities, and sategic change may benefit from internal communications. As a secondary
aim, this paper aims to show how efficient and successful communication support cultural
alignment, increased employee engagement, and cultural confidence in the context of remote
working and alternative employment conditions.
Keywords: Talent, Organization, Globalization, Innovation, Transformation, Japan,
Technology, HR, International Relations

1.RESEARCH METHODOLOGY

Basedon a realworld scenario,the study was conducted.Some of the researchersvho
contributedto this study were actually presentduring this changemanagemenprocedure
(Levineetal., 1980;Yin, 2003).Participantf agroupor communityareobservedn orderto
obtainanunderstandingf their society,oftencalled"observing"(Allen, 2017).Becaus®f the
aforementionedsome writers might track severalphasesof the implementationprocess-
corporatemisalignmentthe many phasesf decisionmaking choicessuchas shifting global
headquartersand talent operationsto Germany, as well as the whole proceduresof
organizationaandculturalintegrationwith the eyesof in-housefull -time teammembersfrom
the startof the projectuntil the end, in the contextof remoteworking and social distancing
restrictionamposedby the Covid-19 globalpandemicResearciObjects TDK HR employees
in Japarandtalentoperationsassociates Europe.
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2. BACKGROUND

TDK Corp.(TokyoDenkiKagakuKogyo, ) TDK wascreatecnDecember
7,1935,in Tokyo. Thefirm startedout by producingiron-basednagneticmaterialferrite and
hassinceexpandednto the manufacturef magnetidapesfor usewith compactcassettéapes
andvideos.Thefirm boostedts operationshy diversifyinginto blank CD-Rs andrecordable
DVD discs. The tape and disc industry was sold to Imation Corporationin 2007, as the
worldwideelectronicamarketwaschangingdramatically Usersof cassettéapesandCDswere
rapidly switchingto streamingmusicon portabledevicesandutilizing new sortsof musicand
video file playing technologiesThe Global Financial Meltdown of 2008 had a significant
impact on electronicsmanufacturersn Japan,while worldwide digitalization put Japanese
firms into a thorny businessnnovationproblem:grow, transform,or acquirenew skills? In
2011, SanyoElectric Co., Ltd. becamea 100% ownedunit of Panasonicandin 2016,Sharp
Corporationwas acquiredby the TaiwanbasedFoxconnGroup. Someoneelseseesprofit in
thesituation,while someonelsethinksit's anopportunity.As Toffler (1980)observedyiolent
changesnow striking our planet. TDK, in order to keep up with worldwide deep tech
movementschangedts businessemphasigo Artificial Intelligence(Al) andthe Internetof
Things(loT) in 2015,while alsoutilizing its coretechnologiesor themanufacturef industrial
sensorsand semiconductorsThe TDK CEO Shigenaolshiguro signedoff the move of the
company'sGlobal Headquarterérom Tokyo to Munich, with mostexecutivedirectorsbeing
requiredto hold dualpositions- onein Japarandanothelin Europe As of October2019,under
10% of the globalworkforceat TDK wasin Japanwhile over 80% of the world'stalentpool
hadjoinedthe companythroughvariousstrategianergersandacquisitionsAndreasKeller has
beenimplementinga seriesof policiesandprogramsntendedto modernizetalentoperations,
redefinecorporatearchitecture,andglobalizethe pool of TDK talentas GeneralManagerfor
Global Human Resourcesvith a dual assignmenin Munich and Tokyo. Keller releaseda
Global HR Midterm Plan 20182020 beforetaking office, which includeskey performance
indicators (KPIs) for eachproject. The goalsinclude successiomplanning, defining global
competenciesgreatinga long-term sustainableglobal culture of inclusion and engagement,
upgradingtalentmanagemenplatforms,andraisingawarenessf internationalHR initiatives
thatareaidedby a digital talentmanagemergystemthatwasimplementedo enableandtrack
theintegrationof theseactivities.Keller wentonestepfurther, standardizingvorldwide KPIs
in orderto makeit easierfor local andglobal managemenio monitorandmanageisk while
alsoimprovingresiliencefi T holgectiveisn't simply to tap into Japaneséalent; we wantto
useit from all overtheworld. We'll needto establishcomparablglatformsanddefinitionsfor
thingslike global competencieandevaluationcriteriain orderto dos o Kefler adds(2018).
After agreeingon a strategyfor developingglobaltalentoperationsstandardseinddefinitions,
the TDK groupall aroundthe world realizedthat creatingandsustaininga worldwide culture
basedon inclusivenessparticipation,and value creationwas a must. As a result, the firm's
developmenbf anagileandculturally guidedglobalcommunicationgnfrastructureo support
this cultureacrosghe world becamea top priority. The Covid-19 worldwide pandemicwhich
struckin January2020,disruptedKeller's plansto launchthe worldwide competenc@rogram
andengagd DK EuropeandTDK Japarpersonnein utilizing cognitivetechnologyanddigital
platformsfor crossdivisionalandcrossgeographicatollaboration.

3. LITERATURE REVIEW

Value is generatedoy meeting and fulfilling people'sneedsin order to satisfy demand.
Corporatesandacademicsilike haveregardedraluecreationasa majorbusinessim (Ciceaet
al., 2015).Someeconomistdbelievethatvalueshouldbe createdhot only for shareholderbut
for all stakeholdersswell (Hakseveetal. 2004;Harrisonetal. 2010;Giosietal. 2018);other
academicsadvocatefor mutual stakeholderpartnershipsin which stakeholdersare both
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recipientsandco-creatorsof valuein joint valuecreationsituationg(Freudenreictet al, 2020).
Superior user value, accordingto Gummerus(2013), leadsto a competitive advantge.
However,despitethe numerousdefinitions and scientific analysesroughtforth in orderto
define"value,” no comprehensiveonsensusasbeenreachedamongacademicgAnokhina,
2014).Valueis acomplextopic, accordingto Hassarn(2012),andit isn't simply aboutpricing,
quality, or location. It's drawn from the integrationof various processesnvolved in how
differentusergperceiveacollectionof encountersSomeexpertdelievethatacompany'value
outputmay give insightsinto its performancéCiceaetal., 2015).Furthermorecommittingto
corporatevalue creationsharinghelpskeepskilled employeeqAltman et al., 2020). Internal
value, which is derived from the viewpoint of a shareholderand externalvalue, which is
derivedfrom the viewpoint of a customeraredescribedy Bititci etal. (2004).Furthermore,
internalvalueimpliesthat"value"is createdoy organizationalincomeandprofit, whichit then
convertsinto words. External value, on the other hand, refers to customers'and clients'
perceptionsand understandingsf "satisfaction"in connectionwith the product,service,or
businessnodel. Employeehappinesss anothemoptionto evaluatanternalvalue(in the caseof
life sciencepharmaceutical@ndhealthcarerganizations)whichis influencedby knowledge
managemergtrategiesuchasknowledgeacquisition sharingandutilization. The majority of
writers presentlyacknowledgethat value creationis increasinglyreliant on or linked with
intangibleassetgKaplan,Norton, 2004).Intangiblesarenon-materialqualitiesthataid in the
productionof productsor servicesor that are expectedo generatduture economicbenefits
for the entitiesor individualswho controltheir use.Eustancg2000:31)stateghatintangibles
areassetsvithout physicalexistencesuchasbrandnamesandcustomeioyalty programsAn
intangibleassets a non-physical,identifiableassewithout monetaryalue,accordingo Kirk
(2009). Intangible assetsare recognizedas a primary resourceand driving force behind
companysuccesandvaluecreation(Oliner et al., 2008; O'Mahony,Vecchi, 2009; Surifiach,
Rosina,2011;HolthausenZmijewski, 2018).Humancapital,structuralcapital,andrelational
capitalarethe threetypesof intangibles.(Serrat,2017; Altman et al., 2020) They are highly
entangleddependenbn oneanotheranddeliberatelyorganizecby managerandemployees
in order to generatdong-term value. Direct investmentsare madeat the beginningof the
processn orderto improve economicdevelopmen{Ciceaet al., 2015)andto promoteboth
intangibleandtangibleassetsall with the goal of increasingvaluecreationin everybusiness
or economy.In the contextof remoteworking anddigital value co-creation,peopleare more
inclinedto learnfrom andtrain eachotherif customizedearningandengagemenplatforms,
accessibleacrosgyeographie®n manylinked devices aremadeavailableacrosdocationson
a variety of connectedlevices readily availableby anybodyinsidethe company(Law et al.,
2019). Furthermore,cognitive technologyfacilitated organizationalculture integration by
enhancinghe potentialfor crosscultural communicatiorand by automaticallytearingdown
organizationalsilos through the developmentof creative procedures(Vlad et al, 2019a).
Collaborativetechnologyand visual communicationsre key enablersn improving an agile
organizational architecture that fosters the adaptation and utilization of collaboration
technologyto supportthe maintenanceand quick updatingof corporateculture throughout
multidisciplinaryteams(Vlad etal, 2019b).

4 . FROM HI ERARCHY TOi GREATRNGACGOYIAABORATIVE
PLATFORM FOR GLOBAL INTERACTIONS

At theoutsetof 2020,asthe TDK HR teamwaspreparingo launchtherecentlycreatedslobal
TalentCompetencieandassessalentdevelopmenacrossdorderstheworldwide epidemicof
Covid-19 struckwith unforeseeriimitations on internationaltravel andfaceto-faceinterview
assessmentfueto the sensitivenatureof the talentevaluationmeetingsmostJapanesand
EuropeanCEOs believedthat online alternativeswere unworkableand proposeddelaying
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executivesuccessiomplansandthe developmenbf new talentpipelines.Nobody could have
predictedhow long the turmoil would last or what the company'sultimate financial impact
would be,butKeller'steamrecommendedligningtalentoperatorsacrosgsheworld on asetof

new rules, one of which wasto de-centralizedecisionmaking for peoplerelatedissuesand
encourageachentityto adopta"wireachy"mindsetasdescribedy Husband2014).By doing
that Keller wanted to understand,anticipate and adopt evolution of work, knowledge
transformation and organizational structures as they are moving from hierarchiesto

wirearchies.

Figure 1: TheFuturein ContinuousTransformation,JCE JapanCreativeEnterpriseMaterial
(2019)

Wireachyis definedasa dynamictwo-way flow of powerandauthority,basedon knowledge,
trust, credibility and a focus on results,enabledby interconnectedeople and technology
(Husband2014). Shifting to a moredecentralizedgonnectedvay of doing businesswill not
only encouragefaster information sharingthroughoutthe companybut will also enhance
personahccountabilityandpromotecrossdivisionalcooperatiorandtransferof competencies.
It will alsoincreasethe needfor cooperationgxpandthe amountof resourcesvailableand
make employeesanticipatefuture. A surveyof Japanesavorkers conductedby JCE Japan
CreativeEnterprisan February2020foundthatlessthan25%believedin independenti,emote
working, and lessthan 20% thoughtthat significant crossgeographicakollaborationswere
possible.This was due, in part, to cultural and linguistic differences.According to people
managersn Europe,corporateHR wasbeingtoo invasiveandtherewasno businesselated
causefor talentinformationto be sharedacrossgeographiesPeoplerelateddatacould not be
sharedbecausef the GDPR,and as a consequencdalentoperatorsrom all acrossEurope
were becomingincreasinglyhesitantto participatein global peopleoperationsor talentdata
sharinginitiatives. Despitelocal resistanceto crossregional cooperation,Keller urged his
employeego considerawide rangeof digital technologyimplementatiorin the light of future
barriersto internationalmobility andthe necessityfor talentdevelopmentalks solely within
thedigital realm.Talentmanagersverereluctantto do so, but theyreluctantlyexaminedSAP
SuccessFactordJiPath RPA services,and IBM Your Learning, an intelligent learning
managemensystem(LMS) poweredby IBM Watsonartificial intelligence (Al), allowing
workersto accespersonalizedearningcontentbasedon their interestsandgoals.The Covid-
19 epidemic,which beganin late February2020, has broughtfurther restrictionsto global
travel. TDK announce@nMarch26,2020,thatall internationabusinessrips would beputon
hold until furthernotice.
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On April 4, 2020, TDK Europeand Japancommittedto using SuccessfactorqRPA, Your
Learning,and other digital talentmanagemensystemsaswell aslearningand development
platformsin both EuropeandJapan.

4.1. Organizational Impact

Keller adopteda threepillar strategyto changein orderto expeditethe introductionof new
technologyacrossborders.He recognizedthe importanceof investingin re-skilling talent
worldwide and creatinga collaborativeculturethroughoutthe company assistingworkersin

developingtechnical expertiseto make the most of the new cognitive technology.Keller

decidedto rely not just on technology but alsoon humantalentin orderto encourageylobal
dexterity and cultivate a collaborative mindset throughoutthe company. He stimulated
intellectualcuriosityamongemployeedy encouraginghemto pursuemasteryof theirchosen
subjectareasvith EmotionalintelligenceandCultural Intelligence(CQ).

Skilling — Re-skilling — Up-skilling

Global Dexterity Emotional Cultural
Intelligence (EQ) Intelligence (CQ)

& ©

Clarify what skills managers

and leaders need for Facilitate needed advances Learn how to collaborate

developing and deploying in engagement, attention effectively, understanding

business models, mission and identity management, and respecting various

statements, and roadmaps focusing on empathy and cultures, behavior patterns,

internationally employee centricity and concepts of ethics and
value

Figure 2: Skilling, Re Skilling, Up-Skilling, JCE JapanCreativeEnterpriseMaterial (2020)

Throughtheadoptionof intelligentlearningplatforms, TKD offeredemployeesheopportunity
to accesprofessionalearningmaterialalignednot only with their own transformationagjoals,
but alsowith their own individual interestsandaspirationsThus, TDK employeesn Europe
and Japanwere offered the opportunity to familiarize themselveswith the newly adopted
technologyat their own pace,on adeviceandlocationof their own choice.

4.2. Remote Work and the NewNormal

Although the notion of remoteworking wasrelatively new to Japanes&usinessrior to the
Covid-19 epidemicmostfirms haveutilized andtestedvariouscollaboratiortechnologiesuch
asvideoconferencinglatformsandnumerousiutomatedolutionsin thelastyear.During the

third year of the pandemic, TDK employeeswere hesitantto use digital collaborative
technologiesat first; however, prolongedremote working situationsinfluenced employee
mindsetsand behavior,resultingin digital dexterity and collaborativeliteracy. They would

wantto continueworking remotelyat leastfor a certainamountof their time, andtheywould

be interestedn exploring different employmentpossibilitiesafter the end of the pandemic.
Concernshave beenraisedaboutpsychologicalhealthand social isolation, as a result of a

lengthyremoteworking arrangemeniGlobally, overonethird of all employerswill takesteps
to provideemployeeswith afeeling of community,connectionandbelongingthroughdigital

technologiesn orderto addresghe well-beingissuespresentedy the moveto remotework

(World EconomicForum,2020.)
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Theresultsof asecondoulsesurveycompletedn Decembef020showedhat65%of the staff

populatiorwasin favor of independentiemoteworking withoutexpectingdetailednstructions
from their managerSignificantcrossgeographicatollaborationsvereviewedaspossibleby

78%o0f thosepolledglobally,while 83%thoughtthe newway of workingwasmoreappropiate

for their living circumstancesWhen askedwhetherthey would considergoing backto the

workplacefull-time in 2021aspartof anindividual interviewsconductedn JaparandEurope,
88 percenbf respondentsaidtheywould not. The participantsalsoshowednterestin amixed

workstyle that allows them to pick and choosebetweencorporateoffice spaceand remote
working choicesbasedn businessieed clientrequirementsandpersonakircumstances.

5. CONCLUSIONS

1) Even thougtcognitive technology's advantages in talent operations are apparent, a lack of
knowledge, fear of change, and need for reskilling prevent it from being implemented.

2) The unforeseen need for cooperation, which arrived with the d®vidpidemic from
overseashastened the adoption of digital technology in a variety of business operations.

3) MNCs from Japan may benefit from utilizing cognitive technology to speed up global talent
management and develop crosgional engagement.

4) Personalized learning platformsveg multi-device learning possibilities to employees,
fostering their intellectual curiosity and changing the way they learn.

5) After the Covid19 pandemic, remote working and alternative employment options will
most likely continue and develop. Businessedl weed to establish new working
arrangements in order for their operations to operate at optimal efficiency after the Covid
19 epidemic.

LITERATURE:

1. Allen, M. (2017).The sage encyclopedia of communication research me(Notts 1-4).
Thousand Oaks, CA: SAGE Publications.

2. Altman, M., Forbes, W. P., Igboekwu, A. O., Mousavi, S. (2020Fast and Frugal
Finance: Bridging Contemporary Behavioural Finance and Ecological Rationality
Oxford: Academic Press.

3. Anokhina, K. (2014) Structure and Classification ff Intangible Assets In Industrial
EnterprisesSocieeconomic Research Bulletith(55): 1317.

4. Bititci, U. S., Martinez, V., Albores, P., Parung, J. (2004). Creating and managing value in
collaborative networksinternatioral Journal of Physical Distribution and Logistics
Management34(3-4): 251268.

5. Cicea, C., Marinescu, C., & Moroianu, N. (2015). Innovation process and business
functions®é implication i n t HPeceediegs of phe o d u c t
Internationd Management Conferenc®(1): 227233.

6. Eustance, C. (2000.Yhe Intangible Economy Impact and Policy Issues: Report of the
European High Level Expert Group on the Intangible EconoBryxelles: European
Commision.

7. Freudenreich, B., Liudekiereund, F., Schaltegger, S. A (2020). Stakeholder Theory
Perspective on Business Models: Value Creation for Sustainabldiitynal of Business
Ethics,166. 3-18.

8. Giosi, A., Zaccaro, E., Testarmata, S. (2018). Social Responsibility, Shared Value, and
Busness Modelling: An Integrated Approach, pp. 1. In Risso, M., Testarmata, S.
(eds.)Value Sharing for Sustainable and Inclusive Developntéartshey: 1GI Global.

9. Haksever, C., ChagantR., Cook, R. G. (2004). A Model of Value Creation: Strategic
View, Journal of Business Ethic49: 291 305.

22



89" International ScientificConferenceon Economicand SocialDevelopmentc
"Economical Agriculturaland LegalFrameworksof SustainableDevelopment"¢ NoviSad4-5 November,2022

10.Harrison, J. S., Bosse, D. A., Phillips, R. A. (2010). Managing for Stakeholders, Stakeholder
Utility Functions, and Competitive Advantadgtratagic Management JournaB1(1): 58
74.

11.Holthausen, R. W., Zmijewski, M. E. (201&orporate Valuation: Theory, Evidence and
Practice 2" edition, WestmontCambridge Business Publishers.

12.Husband, J. J. (2014). Wirearchy. Retrieved on from: http://vangacom[August &'
2027

13.Kapl an, R., Norton, D. (2004). How Slhrategqg)
an Excerpt from Their New Book, Two Noted Authors on Corporate Management Outline
How Organizations Can Mobilize and Sustain Their Intangitssets for ValueCreating
Internal Processeginancial Executive Journal20(2): 4046 In an Excerpt from Their
New Book, Two Noted Authors on Corporate Management Outline How Organizations Can
Mobilize and Sustain Their Intangible Assets for Valireaing Internal Processes
Financial Executive JournaR0(2): 4046.

14.Kirk, R. J. (2009)IFRS: A Quick Reference Guideondon: CIMA Publishing.

15.Law, K., Gatan, L., Kokusho, K., Vlad, C. (2019). Cognitive Technology in Talent
Operationsi Redefining Learningat IBM Japan, Proceedings of The International
Management Conference fAManagement St-rategi
236. O6Mahony, M. , M. Vecchi (2009) , R&D,
productivity performanceResearch Policy38(1):35-44.

16.Levine, H. G., Gallimore, R., Weisner, T. S., Turner, J. L. (1980). Teaching Participant
Observation Research Methods: A SkBsilding Approach, Anthropology & Education
Quarterly, 11(1): 354.

17.0liner S. D., Sichel D. E., Stiroh K. J. (2008xpdaining Productive Decaddournal of
Policy Modeling 30(4): 633673.

18.Serrat, O. (2017)Knowledge SolutionsTools, Methods, and Approaches to Drive
Organizational PerformangeSingapore: Springer.

19.Surifiach, J., Rosina, M. (2011). The role of intareia$sets in the regional economic
growth, Investigaciones Regionale0:165193.

20.TDK (2018). The TDK Group'S Important CSR Issues. Retrived from:
https://www.tdk.com/sustainability/tdk_sustainability/pdf/sus20180306.pfifune  2¢
2027

21.Toffler, Alvin A. (1980).The Third WaveNew York:. Bantam Books, New York.

22.Vinodh, S., AravindrgjS., Pushkar, B., Kishore, S. (2012). Estimation of reliability and
validity of agility constructs using structural equation modellinggrnational Journal of
Production Researctb0(23): 67376745.

23.Vlad, C., Tajiri, F., Damaschin, A., Kaneko, H. (2@]). Installing A Culture of Innovation
through Orchestrated Communications and Cognitive Talent Operations (NTT
Communications Case Studyjnnals of University of Oradea, Series: International
Relations & European Studies 0, Anal el e ddeajRelatirirdernatianmalesi di n
Studii Europene, TOMXI, 11: 12938.

24.Vlad, C., Tajiri, F., DamaschjrA., Law, K. (2019b). Activating Symbols When Creating
Culturei The Development and Dissemination of Asuka Pride at NYK Cruises Co., Ltd. in
JapanRomanian Economic and Business Reviel{3): 1928.

25.World Economic Forum (2020). The Future of Jobs Rep@?0. Insight Report. Retrieved
from: https://www.weforum.org/reports/tiature-of-jobsreport2020 [September ®
2027

26.Yin, R. (2003).Case Study Research: Design and Meth@&dsedition, Thousand Oaks:
SAGE Publications.

23



89" International ScientificConferenceon Economicand SocialDevelopmentc
"Economical Agriculturaland LegalFrameworksof SustainableDevelopment"¢ NoviSad4-5 November,2022

THE SIGNIFICANTE OF INDUSTRY 4.0 AND INDUSTRY 5.0 FOR
THE FUTURE FUNCTIONING OF COMPANIES T COMPARATIVE

STUDY
Alzbeta Kucharcikova
University of Gilina, Faculty of Manage
Department of macroandimcr oeconomi cs, Univerzitng 8215
Emese Tokarcikova
University of Gilina, Faculty of Manage
Department of macro and microeconomics, Uni
Nikola Staffenova
University of Gilina, Faculty of Manage
Department of macro and microeconomics, Uni
nikola.staffenova@fri.uniza.sk
Natalia Zaturova
University of Gil itsdence&na mforindtigs, of Manage
Department of macro and microeconomics, Uni
Natalia Bodorova
University of Gilina, Faculty of Manage
Department of macro and microeconomics, Univerzitna 8215 Gilina 010 26,
Erika Jurickova
University of Gilina, Faculty of Manage
Department of macro and microeconomics, Uni

ABSTRACT
In the past, thanks to the industrigvolutions (1s8rd), we got various inventions that made
life easier for humanity. It is the same now. All countries in the world are affected by the fourth
industrial revolution (Industr 4.0), which originated in 2011 in Germany. Industry 4.0 consists
of several elements that positively and negatively affect the working and personal life of people.
On the one hand, Industry 4.0 simplifies business processes, facilitates the work of employees,
and increases the company's performance and the countrynBbemther hand, there is a
significant change in the labour market when the requirements for job applicants change. IT
skills, creativity and analytical thinking come to the fore, for example skills that digital
technologies do not possess. While thertfoundustrial revolution is focused on new
technologies and digitization and their implementation in business processes or public services,
the net fifth industrial revolution (Industry 5.0) represents a shift from technology back to a
person. The emphasis on sustainability and resistance to change. We use element scientific
methods in the article analysis, synthesis, comparison, induction and deduction. The article
aims to provide the element characteristics of the concepts of Industry 4.0 andylfidOst
based on the analysis of foreign scientific works, to identify their benefits for the future
functioning of enterprises, as well as their common features and crucial differences.
Keywords:Industry 4.0, Industry 5.0, Technologies, Human, SustdityaliResilience
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1. INTRODUCTION

Industry 4.0 emerged gradually in chronological order. The beginning was the first industrial
revolution taking place in the period from 1760 to about 1B240 (Wrigley, 2018). It was
characterized by the use of stegmmwer and mechanical production. The first industrial
revolution developed the field of textile production, iron industry, glass industry, agriculture,
chemicals, transport, mining and others (Vinitha et al., 2020). Healkw second industrial
revolution industrialization (Industry 2.0) was built on the first and started in the late 19th
century and early 20th century (Hull, 1999). It brought with it mass production with the help of
developed machine tools. This revolution also used new technologiks &tne, such as
electricity, telephones, gas, internal combustion engine, railway networks, water supply,
sewerage and telegraph (Vinitha et al., 2020). Industry 3.0 began in the 1970s with the use of
automation through computers, and later industriabt® were incorporated into the practice.

This advantage was highly valued in engineering, for example, due to its efficiency and
reliability. The disadvantage was that the human factor took a backseat to machines which were
reflected in the increased unployment rate (Vinitha et al., 2020). Industry 4.0 was first
presented in 2011 at a trade fair in the German city of Hannover (Polat, Erkollar, 2020). It is
also called the fourth industrial revolution, which brought advanced developments in
technology. Wih the use of the Internet of Things, the cost of using cables and wires has been
significantly reduced in the company, which has brought control to the cloud system in
enterprises (Rojko, 2017). A cybghysical system was developed, which represented the
interconnection of all systems through machine learning technology and cloud computing
(Grieco et al., 2017). Breque et al. (2021) stated that Industry 4.0 emerged as a chronological
continuation of its predecessors. However, Industry 5.0 is not a slirgm@ssor to Industry 4.0.
Shortly after companies decided to adopt Industry 4.0, the concept of Industry 5.0 emerged,
which is futureoriented, complements and extends the typical features of the fourth industrial
revolution, but is characterized as aeliént type of industrial revolution. The article aims to
provide the element characteristics of the concepts of Industry 4.0 and Industry 5.0 based on
the analysis of foreign scientific works to identify their benefits for the future functioning of
enterpises, their common features and main differences.

2. LITERATURE REVIEW

2.1. Industry 4.0

The fourth industrial revolution brought with its several principles by which it can be
characterized. It is about taking into account connectidggentralized decisiemaking,
technical assistance, information transparency, touch operability, human factor, intelligence,
technology, organization and perception of production (Cafas et al., 2021). The essence of
Industry 4.0 is an autonomous systemt tis used by technology such as artificial intelligence
that brings decisiocmaking capability. Even though it thinks about the good of consumers, it
abstracts from the human factor. It is the emergence of cybepitiical systems, that serve

to connetproduction equipment using the Internet of Things, cooperating robots and artificial
intelligence (Polat, Erkollar, 2020). The initiative of Industry 4.0 is, thus, manifested in the
principle of ensuring cyber security, safely used and shared dateelafdiercommunication
between the company and its surroundings (Xu et al., 2021). Enterprises that use 4.0
technologies are starting with a modular system, which means that production machines
communicate via the Internet, so they work without human ass#st Thus, processes can be
controlled virtually, and, thus, businesses become intelligent. On the one hand, it has the effect
of reducing the time required and costs. But on the other hand, increasing productivity and
improving the performance of thecpmany ( Pol at , Kar akuk, 2019) .
many elements and technologies.
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It is, for example, Business Intelligence, artificial intelligence, digitalization, robotics, virtual
reality, Big Data, cloud computing, etc. When the technology id usehe manufacturing
industry, it is the Internet of Things (loT), similarly, when it is used in the service sector, it is
called the Internet of Services (l0S). It is beneficial to be able to use services in one network
managed from a centralized syste@n the one hand, this contributes positively to the
autonomy of companies, but on the other hand, it brings several threats. It is mainly about
security, which is disrupted by cyber attacl
condition of thefourth industrial revolution is an accessible Internet, which enables the very
modest connection of billions of people in a globalized environment. Storage capacities are
increasing, and the size of the carriers is getting smaller and smaller. The i3f @dta
available. Cybephysical systems are the basis for IoT and, together with the Internet, form the
basis of Industry 4.0. 10T, in turn, represents the principle according to which the majority of
things in the common network should work in theufe. 10S represents an infrastructure that
uses the Internet as a medium for offering services, such as Amazon (CEO Forum, 2021).
Authors such as Xu, Lu, then Li and Kim were the pioneers in the development of Industry 4.0.
The Internet of Things was firaddressed by Xu, who described the transition from radio
frequency identification to wireless sensor networks. Lu and Li analyzed the present trends in
Industry 4.0, which they also applied to the modernization of Chinese industry under the name
of the 'Madein-China 2025" project. Kim was focused on cybernetics and IT trends. Zhang
and Chen followed it up with new elements, namely Blockchain and business analytics
(Zarzuelo, 2021). Elements of Industry 4.0 are used in building smart and sustainakle citie
According to Thaver (2019), whose subject of interest was the "Smart Port City" concept,
Industry 4.0 techniques were also applied in Barcelona and Hamburg to build smart cities.
Smart lighting, buses and bus stop, intelligent solutions for water akithgpavere placed in

cities, and smart waste management was also promoted. These smart solutions bring their
benefits transformed into lower costs, higher revenues, more satisfied citizens and an increase
in the employment rate. An interesting project fea on the connectivity of sensors and
cameras, the use of the Internet of Things and the developmentkifaMiund the port took

place in Rotterdam as well. Technologies of the Internet of Things, cloud and fog computers
and Big Data technologies as mlents of Industry 4.0 can also be provided in the field of
healthcare, based on which Healthcare 4.0 was also created. This revolution radically changes
the health services and products provided. Today we can see the results of the fourth industrial
revoluion in the health sector using, e. g. smart cards, robots, smart and mobile phones, sensors,
etc. The quality and availability of medical software applications have also increased. the
creation of new biology of each person, groups of patients are nerlgrauped into treatment
groups, which brought its benefits in the form of a reduction in the number of hospitalized
patients, a reduction in the size of the healthcare budget, and the consumption of inappropriate
or unnecessary drugs was also minimiz&defo et al., 2020). Businesses are aware of every
fourth industrial revolution but are still afraid to invest because of the possible risks. Risks and
barriers limiting companies from investing in Industry 4.0 technologies include, for example,
an unstald situation and the related possible crisis with limited financial resources, big
problems with investment data security, gaps in knowledge about Industry 4.0, IT skills,
difficulties in training the workforce, qualified with the necessary skills and ottraponents

of their human capital, as well as the willingness to learn and many others. The governments of
individual countries should support businesses to invest in 4.0 technologies, as without
government support there is a risk of widening the econgaypc From the point of view of
businesses, it is the same that they may lose competitiveness in the market. In terms of the
application of Industry 4.0 technologies, several surveys have confirmed that small businesses
in their Internet of Things businesmediumsized enterprises Big Data and large enterprises
have cyber security.
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The least applied technology in small businesses is 3D printing and medium and large
businesses autonomous robots (Yiksel, 2020). The elements and technologies of Industry 4.0
bring several benefits, such as reducing costs, increasing the efficiency of business processes,
increasing performance, competitiveness in the market and the final consequences and

i ncreasing the value of ent ergtalj282&)simportant t h e
is that we get the maximum benefit from this progress and abstract from the latest influences,
that is, learn to work with them.

2.2. Industry 5.0

Industry 5.0 was defined in Japan in 2016 and is still a question of the futlwstrin5.0 is a
nextlevel industrialization model characterized by the return of labour to factories, distributed
manufacturing, intelligent supply chains, and hypestomization, all aimed at providing
tailored customer experiences (Zuthi, 2019). Tke sbrward is mainly the direction toward a
sustainable, humaeentred and resilient industry (Polat, Erkollar, 2020). From the above, it
follows that three elemental pillars are typical for Industry 5.0, namely focuses on people,
sustainability and resénce. A basis is a humaentred approach. It means using technology

to adapt the production process according to the needs of the employee, it also includes his
management and education. It is required that the use of new technologies does not interfere
with the fundamental rights of employees, such as the right to privacy, autonomy and human
dignity. For the industry to respect the limits of the planet, it must be sustainable. It is necessary
to develop circular processes that reuse, reassess, and reyekd resources, and reduce
waste and its negative impact on the environment. Resilience refers to the ability to flexibly
cope with change. Globalized value chains and markets are increasingly susceptible to
disruptive change. By being resilient ineils an industry can significantly contribute to the
resilience of the whole society and ensure that production is sustained and workers can continue
to work (Breque et al., 2021). In this context, it is necessary to set up strategies that are not
primarily aimed at achieving the company's profit and creating value not only for shareholders,
but also at increasing value and prosperity for all its stakeholders. The fact that Industry 5.0 is
focused on people is that it supports their talent, strengthenpdsition in society, and thus
forces them to lifelong learning. It has a very good effect on the economic maturity of the
society, thereby increasing the gross domestic product (GDP) of the country. Industry 5.0 is
also resilient and flexible to adapt mew technologies. The main change compared to other
industrial revolutions is sustainability, which emphasizes the importance of respecting the
ecology and the limits of our planet§toop, 2021). The production of enterprises is constantly

on the risetherefore Industry 5.0 must respect planetary boundaries. Sustainability, as one of
the valuesf Industry 5.0, is thus ensured by a form of circular economy, which leads to the
efficient use of resources. In the event of a crisis due to geopoliticabehaor natural
emergencies, the value of resilience is also in the foreground, which tries to protect industrial
production in unexpected situations (Xu et al., 2021). The fifth industrial revolution focuses
mainly on the sustainable, flexible industryheve people come to the centre of events. It can

be concluded that Industry 5.0 provides a solution for people and our planet. It may seem that
Industry 5.0 is just a reflection of the unceasing trend to be greener, both as a company and as
a business. Hoewer, the industry's driving forces are not new, just adapted to modern fast
paced lifestyles (5coop, online). Industry 5.0 builds on the technologies of Industry 4.0, such
as digitization, Big Data and artificial intelligence, emphasizing the rol¢itbsg¢ technologies

can play in solving new, emerging requirements in the social and environmental fields. The
requirement is that the deployment of new technologies adapts to the worker and not the other
way around. It is about using technology for circityaand sustainability (Breque et al., 2021).
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Figure 1: Industry 5.0 as problesolver
(Source: own processing)

Therefore, businesses should think about implementing these ideas and modern technologies.
The advantages (Figure 1) are that costs are reduced, as resources begin to be used efficiently.
Employees become skilled, remain in control of the business anevachicertain authority

within their profession. It is exactly what leads to competitiveness, which attracts as many
talented people as possible to the company. And this will also increase interest in lifelong
learning and striving to be the best, not lgagiplaceable. Developing new skills will increase
competitiveness in new markets and improve Wwelhg and safety in the workplace (European
Commission, 2021). Technologies based on the fifth industrial revolution have already brought
with them severalcomplementary concepts, such as Hospitality 5.0 or Society 5.0.
Technologies are welcomed not only by doctors, who can better focus on critically infected
patients with Covidl9 disease, as a result of which they can more reliably define treatment but
also by the loss of medical students, for whom technology facilitates the acquisition of
necessary medical training during the pandemic (Avoid et al ., 2020). Industry 5.0 also affected
the catering and accommodation sector during the pandemic. The timeneteased hygiene

is taken care of, and the hygiene of establishments where a lot of people are changing, required
the application of elements of the fifth industrial revolution, which at the same time increased
the competitiveness between hotels and restas. The task of Hospitality 5.0 technologies

was to ensure more effective safety, cleanliness and hygiene on the customer's journey using
contactless technologies. Technologies are meant to help employees focus on more important
things while general céning duties shift to visual monitoring of disinfection stations (Pitrelli,
2020). Another example of the use of Hospitality 5.0 technologies is when cooking robots
complete tasks, while the chefs themselves can devote the saved time to developingasw reci
and menus, sensory evaluation, meeting specific customer requirements, and so on (Park et al.,
2017). As one of the leading technological nations in the world, Japan strongly supports
Industry 5.0 by defining its goal as the use of advanced technfdoglye benefit of society.

As Japan has a large number of elderly people in its population and frequent natural disasters,
by applying the characteristics of Society 5.0, it tries to prevent population decline, enable
solutions to facilitate and improvée living conditions of the elderly, create a sustainable
environment and carry out its activities for the benefit of society using technology. As a result
of fulfilling the set goals, Japan will ensure a better quality of life for its population (OZdestic
2019; Harayama, 2017; Federation, 2016).
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3. METHODOLOGY

Several scientific methods were used in the article, especially a systematic review of the
literature, which includes the analysis of professional articles, the synthesis of acquired
knowledge butalso induction and deduction, which were necessary for the formation of
conclusions. The article aims to provide the element characteristics of the concepts of Industry
4.0 and Industry 5.0, based on the analysis of foreign scientific works, to ideaiifpehefits

for the future functioning of enterprises, as well as their common features and crucial
differences.

4. RESULTS

4.1. Common features ofndustry 4.0 andlndustry 5.0

From the analysis of various foreign literature, we found out not only what distinguishes
Industry 4.0 and 5.0 but also their common features. We can also indentify their common
parameters (Figure 2) through the relationship between Industry 4.0 and mamniale/
concepts to Industry 5.0, e. g. through Society 5.0. It goes, for example, o Big Data, artificial
intelligence, 10T, cloud computing and the person himself, who cooperates with these systems
and is of course influenced by them (Polat, Erkollar0202

ARTIFICIAL
INTELLIGENCE

INDUSTRY 4.0 and
INDUSTRY 5.0

Cloud computing

Figure 2: Common features of Industry 4.0 and Industry 5.0
(Source: own processing according t8COOP, 2021)

According to Polat and Erkollar (2020), the present age is so advanced that information is
everywhere around us. They accumulate in ouwargghones, cars, production machines and
other devices through sensors, such as location sensors, and temperature or humidity
measurements. Big Data is created at the moment the acquired data is transferred to the
computer. These are characterized by tkeessary cloud system, scalability, automatic
processing and use in production, consumption or mobiles. In production operations, data is
received from machines, and thus industrial Big Data is created. With the help of artificial
intelligence, the data rocessed so, that it is usable for the desired purposes. A new generation
of the industrial revolution is being created here. Even Society 5.0 uses the collected digital
data, creating the smalled social Big Data.
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When machines can make their own demis, solve problems, and act thanks to programmed
algorithms and calculations, unlike machines that need to be given commands by humans. Then,
we can talk about artificial intelligence. Artificial intelligence can be applied in various fields.
Industry 40 is used in intelligent production. Society 5.0 plans to create a new artificial
intelligence that will work for the benefit of the community by using raw data in digital media
through various applications. In both, Industry 4.0 and Society 5.0, théuastot least
common parameter, the Internet of Things, is used. 10T is used to secure a global network to
communicate with every object on the network. It also supplies devices and sensors necessary
for object communication, and by combining these twogs, participates in the creation of

new business and market opportunities. Using the infrastructure of the Internet of Things, it is
possible to create smart factories and companies. The goal of cloud computing or cloud
computers is to focus on storinggldata in a virtual environment called the cloud. It also
enables the continuous availability of big data to its users. As Industry 4.0 uses the global
Internet infrastructure to provide data and services to the objects around it, the importance of
cloudcomputing is great. Even Society 5.0 actively uses and needs cloud computing if it wants
to provide the highest quality services for communities and the environment. Thanks to cloud
services, it is possible to store collected digital data for future usmaltely, the common
feature of Industry 4.0 and Industry 5.0 is a person who is greatly influenced by the development
of technology. Although Industry 4.0 focuses on the production and consumption of a more
specific sector, consumers have the opportunitybtain products in a shorter time, with lower
costs and greater satisfaction. Industry 5.0 focuses on all people, offering a personalized
approach according to their needs. A common feature is that both revolutions need qualified
employees.

4.2. Identfied differences between ndustry 4.0 andlndustry 5.0

Industry 4.0 makes large services to the enterprise, while Industry 5.0 integrates cyber and
physical systems for individual or joint use, creating services for humanity (Polat, Erkollar,
2020). Bothconcepts contain both positive and negative aspects, from which it is necessary to
abstract and extract as much as possible from them for the progress of humanity as such. The
industrial sector can be at the forefront of such developments, such aefts tcadvanced
technologies and the availability of high investments for the implementation and
experimentation of new ideas. The concept is centred around the integration of information
technology with truly close connectivity in businesses. Individwdindions of products,
services and various solutions are developing in Industry 5.0, which is characterized by the era
of experience (Zutshi, 2019). In Industry 5.0, customer aspirations will drive market interests
toward hypercustomer customization. dividual products will more and more resemble the
customer's requirements, and thus will be manufactured according to their wishes. However,
for such customization to occur, manufacturers will have robotic smart factories located
globally around the worldo be able to mass produce the basic product design. The semi
finished products will then be sent to local factories, where they will be completed by hand to
the final product stage. The supply chain will become responsive and will result in changes in
existing jobs. However, new jobs associated with data monitoring and control will be created.
Machine maintenance and quality assurance will be combined, and thus an external worker will
not be needed to perform these services (Zutshi, 2019). It is alsomeashfoy Rossi (2020),
according to whom Industry 4.0 leads to Industry 5.0 when it allows customers to customize
the product according to their wishes. If the entrepreneur has the right technology, he can adapt
the product to the end customer based omerdommunication through various configurators
(Ligbetinov§g et al., 2019). It can go about
can be selected, not only colours, headlights and interior accessories, and several other
applications. Indusy 5.0 takes the concept of personalization to a higher level.
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INDUSTRY 4.0

Focus on connecting devices

Mass customization 1 I

Smart supply chain

Smart products

Labor force away from factories

INDUSTRY 5.0

Figure 3: Industry 4.0 compared with Inudstry 5.0
(Source: own processing according to Zutshi, 2021)

While Industry 4.0 focused on connecting devices, mass customization of customer
requirements, intelligent supply chain, intelligent products, and so power away from the
factory, Industry 5.0 focuses on order delivery, hyper customization of their intsupgty

chain adaptable to current customers, experiences actively interactive products and especially
for the return of labour to the factories with an appeal to its increasing labour output (Figure 3).
The main differences that emerged from the anabfsisher foreign database publications are
that Industry 4.0 is focused collectively on customers and employees, while Industry 5.0 pays
attention to the individual requirements of customers and employees and their lifestyles. In the
foreground, howevers the interest of the entire company. The purpose of Industry 4.0 is
commercial, while in 5.0 it is public. In the case of Industry 4.0, there is less focus on social
value and sustainability, but with Industry 5.0 there is respect for planetary boanddee

goal of Industry 4.0 is to increase the efficiency of production, and Industry 5.0 is to support
industry, and services for humanity and the planet. While Industry 4.0 is focused on creating
value for shareholders, Industry 5.0 is oriented towasdtorg value for all interested groups
(Table 1).
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SIGN INDUSTRY 4.0 INDUSTRY 5.0
ORIGIN AND
YEAR Germany/ 2011 Japan/ 2016
MAIN DOMAIN the manufacturing sector, includin the whole society and their lifestyle
customers and employees
ACCESS holistic individually for the customer
PURPOSE commercial public
PEOPLE partially engaged mostly engaged
SUSTAINABILITY low focus respecting planetary boundaries

R&D

focus on digitalization and

focus on the importance of resear
andinnovation

technology

inudstry support, service to

THE GOAL increase in production efficiency humanity and the planet
PROPULSION technologies values
COVERAGE production and consuption of a all people

specific sector
Table 1: The main differences betwéedustry 4.0 and Industry 5.0
(Source: own processing according to Polat, Erkollar, 2020)

The result of the comparison is the conclusion that the ideas of both concepts spread relatively
quickly among mainly developed countries as a result of globalzaBoth can influence
people in specific areas with a new social structure. However, the concept that will significantly
affect people's way of life, the social aspect of the country and the structure of society are
Industry 5.0 and the complementary cqotaaf Society 5.0.

5. CONCLUSION

The current approach of operating businesses based solely on profit is increasingly
unsustainable. In a globalized world, a narrow focus on profit does not properly consider
environmental and social costs abenefits. For the industry to become a provider of real
prosperity, the definition of its true purpose must include social, environmental and societal
aspects. It includes responsible innovation, not only primarily aimed at increasing cost
efficiency or maimizing profit but also at increasing value for all stakeholders, such as
investors, employees, consumers, suppliers, society, and so on. While the fourth industrial
revolution (Industry 4.0) is focused on connecting devices, data analytics and artificial
intelligence technologies to further automate processes, the fifth industrial revolution (Industry
5.0) is focused on cooperation between man and machine. It is advantageous because human
intelligence works in harmony with cognitive computers.

Figure following on the next page
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Figure 4: Comparison of elements, technologies and impacts of Industry 4.0 and Industry 5.0
(Source: own processing)

By returning labor to factories, workers become more qualified to perform tasks. It will add
value to manufacturing as such, leading to mass customization and personalization for
customers (Figure 4). This fact will require employees to train and acquire more diverse skills
for the given job position.
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ABSTRACT
Today's tourism is becoming increasingly socially responsible and accessible to all types of
tourist demand, from younger generations, gtejred tourists to vulnerable groups. All
megatrends point to these facts. Social responsibility in the form of accessible tourism is of
extreme importance for the development of certain tourist destinations and Boeaist offer
needs to be adjusted to people with disabilities, who are part of the tourist demand. Accessible
infrastructure, multidisciplinary approach to the guest and understanding of all stakeholders
in tourism towards vulnerable groups are impottéactors in creating a specific tourist offer.
Considering that tourist communication is based on direct access to the guest, it is necessary
to use different methods and tools to approach people with disabilities. In terms of the necessary
adaptation oftourism content for people with disabilities, the aim of the paper is to show the
extent to which there are tools for easier interpretation of the content within the national parks
in the Republic of Croatia. Empirical research is focused on the idenitificand analysis of
the existence of: adapted websites for people with visual impairments, parking spaces for the
disabled, lines for easier orientation, tactile digital sensors, adapted mobile applications, audio
descriptions at locations, adapted samtéacilities and other. The research instrument was an
in-depth interview, and the research was conducted on a convenience sample consisting of
directors of Croatian national parks. The contribution of the work is reflected in the
presentation of the cuent state of equipment of the national parks for the needs of the
development of accessible tourism.
Keywords:accessible tourism, people with disabilities, national parks

1. INTRODUCTION

According to the latest Report of the Croatian Institute of Pidselth (2021), almost 600,000
people with disabilities live in the Republic of Croatia, which is about 14.4% of the total
population. In order to create an insight into the extent to which these segments are involved in
tourism, an empirical study was caraed on a sample of six National Parks in the Republic

of Croatia. In addition to the empirical work, the paper presents the terminology of accessible
tourism, from its definition to current findings in the form of certain barriers. Possible solutions
aregiven for the barriers.

2. ACCESSIBLE TOURISM

Studying the available scientific and professional terminology, numerous definitions of
accessible tourism can be noted, which indicates that there is no generally accepted terminology
for this term.
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In thefollowing Table 1, several definitions of accessible tourism are presented, which have in
common the mention of the necessary mobility of tourism consumers in this form of tourism.

Author/s

Year/page

Definition

Darcy &
Dickson

2009/p. 33

Accessible tourism is a form of tourism that enables pe
with different access requirements in terms of mobility, vis
hearing, and cognitive dimensions to function independe
equally and with dignity when using universally desigt
products, setices, and environments in tourism. TI
definition includes people with permanent or tempor
disabilities, the elderly, families with small children and th
working in socially sustainable designed environments.

UNESCAP

2009

Accessible tourism is atsknown as "accessible tourisn
"universal tourism", “inclusive tourism"”, "and in sor
countries such as Japan, "barfiere tourism". Accessibl
tourism is tourism and travel that is accessible to all pers
including persons with disabilities, includ) persons with
difficulties with movement, hearing, sight, psychosocial
intellectual disabilities, as well as elderly persons and per
with temporary disabilities.

Miller,
Vandome &
McBrewster

2010

Accessible tourism is constantly ensuring thailability of
tourist destinations, products and services to all pe
regardless of their physical limitations, disability or age
includes tourist sites in public and private owners
Accessibility improvements are not only beneficial for peq
with permanent physical disabilities, but also for parents
small children, the elderly, people with temporary injul
such as a broken leg, and their companions.

Nursanty,
Anwar &
Mohamadi

2013/p. 9

Accessible tourism is a form of tourism that inwsva
collaborative process between stakeholders that en
people with access requirements, including mobility, vis
hearing and cognitive dimensions of access, to fung
independently, fairly and with dignity through the delivery
universally degned tourism products, services a
environments.

Komnes,
Tankov
Kl et el

2018/p. 258

The term accessible tourism refers to destinations that de
a tourism offer that is accessible, i.e., accessible to all pe
adapted to children, the elderlthe sick and persons wi
special needs, regardless of physical limitations, disabilit
age.

Catela

2020

Inclusive tourism is a segment of tourism accessible
everyone whose task is to create an environment in whig
tourist destinations, prodtecand services are accessible
everyone in order to enable mobile, visual, auditory
mental accessibility so that all users of tourism serviceg
act independently, equally and with dignity on the tour
market.

From the above definitions, it can be established that accessible tourism is a form of tourism
that implies respect for the needs of all tourists, regardless of the degree of mobility and

Table 1: Definingaccessible tourism

(Source: authors)

cognitive abilities, in a dighied and just manner.
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According to the Act on the Croatian Register of Persons with Disabilities (Zakon o hrvatskom
registru o osobama s invaliditetom) (NN 64/01) (Official Gazette 64/01), persons with
disabilities are persons who have a "permanent fiortareduction or loss of the ability to
perform some physical activity or mental function appropriate for their age, resulting from
health impairment” (https: //www.zakon.hr/z/1293/ZalmHrvatskomregistruo-osobames-
invaliditetom, 03/02/2022). On thmasis of the Spatial Planning and Construction Act (Official
Gazette 50/12), the Ordinance on Ensuring the Accessibility of buildings for Persons with
Disabilities and Reduced Mobility (Official Gazette 78/2013) was adopted. Within the
Ordinance (OfficialGazette 78/2013), a person with a disability is defined as "a person with
permanent or temporary physical, mental, intellectual and/or sensory impairments, which, in
interaction with various obstacles in space, may prevent their participation in satiaty o
equal basis" (https://narodim@vine.nn.hr/clanci/sluzbeni/2013 06_78 1615.html, 03/02/
2022). People who require special access include people with disabilities, the elderly, people
with chronic health problems, people with acute illnesses, andtpamtth small children
(Catela, 2020). Given that according to estimates there are more than two billion people with
disabilities, together with their spouses, caregivers, and children at the global level, it is
important to make tourism more accessiblesiceryone. This untapped market faces a number

of challenges every day such as: "uneducated professional staff qualified to provide information
and advice on accessibility issues, inaccessible booking services and related websites that
aggregate servicexcessible to people with disabilities, lack of accessible airports and transfer
facilities and services, unavailability of adapted and accessible hotel rooms, restaurants, shops,
toilets and public places, inaccessible streets and transport servicéise dack of available
information about facilities, services, equipment rental and tourist attractions suitable for people
with disabilities” (https://www.litto.agency/newsom-tourismandguidesfor-renters/access
ible-tourismasa-generatoiof-addedvalue, 02.03.2022). Further discussion on barriers,
challenges and possible solutions is presented in the following chapter.

3. CURRENT KNOWLEDGE ON ACCESSIBLE TOURISM

Accessible tourism is viewed as tourism that creates added value, while people wittiessabi

are viewed as loyal customers (Nursanty, Anwar, & Mohamadi, 2013). In order for a certain
destination to gain loyal customers, it is necessary to see what the preferences of these segments
are and how they decide to travel. The research of Stiliichfeldt and Nicolaisen (2015) was
conducted with the purpose of determining the impact on deaisaking on tourism travel
among people with disabilities. The research shows that various associations for people with
disabilities have a key role in deteining whether and how an individual will take on the role

of a tourist; that people with disabilities decide to travel in order to be freed from the role of
"objects of care", in order to more successfully overcome doubt in themselves and built self
confidence, and that the very process of making a decision about a trip is more complex for
them than for other tourists, although this complexity decreases with more frequent travelling
and gained experience. As mentioned earlier, there are certain bartileesdevelopment of
accessible tourism. In their paper, Stumbo and Pegg (2005) provide an overview of certain
barriers in the provision of tourism services to persons with disabilities and propose many
solutions for removing barriers in terms of: informmatand marketing resources, attitudes of
staff/workers in tourism, transportation, accommodation, and attractions. As concerns
attractions, the authors mention architectural and ecological barriers. For the aforementioned
they offer several solutions, btitey focus the most attention on the availability of as much
information as possible by tourist workers, websites, brochures and the like. Furthermore, based
on the conclusion of the AsRacific Conference on Tourism (2000), for persons with
disabilitiesit is stated that for the development of barfree tourism it is necessary to do the
following: better acquaint stakeholders in tourism with issues of accessibility, based on this,
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develop policies that are barrfee, train employees in tourism, addvelop promotional
activities. According to research in Tehran conducted by Mahmoudzadeh and Kourdi Sarjaz
(2018), three main obstacles to the development of accessible tourism in the environment can
be highlighted: transportation, sights and accommodatVithin the category of sights, most
respondents believe that the roads to certain sights are not accessible, that there is a lack of
parking spaces, a lack of picnic tables, a lack of accessible benches and, among other things, a
lack of the presencef @ducated employees. What is evident from the study conducted by
Williams, Rattray and Grimes in 2007 is that the needs of people with disabilities are not met,
I.e. that there is a low level of accessibility and little specific internet informationszegder

an adequate stay in an accommodation facility. Chikuta (2015) also writes about the insufficient
level of development of accessible tourism, stating that tourism and catering in Zimbabwe has
not recognized the importance of this tourism segmentc/r di ng to Jevi |l and
is necessary to ensure the following elements of accessibility: transport infrastructure (streets,
squares, stations, access to means of transport), public facilities, information and
communications, services and puots. Also, the authors state the importance of the
functionality of all elements if significant economic results are to be achieved, but in practice
this has not yet been sufficiently recognized. The physical environment, employees in tourism,
forms of canmunication are not sufficiently accessible to people with disabilities. According

to WHO, Schmutz (2018) states that if the success of accessibility initiatives is to be achieved,
external constraints, competing priorities, availability of technology lemmvledge, and

cultural differences should be taken into account. Figure 1 presents how the same author
explains the process of providing information via websites from the tourist service provider to
the user (person with disabilities). The image showséressity of educating tourism service
providers about the needs of people with disabilities in order to provide them with adequate
service using certain technological tools, that is, to provide valid and timely information.

UL
On

(e) website design

RN

) —
7% v

(b) assistive tools (d) guidelines

e N o
& £

(a) user (c) developer

Figure 1: The process of imfming people with disabilities
(Schmutz, 2018 according to Chisholm and Henry, 2005)

The English Accessible Tourism Guide for destination managers (Winning more visitors)

shows a large use of websites (83%) for information by people with disabilities, while a small

number of them (39%) easily access the requested information. This indiGtthe websites

of destinations are not yet at a satisfactory level of providing information, but they are the most
soughtafter source of information.
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In Croatia, a Handbook was adopted based on the Tourism4all project (2020:2), which, among
other thngs, aims to improve the inclusion of vulnerable groups and their easier access to
tourism services. Within the manual, the goal of accessible tourism is stated as "creating an
inclusive tourism product, taking care that every guest at the chosen tmstistation feels
welcome and that the staff treats them professionally and without discrimination”. Furthermore,
the most common issues of accessibility that tourist operators encounter are listed, namely:
architectural barriers, inaccessibility of websitand unsuitability of menus. For each group of
vulnerable persons, it is explained how to behave and what equipment and technical tools to
use when approaching the guest.

4. ANALYSIS OF ACCESSIBLE TOURISM IN THE NATIONAL PARKS OF THE
REPUBLIC OF CROATIA

The Republic of Croatia has a total of eight National Parks that are geographically spread
throughout Croatia. Whether it is the mountains, the coast or the maritime part of Croatia,
National Parks attract tourists every day because of their attracs\eme$focation. According

to the latest data from the Croatian Tourist Board (https://www.htz.hr/sites/default/files/2021
06/HTZ%20TUB%20HR_%202020_0.pdf, 07.07.2022), in 2019 the National Parks together
received a total of 3,876,152 visitors, while in @@RBat number was 71.9% lower due to the
COVID-19 pandemic. According to the Nature Protection Act (Official Gazette 30/1994), a
national park is defined as "a spacious, largely unchanged amaeaytional and multiple
natural values, which includes @ror more preserved or slightly altered -sgstems.” A
national park serves scientific, cultural, educational, and recreational purposes. In a national
park, activities which do not endanger the originality of nature are allowed. Economic use of
natural esources is prohibited in a national park. Tourist and recreational activities must be in
the role of visiting and sightseeing, which is allowed to everyone under the same conditions”
(https://narodneovine.nn.hr/clanci/sluzbeni/1994 04 30 521.html, Q2@2). It is evident

from the definition that tourist activities within the National Parks are intended for everyone
under the same conditions, therefore, for the purposes of this work, research was conducted
with the aim of determining to what extent tuetivities are adapted to people with disabilities.

4.1. Methodological framework

To create an insight into the representation of tools for easier interpretation of tourism content
within the National Parks in the Republic of Croatia, research was deddadhe period from

March 15 to June 24, 2022. The research tool was-dapth interview with directors of eight
National Parks. A total of six directors participated in thdepth interview, who were able to
present the real state of accessibleismn in the mentioned area through eight questions. The
research results are presented with the help of descriptive analysis.

4.2. Research results
The first question sought to find out more about statistical monitoring of visitors with

disabilities, whether it existsGfaph 1), what is the share of that segment and why such
monitoring is important for respondents.

Graphfollowing on the next page
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YES
33%

NO
67%

Graph1: Analysis of introduced statistical monitoring in NP
(Source: authors)

FromGraph 1, it is evident that there is usually not condust&iiistical monitoring of visitors

with disabilities, but through the answers of the directors, it is known that they are moving
towards introducing it. Furthermore, 33% of the respondents whohedithey have introduced
statistical monitoring state that the share is small. One of the reasons why it is important to
introduce such monitoring is "because of the input for making plans for the development of
reception infrastructure”. The next questfollowed up on the first one with the intention of
finding out whether a drop in arrivals of the mentioned segment was noticed during the-COVID
19 pandemic, where the respondents answered both YES and NO. Furthermore, through the in
depth interview, itvas found out which assistive technology, i.e. aids is represented within the
National Park to facilitate access to tourist attractions for visitors with disabilities. An overview
of the aids can be seen in TaBle

DISABILITY AIDS N %
Sanitaryfacilities 4 67
Wheelchair ramp 2 33
Custom websites 2 33
Tactile exhibits 1 17
Tactile lines 1 17
Tactile map 1 17
Elevator 1 17
Information in Braille 1 17
Interpretation boards 1 17
No aids available 1 17

Table2: Disability aidsrepresented in NP
(Source: authors)

As can be seen from Tab?e the presence of sanitary facilities for people with disabilities is

the most common disability aid, while other aids are represented to a lesser extent. The
following question was aimed &hding out more about the organization of websites, i.e., in
what way are the websites adapted to the mentioned segment. It can be seen that two
respondents (33%) have an edited website, where one of the respondents explained that on the
page it is posslk to "change the contrast/color of the background and text, increase the letters
to the required level and reduce the resolution in order to increase the size of the displayed
content”. Another respondent stated that the website was adapted for blpattaaily sighted

people. The respondents expressed their opinion equally on the issue of organizing special tours
for the mentioned segment, while the respondents who declared that they have special tours
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state that this is possible with prior notice on@ythers who stated that they do not have
organized tours, state that this is due to the inaccessible terrain. The next question inquired into
the education of employees in the segment and the way in which education is carried out. It can
be seen from Grdp2 that 67% of the respondents state that there is no education for employees.
The other 33% state that education takes place as part of regular education and through
attending sign language courses that were realized in cooperation with the Assodiation o
Tourist Guides.

YES
33%

NO
67%

Graph 2: Analysis of the education of employees in the NP on the way to approach the
segment
(Source: authors)

All respondents agreed that there is room for improvement in their services because they are
currently not fully adapted tthe segment, while not a single respondent answered respondent
could envisage room for such services in the future. The benefits of adapting the content to the
segment that the interviewees highlighted were: "equality for all groups”, "personal satisfactio

of tourists”, "education”, "creation of a new tourism product’, "modern and accessible
destination" and "contribution to the community".

5. CONCLUSION

The conducted research shows that accessible tourism in the national parks has not yet been
established and is only in the process of adapting its contents to people with disabilities. Given
that there is almost no statistical monitoring of the mentioned segment in NP, it is difficult to
imagine the actual number of people who would require iceassistive technology for an

easier interpretation of tourism content. According to the description of the aids represented, it
is evident that there is still plenty of room for improving the interpretation of tourism content

for this segment, which threspondents are aware of. Given that the population with disabilities

is informed predominantly (83%) using web sources, it is disappointing that a small number of
respondents have edited websites. This results in poor information of the segment and at the
same time in them not deciding to visit the national park. When a population with disabilities
decides to travel, it should primarily send a request for organizing a tourist tour, while
individual NPs do not even have the option of customizing a totlidsegment. The problem
continues in the form of staff education, where it is evident that the staff is almost not at all
educated to access the segment. Although the respondents are aware of the fact that there must
be progress, none of the respondenticated where room for such improvement could be
found. From previous knowledge and this research, it can be concluded that today's tourism is
not ready for this segment. Starting with the education of tourism workers, an adequate
foundation could be cated for the formation of bettguality tourist content and experiences

that are accessible to everyone. Future research directed at studying the necessary education
might be recommended.

42



89" International ScientificConferenceon Economicand SocialDevelopmentc
"Economical Agriculturaland LegalFrameworksof SustainableDevelopment"¢ NoviSad4-5 November,2022

LITERATURE:

1. ASIA-PACIFIC CONFERENCE ON TOURISM FOR PEOPLE WITH DIBAITY, 24-
28 September 2000, Grand Bali Beach Hotel Balindonesia, BARRIERFREE
TOURISM FOR PEOPLE WITH DISABILITIES IN THE ESCAP REGION

2. Blichfeldt, B. S., & Nicolaisen, J. (2011). Disabled travel: not easy, but ddabteent
issues in tourisml4(1), 79-102.

3. Chikuta, O. (2015). Is there room in the Inn? Towards incorporating people with disability
in tourism planningReview of Disability Studies: An International Jourridl(3).

4. Chisholm, W. A., & Henry, S. L. (2005). Interdependent components bffeessibility.
Proceedings of the International CreBssciplinary Workshop on Web Accessibility
(W4A) Japan,31i 37. doi:10.1145/1061811.1061818

5. Darcy, S., & Dickson, T. J. (2009). A whetd-life approach to tourism: The case for
accessible tourism egpencesJournal of Hospitality and Tourism Managemeli(1),

32-44.

6. Engl es ki vodi |, https: / / wwworporate/Documentst ai n .
Library/documents/Englandocuments/winning_more_visitors.pdf (02.03.2022.)

7. European Regional elopment Fund, Ozren Catela, Udruga osoba s intelektualnim
tegkolama I stre, Buj e, -tddtent/uplpaads/2620/@7A1E-0 . htt
20208aLlocalTraingBuje_1.PD©2.03.2022.)

8. Europski fond za regional nipalarivof ur iToam,
https://www.sibenikourism.hr/upload/stranice/2020/06/2026-
25/136/prirunikzaaccessiblehospitalityprojektat4allfinal.j§d2.03.2022.)

9. Hr vat ska turistil ka zajednica, Tu
https://www.htz.hr/sites/default/files/2026/HTZ%20TUB%20HR_%202020_0.pdf
(07.07.2022.)

10. Hrvatski zavod za javno zdravstvo, https://www.hzjz.hr/periodfmmnaikacije/izvjesceo-
osobameas-invaliditetomu-republicthrvatskojstanje09-2021/, (04.03.2022.);
https://narodnaovine.nn.hr/clanci/sluzbei2013 06 78 1615.html (02.03.2022.);
https://lwww.zakon.hr/z/1293/ZakemHrvatskomregistruo-osobamas-invaliditetom
(02.03.2022.)

11Jevil, G., & Jevil, J. (2015). Accessibili
disabilities.T u r i s tsloviarke@16)p5863.

122Komnes, L., Tankovil, M. |, & Kletel ki, V.
(European Destinations of Excellence: EDEMNDpjekt Europske komisij&bornik
sveul il i Ba25k263ber t as

13.Li tto turi sti | kaww.litoggencg/moyostiz-turiznmai-vodisza / /| w
iznajmljivace/pristupacnriurizamkao-generatoirdodanevrijednosti (02.03.2022.)

l4.Mahmoudzadeh, S. , & Kour di Sarj az, N . (201

TURIZMA ZA OSOBE S INVALIDITETOM/ENVIRONMENTAL BARRIERS TO
TOURISM DEVELOPMENT FOR PEOPLE WITH DISABILITIESActa turistica 30(1),
87-114.

15.Miller F. P., Vandome A. F., McBrewster J. (201Agcessible TourispGermany: VDM
Publishing

16, Narodne novine, Z ahtpsi/narodnepvang in.hriclanci/guebeni/ o d e
1994 04 _30_521.html (07.07.2022.)

17.Nursanty, E., & Anwar, L. M. (2013). Accessible tourism the tourism without barriers in
architecture and tourism design.Rnoceedings of the International Confererfg®l. 13).

18.Schmutz, S. (2018pisability-Friendly Website Desig(Doctoral dissertation,
Proefschrift, Universiteit van Freiburg). Geraadpleegd op 23 september 2019 van https://bit.
ly/2mrvjsg).

43



89" International ScientificConferenceon Economicand SocialDevelopmentc
"Economical Agriculturaland LegalFrameworksof SustainableDevelopment"¢ NoviSad4-5 November,2022

19.Stumbo, N. J., & Pegg, S. (2005). Travelers and tourists with Hisshia matter of
priorities and loyaltiesTourism Review Internationg®(3), 195209.

20.United Nations Economic and Social Commission for Asia and the Pacific (UNESCAP),
2009: Takayama Declaration on the Development of Commufdiesll in Asia and the
Pacific, http://www.accessibletourism.org/resources/takayama_declaratiefirtop712
09.pdf (02.03.2022.)

21.Williams, R., Rattray, R., & Grimes, A. (2007). Online accessibility and information needs
of disabled tourists: A three country hotel sectoysis Journal of Electronic Commerce
Research8(2), 157.

22.Zakon o hrvatskom registru 0 osobama s invaliditetom, https://www.zakon.hr/z/1293/
Zakono-Hrvatskomregistruo-osobames-invaliditetom, 02.03.2022.

23.Zakon o] prostornom u naeotnenovine.nn.hr/clancifslaztbenij i ,
2013 _06_78 1615.html, 02.03.2022.)

44



89" International ScientificConferenceon Economicand SocialDevelopmentc
"Economical Agriculturaland LegalFrameworksof SustainableDevelopment"¢ NoviSad4-5 November,2022

AVAILABILITY AND ECONOMIC FRAMEWORK OF SELECTED
SOCIAL SERVICES IN SOLVING THE PROBLEMS OF SENIORS IN
THE FIELD OF HOUSING IN THE CONTEXT OF DEM OGRAPHIC
AGING

Peter Sika
University of Economics in Bratislava, Slovak Republic
peter.sika@euba.sk

ABSTRACT
In the 2021 Green Paper on Aging, the European Commission called for a discussion on the
issue of an aging European society, whiepresents one of the most important challenges
having significant impacts on both individuals and society. The Slovak Republic connects
demographic development mainly with expenditures on the social and healthcare system, which
are experiencing rapid grath. The aging of the population brings about changes in society,
therefore it is necessary to respond with systemic changes, and at the same time it is necessary
to prepare for the growing pressure on the provision of social services that the aging of the
population will cause. The historical context in building the institutional system of providing
social services originating from the last century is changing under the influence of the
development and focus of European social policy, and the need togsodi@l services in a
natural family environment is highlighted. The development trends also point to not only the
growing cost of the services provided, but also to the growing demand for social services. In
this contribution, we set ourselves the goglidentifying providers and applicants for the
provision of social services in the context of population aging. High facility occupancy indicates
that growth in demand is outpacing growth in facility capacity, despite the fact that growth in
client numberss partially dampened by a growth in a healthy life expectancy. Based on the
above, in this paper we have outlined the possibilities of solving the unsatisfied demand through
alternative forms of housing for Slovak seniors. In conclusion, we preseng¢ghkésrof a
guestionnaire survey with the subjective opinions and preferences of respondents on questions
related to housing for seniors in the Slovak Repubilic.
Keywords:Demographic aging, Seniors, Slovak Republic, Social services

1. INTRODUCTION

The agng of the population can be characterized as a global phenomenon, as the number and
proportion of seniors is increasing in almost all countries of the world. It is realistic to expect
that in the 21st century it will become one of the most serious proltemnwill affect many
aspects of society's lifestyle. The main reasons for this phenomenon lie in the low level of
fertility not reaching the expected rate of reproduction, the decrease in mortality and the entry
of a strong aging population into the ppsoductive age. Everything indicates that this trend

will continue and the share of the population aged 65 and over compared to the total population
will increase. The share of seniors aged 65 and over in the territory of the Slovak Republic at
the begiming of the 1920s of the last century was approximately 5%. By the beginning of the
1960s, their share had risen to 7%. The increase in the proportion of seniors to the 10% mark
occurred by the end of the 1980s, and at the end of 2018, the senior connpaclkesd 16% of

the total popul ation of Slovakia. According
be breached in the second half of the 20s of this century, and even 30% of the border in the
2060s. It is assumed that most of the years of ttieiexpectancy will be accompanied by
limitations in the performance of normal daily activities and a dependence on the help of other
people- relatives or formal care services (MPSVaR SR, 2021).

45



89" International ScientificConferenceon Economicand SocialDevelopmentc
"Economical Agriculturaland LegalFrameworksof SustainableDevelopment"¢ NoviSad4-5 November,2022

Population aging is changing the age structure in favibreobld and to the disadvantage of the
young, which is already one of the biggest challenges today that will affect many areas of
society, including social services.

Age group 2000 2005 2010 2015 2020 2021
Preproductive age: 0 14 years 19,18 16,59 15,28 15,33 15,90 16,06
Productive age: 16 64 years 69,35 71,67 72,34 70,22 67,03 66,55
Postproductive age: 65+ years 11,47 11,74 12,38 14,45 17,07 17,39

Figure 1: Population structure by main age groups
(Source: own processing on thasis of data of the Statistical Office of the Slovak Republic)

According to Eurostat, Slovakia will be the second fastest aging economy in the EU by 2070,
while currently, based on the ratio of the population aged 65+ to the population agdnib
are one of the youngest economies in the European Union.

2020 2030 2040 2050 2060 2070
Slovak Republic 244 32,6 39,1 50,9 59,4 57,0
EU average 31,7 39,1 46,4 50,3 51,6 51,2
Figure 2: Dependency index, share of population 65+in comparisgopulation 1564 (in
%)

(Source: own processing on the basis of data of the Institute for Financial Policy, 2021)

According to Gproch, nAnurlek (2019), a cont.
persons aged 65, which means that fusergors (men) in 2060 could still have almost 22 years

of life ahead of them and senior women more than 24 years of life, but only a small fraction of
this aging population can survive part of this period in good health. According to the Statistical
Office of the Slovak Republic, the healthy years of life for men over 65 in absolute value were
only 4.6 years in 2019 and 4.7 years for women (STATdat, 2022). However, there is the
question of the decreasing level of salfficiency of the individual and hisegendence on
long-term social care. The expected demographic development will bring with it many
significant changes. The aging of the population can be characterized as a phenomenon that
requires increased attention in relation to a number of areas tetmeth aging. It is necessary

to take into account the growing influence of this group on social processes and take its needs
and interests into account. Changes in demographic development will also affect health
insurance systems in terms of more expanand more frequent care for the growing number

of seniors. Another area that is directly affected by demographic development is the area of
social services. It is right to expect that the demand for all types of services, whether
institutional, day or otpatient, will grow significantly in the coming years, and therefore
attention must be focused on understanding the objective needs of social services. New
approaches in population, social and economic policy will be needed to manage the situation.
Sociey should be prepared to deal with the consequences of aging, but our social as well as
healthcare system is not sufficiently prepared systemically, financially, organizationally, or
personally to deal with its reality. Despite the fact that the agingegddpulation is considered

a natural physiological process that cannot be stopped, it can be prepared for by effective public
policies aimed at supporting all age categories in order to ensure dignified and adequate
compensation for the deteriorating hbaif citizens.

2. THEORETHICAL BACKGROUND

The effects of aging affect many areas of the national economy today. Therefore, as added by
Lutz et al. (2008), population aging becomes not only a demographic, but also a social,
economic and health topic due to its impacts and consequences.
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AjMlddekand K8| erov8 (2008) consider demographic
take place in isolation from social development, but is closely connected with geographical,
economic, political and social conditions. In recent years, in addition to thegpoof@spublic,

the general lay public, as well as the media and political representatives, have been paying
attention to the effects of aging and its spillover into many spheres of society. According to
Shaw (2002), the aging of the population will bringoat an increasing orientation of the
political system towards the needs and interests of the elderly (and therefore a larger number of
the electorate). Husakova (2014) states that the state, within the framework of its social policy,
decides to what extémand in what forms it directs its aid to target groups. The aging of the
population is not only a matter for the Slovak Republic, as evidenced by the World Population
Aging report (United Nations, 2015), which states that almost every country in theisvorld
facing an increase in the number of older people in the population. For this reason, the European
Union assigns social services a special role in fulfilling development goals and in promoting
such basic values as social protection, social cohesioteaiidrial cohesion. All countries of

the European Union deal with issues concerning the development and modernization of social
service systems. Social services greatly contribute to securing the basic rights of citizens of the
European Union, such asetlalignity and integrity of a citizen. Important documents dealing
with human rights in the field of social services at the European level are in particular the
revised European Social Charter (1996), the Charter of Fundamental Rights of the European
Union (2016) as well as the principles of the European Pillar of Social Rights (2017). Relevant
recommendations for the field of social services are contained in the European Charter of Rights
and Responsibilities of Elderly People Dependent on Loergn Care (R10) as well as in the
Voluntary European Framework for the Quality of Social Services (2010) (MPSVaR SR, 2021).
The mission and importance of social services at the national level is declared in the material
National priorities for the development of sacservices for the years 262030, which was
prepared by the Ministry of Labor, Social Affairs and Family of the Slovak Republic. The aim

is to positively influence the development of social services in the Slovak Republic in a cyclical
manner, by defimg the policy for the direction of social services at the national level and
subsequently formulating the basic priorities of this development and the prerequisites for
achieving these priorities (MPSVaR SR, 2021). Quality in the context of the transtormiat

social services is dealt with by Repkovéa (2016), who examines them from the perception of
their providers.

3. METHODOLOGY

The aging of Slovak society is an inevitable phenomenon that Slovak society must prepare for.
Prolonging human life is, on tleme hand, an achievement of the present age , but it also carries
with it some risks in the form of an individual's dependence on the provision of social services.
In this context, the aim of this contribution is to identify providers and applicanthdor t
provision of social services in the context of an aging population generating an unsatisfied
demand and furthermore to outline possible solutions through alternative forms of housing for
Slovak seniors. In order to achieve the goal, we used classitifscimethods, such as the
method of comparing knowledge from available literary sources and the method of analyzing
existing approaches, extracting common and contradictory opinions. At the same time, we used
the deduction method to justify individual redusions. We used the questionnaire survey
method to obtain the opinions of the respondents.

4. RESULTS

Social services as a means of realizing the social rights of a citizen in the sense of the fifth
section of the Constitution of the Slovak Republict{No. 460/1992) are aimed at alleviating

and helping citizens to overcome their social needs and at creating support activities that prevent
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any unfavorable social development of citizens. Since 2009, social services have been provided
in the Slovak Repulz in accordance with Act No. 448/2008 Coll. on social services and on
amendments to Act no. 455/1991 Coll. on trade, as amended. The Act on Social Services
regulates legal relations and conditions for the provision of social services, the aim of which is
to support the social inclusion of citizens and meet the social needs of people living in an
unfavorable social situation. Social services help socialization and social inclusion and are a
prerequisite for the social cohesion of society.

Factors that urefline the necessity to intensively deal with issues related to the development

of social services include:

1 prolongation of human age, thereby extending the period of life in which a person needs the
help of another person,

1 the transfer of the standard ldk in the productive age to the period when a person is
gradually more and more dependent on the help of another derson,

1 the increasing cost of compensating for a growing dependence on foreign aid.

It should be borne in mind that the population of seniors defined as-prpdsictive population

group is a heterogeneous group with differentiated needs. Each of the age groups of seniors has
different needs and demands, which as a priority requirgsdieatification, knowledge of the

scope of needs and subsequently the provision of specifically targeted types and measures
aimed at ensuring the conditions for a dignified and good quality of life for each individual.
With increasing years of aging, tleds a certain limitation in daily activities. If health problems

are added to the natural changes in the human body with an impact on the limitation of daily
activities, it is necessary to provide more expensive andtkmnng care. The Social Services

Act divides social services into several groups, depending on the nature of the adverse social
situation or the target group to which they are intended, namely social services for crisis
intervention, social services for supporting families with childrenisesvfor solving an
adverse social situation due to severe disability, adverse health condition or due to retirement
age and social services using telecommunication technologies and support services (MPSVaR
SR, 2021).

Social services are provided by pieldnd norpublic providers:

1 ambulatory form, when the recipient of the social service goes to the provider and returns
to his natural environment after the service has been provided,

71 in the field form, which is provided in the natural environment of theias service
recipient,

1 in the form of residence, which is provided at the social service provider's premises, as a
rule, for an indefinite period of time,

1 orin another form (such as telephone assistance).

As of 31 December 2020, the Slovak Republic h&d 7 registered social service providers, of
which 711 were providers whose founder was a higher territorial unit and 2,439 were non
public providers. Other providers of social services were municipalities or providers established
by the municipality. Saal services were provided to more than 55,000 recipients in 1,371
social service facilities. According to the data of the Statistical Office of the Slovak Republic
as of 31.12. In 2019, there were 47,202 places in all social service facilities subject to
dependency (1,175).

11t is based on statistical data for 2019 because in 2020 and 202tetandata from the field of social care aignificantly
affected by the effects of the COVAI® pandemic.
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Number of places as of 31/12/2019
Number  of .
. of which the carq
Facility type ZSS as o .
Number |provided
31.12. 2019 .
residence |ambulatory
Altogether 1175 47 202 41 059 6 143
of which
Home of Social Services 276 12 359 10 624 1735
Facility for seniors 388 19 529 19 401 128
Specialized facility 174 8 099 7 830 269
Nursing service facility 102 2 500 2 475 25
Day care center 168 3420 23 3397
Supported housing facility 40 657 657 0
Rehabilitation center 27 638 49 589

Figure 3:Number of social service facilities with number of places as of 31/12/2019
(Source: MPSVaR SRIZ SR, 2021)

From the total number of clients of social service facilities subject to dependency as of 31.12.
2020 (45,303) represented 68% of persafngtirement age.

0-18 years old
4%/0 19- 39 years old

11%

over 80 years old

36% 40- 62 years olc

17%

63-79 years old
32%

Figure 4: Age structure of recipients of social services in facilities conditioned by dependence
on the help of another person
(Source:Selected data of the Statistical OfficBocial Services Institutions in the Slovak
Republig

The total number of applicants for the provision of social services in institutions subject to
dependency increased by 339 persons compared to 2019 and reached the level of 11,118
persons.

Year 2016 2017 2018 2019 2020
Number ofapplicants 7 699 9 586 9643 10 779 11118
Figure 5:The total number of applicants for the provision of social services in facilities
conditioned by dependence on the help of another person
(Source: MPSVaR SRa, 2021)

The financing of social services dependent on dependency issouttied. It is mainly made
up of the budgets of the founders of the facilities, i.e. local and regionajaafnment.
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Furthermore, from the state budget through the chapter of the Miofdtabor, Social Affairs

and Family of the Slovak Republic, which provides general andpobhc providers of
selected types of social services with a financial contribution. Last but not least, the recipients
of social services participate in the paymé he recipient is obliged to pay the payment for the
provided social service, while the Act on Social Services explicitly stipulates the minimum
balance of funds after payment for the social service. The total amount of costs per person per
monthinagarr ound residential facility of 2en0ci al
average, depending on the type of facility, which is even after deducting the disability/old age
pensior, which is more than the amount of cash allowance for careginthgayments for the
services of home nursing care agencies, provided to dependent persons in the home
environment (MPSVaR SR, MZ SR, 2021). Despite the high costs of this type of social service
provided, the Slovak Republic shows their inadequacy, whittlcentinue to grow due to the
expected demographic development. According to the projection of the Slovak population until
the year 2200 (VaRo, 2015), a dramatic incre
by more than 90% by 2065, which wilhuse a change in the proportion of age groups to the
values of 20% (children and youth), 50% (productive age) and 30% (seniors). Currently, the
share of people in the pestoductive age reaches the level of 17.39% (STATdat, 2022). On
the basis of demogphic changes, it is possible to assume an increase in the demand for social
services in facilities dependent on the help of another person, which will put pressure on
financial costs from public sources. The Slovak Republic is trying to respond to thisy/fac
supporting the process of deinstitutionalization of social services, which, however, is
significantly slow due to procedural and financial obstacles. Despite the fact that in 2014 the
creation of largecapacity facilities was legislatively limited, éte was no adequate
development of community services. The process of deinstitutionalization opens up space for
increasing the quality of provided social services as well as creating jobs. Despite the efforts
made, it was not possible to completely conthe deinstitutionalization process, and for that
reason, the transition from institutional to community care was also reflected in the priorities
for the development of social services for the years -2URD. At the same time, some social
services, esmally long-term care, need to be explicitly defined by law, including their funding
sources.

National priorities for the development of social services for (MPSVaR SR, 2021):

1 Transition from institutional to community care and support withaiilhe of ensuring the
availability of diverse social services of a community nature in accordance with the needs
of target groups of social services.

Introduction of a system of integrated social and health care.

Support for connecting social services amfdimal (especially family) care as part of the
system of care for persons dependent on the help of another physical person.

1 Support for improving the quality of social services.

T
T

The aim of the elderkpriented policy is to increase tlelfsufficiency and independence of

the elderly, with the intention that as many elderly citizens as possible can remain in the natural
environment of their own household. In this context, it is necessary to ensure the
complementarity of care segmentgy(édamily, community, formal and informal services, etc.)

The alternative of changing housing at retirement age is also documented by a questionnaire
survey on a sample of 497 respondents (82.1% women and 17.9% men) carried out between
February and March@21. 58.6% of respondents prefer the option of staying in their property
due to knowledge of the environment where they live.

2 These are average values of economically eligible costs for 2019 based on data providegovgiseifg regions.
3The average amountofelge pension as o# 31.12.2020 was 0487.
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24.1% of respondents prefer being close to family and for that reason would be willing to move
to a place that provides them wabcial contact. 9.3% of the respondents prefer the proximity

of services and would therefore be willing to move closer to the center in order to have the
necessary services close to their residence. 5.2% are willing to move to a facility that will
provide them with the regular care they inevitably need due to their age and health. The
remaining respondents did not state their opinion. The questionnaire survey further revealed
that up to 51% of respondents would not go to the facility. They cited loswaéyra reduced

sense of security and an insufficient number of professional staff as the main reasons. At the
same time, they stated that they would reconsider their decision only if their health condition
was so serious that there was no other optiaprdéving the quality of social services is a tool

for increasing the safety and stability of provided social services, and for that reason the Slovak
Republic has set the quality of social services as a national priority. The high preference of the
responeénts desire to stay in their property and the low willingness to move to the facility opens
up possibilities for alternative forms of housing and care for the older generation. In the future,
alternative forms of housing could fill a gap in the market bedome a fixed part of the
housing offer for seniors. As other alternative forms of housing for seniors, in addition to
cohousing, various forms of housing outside buildings are offered, such as boathousing, shared
housing with other people, muljieneratbnal housing, housing in facilities near university
campuses, senior parks, senior villages, assisted living and others. Some examples are more
applicable in practice, others less so, depending on factors such as the residents' financial
capabilities, he#h status, culture, social environment and family influence. Cohousing is
among options with a long tradition, it has taken hold on the market, it is not experimental
housing, it offers solid housing facilities for seniors, it has gained popularity arsoigss
especially in Western countries, and it has the potential to take root in Slovakia if the system is
properly set up (Sika, Vidov§s, Giragek, 2022
on the outskirts of a large city and is inhabited E66households with residents of different
ages, where each household has its own or rented property that is fully furnished. The
uniqueness is the common community space that is used by all cohousing participants. It is a
way of living that combines theutonomy of private homes with the advantages of shared
spaces, neighborhood life. Housing of this type should contribute to the development of social
relations between individuals who know and trust each other, which creates a feeling of security
and safet, and who will help each other, thus decreasing the interest in using external social
services. On the territory of the Slovak Republic, we still do not register any integrated project
that we could call cohousing. We can find the closest one with oginbmais in Austria, who

offer us instructions on how to create such a form of housing, what it should contain and how
it is requested (ETX Studio, 2020). An alternative to cohousing is a community home for
seniors, it is an apartment building that constdft@apartments and shared spaces, while it
consists of a minimum of 10 social apartments and a maximum of 25 apartments intended only
for people over 60 years of age who are-sefficient and independent. In case of reduced self
sufficiency, help is proded by family or neighbors, which is an advantage, as it is community
housing with shared assistance. Senior villages are similar to cohousing, so it is appropriate to
characterize in particular the trend that attracts seniors to the rural environmentviiages

are built on the basis of building a community with the provision of social services and practical
assistance with regard to dependence on the given assistance. Residents of the communities
exercise selfjovernance over their community, cre#fteir own administrative bodies, and
create innovative partnerships. Innovative forms of housing exist in a wide spectrum according
to the focus, target group and purposes they are supposed to fulfill. First of all, the interest and
needs of seniors shaube taken into account. They are expected to be open to new solutions
and to be able to get out of the usual patterns of running a household and private life. A wide
range of housing can easily collapse due to a reluctance to cope with a change le. lifesty
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However, first the offer itself must be appropriately prepared, financially accessible, taking into
account the expectations of seniors, their health status, social relations and a whole range of
factors, the exact definition and quantification of whis difficult to determine in practice,
because each individual has his own expectat
2022)

5. CONCLUSION

An aging population is the most significant change in society that is sure to come, and it will
manifest itself in dramatic yet predictable ways. When preparing for itstEnmng intentions,

society should not ignore this fact and should include aging policy in its priorities. Due to an
increased aging population, the area of social services is becomingpartant priority for

further development. These developments will be provided in the context of low fertility, the
increasing economic burden on the productive population and the rapid increase in the amount
of people over 65, who will create demanddocial services. In the period from 2013 to 2019,
there was an increase in the number of people waiting for services in social service facilities,
which show an occupancy rate of more than 90%, which means that the growth in demand
exceeds the growth the capacities of the facilities. Part of the creation of sufficient capacities
for the provision of services is the support of all forms of complex care, the building of
sufficient personnel capacities and their financial security. It is necessaryite tbat even
society will function differently due to aging. The prevalence of residential forms of care
negatively affects the availability and efficiency of care and at the same time moves clients far
from their community, which creates a negative it towards institutional social services.
Growing expenditures on the social system will cause the need to reevaluate these systems, as
social services are decentralized and the financing system is extremely complicated. Without a
fundamental increase the volume of funds for the financing of services, it is impossible to
expect either an increase in their availability or an improvement in their quality. The change in
financing must be based, for example, on the introduction of mandatorjelonglepenency
insurance, which will turn a passive recipient into an active contributor who will prepare for
their longterm dependency during an economically active life. At the same time, it is necessary
to financially support services that are provided in theimah home environment of the
recipients. However, residential care should only be used if care cannot be provided in the home
environment.
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SR%20d0%20roku%202200.pdf.
22.Act N0. 455/1991Zb.gi vhnostenskamemddmielskma g ch pred,|
23.Act No. 460/1992 Zb. Ustava Slovenskej republiky w e n 2 1 predpisov. § 2 ¢
24.Act No. 448/2008Z.z.6 0 ci 81 nycbzmsneal@plpg mlen&d z8kona |
ojJi vnostenskamemdédmielskms g ch predpisov.
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VICIOUS PRACTICES OF THE COMMISSION OF ACADEMIC
ETHICS IN BULGARIA

Venelin Terziev
Ministry of Culture of the Republic of Bulgaria, Sofia, Bulgaria
vkterziev@gmail.com

ABSTRACT
In Bulgaria, a legal commission on academic ethics has been operating since recently; it is a
subsidiary body to the Ministef Education and Science. The regulations of this special body
are structured through the Law of Academic Staff Development of the Republic of Bulgaria. Its
functions are related to the implementation of certain control of the procedures for obtaining
of the educational and scientific Doctor degree and the scientific Doctor of Science degree, as
well as for academic positions in Bulgarian universities. In the past, the most frequently
considered cases have been related to incrimination in plagiarism lengl di special report
to the Minister of Education and Science. A priori, the question arises as to how to structure
this Academic Ethics Committee, which is determined by order of the Minister of Education
and Science. In the practice of forming the mawstbp of such committee, the selection
criteria, which must be high enough to be able to guarantee a certain impartiality, are not
clear. These are not defined either in the Law for academic staff development of the Republic
of Bulgaria and the regulationfor its application or in other public normative document.
Determining the membership of this kind of national specialized body is of particular
importance both for its functioning as well as the competences of its members. Those are
currently in active mployment relationships with certain universities or research
organizations, which predetermines their direct dependence on their managers, who are at the
same time their employers. Last but not least, it is worth mentioning the direct connection
betweenhe Minister of Education and Science and the heads of higher education institutions
in Bulgaria, who have contractual relations of special type of management contracts. These
direct and indirect relations create preconditions for dependence of this spediabdy the
Academic Ethics Committee. This study attempts to provide a legal and ethical response to the
actions of the Academic Ethics Committee at the Bulgarian Ministry of Education and Science
Keywords:Academic ethics committee, functioning alefgamework

1. INTRODUCTION

Academic ethics is a concept that describes the behaviour of a scientist or researcher not only
in the academic community but in the society in general. Academic norms are not defined in
quite a specific way and bear thrarks of moral behaviour in all aspects of this concept. To
what extent and how these norms can be determined in an indisputable way could be a subject
of a separate discussion and a way of determining public relations in this dirkcBaoitgaria,

a legl committee on academic ethics has been operating since recently; it is a subsidiary body
to the Minister of Education and Science. The regulations of this special body are structured
through the Law of Academic Staff Development of the Republic of Balgés functions are

related to the implementation of certain control of the procedures for obtaining of the
educational and scientific Doctor degree and the scientific Doctor of Science degree, as well as
for academic positions in Bulgarian universitigs.the practice so far, the most frequently
considered cases have been related to incrimination in plagiarism and filing a special report to
the Minister of Education and Scienéepriori, the question arises as to how to structure this
Academic Ethics @mmittee, which is determined by order of the Minister of Education and
Science. In the practice of forming the membership of such committee, the selection criteria,
which must be high enough to be able to guarantee a certain impatrtiality, are not clear.
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These are not defined either in the Law for academic staff development of the Republic of
Bulgaria and the regulations for its application or in another public normative document.
Determining the membership of this kind of national specialized body isadicylar

importance both for its functioning as well as the competences of its members. Those are
currently in active employment relationships with certain universities or research organizations,
which predetermines their direct dependence on their mes)ageo are also their employers.

Last but not least, it is worth mentioning the direct connection between the Minister of
Education and Science and the heads of higher education institutions in Bulgaria, who have
contractual relations of special type ofamagement contracts. These direct and indirect
relations create preconditions for dependence of this specialized lloelyAcademic Ethics
CommitteeMost generally, plagiarism is defined as follows: Plagiarism is a claim to authorship

of a work that habeen actually created by someone else. Although it may not always be related

to copyright infringement, plagiarism is generally considered reprehensible. From Latin, the
term fAplagiari smo means the authorsifach cl ai
have been already created by another author. Thus, plagiarism publishes someone else's work

or part of it under one's own name. Thus, the plagiary starts to gain undeserved benefits. In
most countries, plagiarism is punishable by law. The curremalRCode of Bulgaria (Art. 173,

par a. 1) (20220) declares plagiarism a c¢ri me
own name or pseudonym somebody el seds work ¢
part of such work.This specializedbody in Bulgaria considers such cases and it is this
commi tteeds task to appoint three experts,
called arbitrators. The procedure for the selection of these arbitrators is not public and raises
certain doulst about their selection and expertise. Generally, they should be from the same
professional field and not only; they should also have proven high competencies related to the
examination of the specific dissertation or the respective procedure for hotdexgademic
position. The lack of any rules calls into question the actions or inactions of the selection of
arbitrators, drafting of quality opinions and the possibility for them to be objectified enough

2. LEGAL ASPECT OF ACTION PROCEDURE OF THE ACADEMIC ETHICS
COMMITTEE UNDER THE MINISTER OF EDUCATION AND SCIENCE

The proceedings under Article 35 of the Law on the Development of Academic Staff in the
Republic of Bulgaria should be developed before the competent body, nathelyector of

the repective higher school, and not the Minister of Science and Higher Education. In this case,
the Minister has misappropriated this function, which the legal hiatus of the law has provided,
but rather his function is only advisory and does not give risega Ection.The relevant
hypothesis in this case is that of para.l, iteirfdllowing the established order, it is necessary
and sufficient to prove plagiarism in scientific papers, on the basis of which the person has
participated in a procedure for a@gug a scientific degree and has acquired one. In this case,
this proof was made after the inspection of a body with special competence, being firstly duly
referred- the Academic Ethics Committee at the Ministry of Education and Science. The
referral forinspection is clearly laid out in paragraph 4c of the additional provisions of the Law
on the Academic Staff Development in the Republic of Bulgaria, according to which signals
for plagiarism and/or unreliability of the submitted scientific data in iato completed
procedures for acquiring scientific titles and holding of academic positions under this law, as
well as acquisition of scientific degrees and scientific titles by the order of the repealed
scientific degrees and scientific titles Law, shmlconsidered and checked by the Academic
Ethics Committee according to Art. 30, para- 32 of the Law on the Academic Staff
Development in the Republic of Bulgaria. Two steps on the verification of the received report
have been madethe first one cocerns its admissibility, the seconth essence, concerns the
validity of the stated allegations (Art. 30, para. 5 of the Law on the Academic Staff
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Development in the Republic of Bulgaria). The decisions regarding the first step are made by a
threemembercommittee appointed by the Minister of Education and Science (Art. 30, para. 4
of the Law on Education and Science); a qualified lawyer should also be a part of this
committee. After assessing the admissibility of the report, according to Article 3Qraqyare

of the Act, the Academic Ethics Committee is assigned to perform the inspection under
paragraph 4, item 2. The content of the latter, as well as the explicit text of Art. 30, para. 12
(both imperative) indicate that a full and comprehensive ingpecs due, for which the
Committee shall file a report in written to the Minister of Education and Science. The content
of the report is laid out in detail in Article 30, paragraph 9 of the Law, and the algorithm of
proceeding in paragraph 8 to paragraph which are have not been precisely observed. The
initiation of the special proceedings under Art. 35, para 2 and para 3, in connection with para 1
of the same norm, is bound only by the presence of the prerequisite referred to by the legislator
- plagiaism in scientific papers on the basis of which the person has acquired or participated in
a procedure for obtaining a scientific degree, proven by the statutory order (as described in
detail above)The provisions of Art. 35, para. 1, item 1 and Art. @&a. 2 and 3 of the Law

on the Academic Staff Development in the Republic of Bulgaria, indicated as a legal basis for
the issuance of the relevant administrative act of the rector of the higher school, read: Art. 35,
para. 1, item 1 of the Law on the Ryatiion of the Rights and Freedoms of Persons with
Disabilities: has held or participated in a competition for an academic position. Art. 35, para. 2:
In the cases of para. 1, item 1 the scientific degree, acquired by the order of this law with, which
the violation is connected should be taken away as well. Art. 35, para 3: The revocation of a
scientific degree and the dismissal shall be carried out by the rector of the higher school by the
order of the Higher Education Act and the regulations of the higecation enterprise,
respectively- by the head of the scientific organization in accordance with the regulations of
the respective organizatioAccording to Art. 2, para. 1 of the Law on the Academic Staff
Development in the Republic of Bulgaria, theademic staff includes the persons holding
academic positions in the higher schools and the scientific organizations, as well as other
persons, determined in the Higher Education Act, and according to para 3 of art. 2, the academic
positions are: assistarthief assistant, associate professor and professor. The provision of
Article 48 of the Higher Education Act specifies the positions of research and teaching staff of
higher education institutions: for habilitated lectureessociate professor and praes for
nonhabilitated lecturers assistant and chief assistant; lecturer and senior lecturer; the latter
are the positions of nehabilitated persons, who are assigned only teaching activities 0 non
specialists in linguistics, sports, art, efdl of the above indicates that the members of the
academic staff of a higher education institution are assistant, chief assistant, associate professor,
professor, lecturer and senior lecturer. The analysis of the provision of Art. 35, para.l of the
Law on the Aademic Staff Development in the Republic of Bulgaria points out that it explicitly
regulates the cases in which a person is dismissed from their academic position, one of which
is duly established plagiarisim this case, the rector of the higher schadheir condition of

bound competence, in the absence of discretion, dismisses the person from the academic
position (in respect of which plagiarism has been established), when that person had
participated in the procedure for obtaining a scientific deg&multaneously with the
dismissal from academic position, the scientific degree obtained under this law, to which the
violation is related, shall be revoked. According to Article 35, para. 2, in conjunction with Art.
35, para 1, item 1 of the Law on theademic Staff Development in the Republic of Bulgaria,

the dispositional actions of the rector of the higher school are in relation to a person holding an
academic position in the respective higher school, as the act of the competent body has two
operatve functions: dismissal from academic position and revocation of the scientific degree.
By argument to the contrary, since the legislator explicitly states that the revocation of the
scientific degree is fAin the byayersn mwldingpar a.
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academic positiond shoul d be undoubtedly p
procedure, according to which that respective person should be dismissed from this position,
l.e., all ordered actions are addressed to persons holdaagmic positions. The inevitable
conclusion arises that the competent body of one such procedure is the respective rector of the
higher school, and not the Minister of Education and Science even more so a particular
subsidiary body.Objective circumstanse outside the legal aspects. An analysis of the
commi tteeds activity gives rise to a number
Academic Ethics Committee violate neristent legal doctrines? Or why do people who are
entrusted with drafting opians turn out not to know or implement the necessary regulations?
Here, too, questions arise about accusations of auto plagiarism. For those who have been
making such accusations for many years, | would like to clatifyfh e t er m fAaut o pl
exists otside the Bulgarian legal framework. A person can be accused -@omapliance with
a law, regulation, ordinance, but to be accused of something that is not introduced into law,
such as the term fiauto pl agi arnormsand standardsi n i t
There are various hypotheses for the introduction of this term. The last one | know is on behalf
of the Bulgarian Chamber of Commerce. It is presented at the following link: https://www.bia
bg.com/standpoint/view/28961/ (2022b)y question here concerns much deeper aspects than
the direct accusation of plagiarism, rather it concerns the competence of the people who are
tasked with drafting opinions on plagiarism. It is common knowledge that proposal for a change
in a law is not enford until it is voted on and officially adopted. Just as the occasional creeping
proposals for the return of the death penalty in Bulgaria do not automatically make it a valid
punitive measure in our country order not to be outdone, | will quote a s¢ign article by
Prof. Robert George Cooper (a verbatim quote from the articeylistinguished research
associate at Penn State University; Honorary Professor at McMaster University, Canada.
Finding out that | had quoted his publication, Prof. Coopégmw | do not know personally,
sent me his latest article on the same subject so that | could use it in my future work. What
immediately strikes is that:
1 The completely new part, the one that is different from the previous article, is within two
paragraphs. Everything else repeats the previous post;
1 More than half of the sources in the presented bibliography are the works of Prof. Cooper
himself;
1 No one accuses Prof. Cooper of auto plagiarism, plagiarism of copyright @udhcwed
works and'imported"” texts by cauthors.

3. DETERMINING THE SO-CALLED A GOOD PRACTI CESO BY THE
ETHICS COMMITTEE

3.1. Since when has figood practicedo been man
| allow myself to summarize in one question the many statemeritseainembers of the

Bulgarian Academic Ethics Committee, because, in practice, they are based on "good practice”
and cover allegations of inaccuracies in citations and plagiarism of authorial -anthooed

works.We must specify that thatations in the scientific papers are firstly made, according to

the established requirements of the respective higher schools, and se@wmuiyding to the

current standard for citation, namely: BDS 17377: 1996. When published in various scientific
journals, their editorial policy determines the method of citation, as well as other technical
requirementsArbitrators' opinions often show ignorance of rules and norms, including the use

of indirect citation as i pr e sitborstwhasé oited o f n
publications do not addr ess t {eadled parapheadingt h e s i
allows retelling a quote or presenting information in your own words. This type of citation
summarizes information with reference to sevesalirces and is used to summarize a
voluminous theoretical concept, procedure or research results, voluminous citations not
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applicable to the entire text, as well as foreign language source citations when the author is not
fully convinced of his own trangian - activities typical of any dissertation research paper.
Paraphrasing helps the author to present in detail the sources used and to indirectly convey the
scientific theses developed. According to Brenda Spatt (See Brenda Spatt, Writing From
Sources, # ed. Bedford / St. Martin's, 2011 https://archive.org/details/writingfromsourc
0000spat/page/n579/mode/2up) (Spatt, 2011), there are two main reasons for using periphrasis,
namely: to present indirect information or evidence when there is no specganregause

direct citation or to present to the audience an accurate and comprehensive account of ideas
taken from sources that the author explains, interprets or disagrees with and disputes. Scanning
your and other scholarly publications, especially iciacsciences, | find that indirect citation

is a common practice and is not considered plagiafi$ma.indirect citation is also explained

in an article published on the website of the Institute for Economic Research at the Bulgarian
Academy of Sciences,as can be seen from the following two links: links:
https://www.iki.bas.bg/, (2022c); https://www.iki.bas.bg/files/Nauchnoto%?20citirane.pdf,
(2022d).As to connect the statement with the above questiene the good practice is rejected

by the members dhe Bulgarian Academic Ethics Committee as irrelevant. | would be far more
inclined to accept this statement if this sa
next indictment to draw up division protocols, although the legislation does noerdm as

per the relevant proceduragarious reports from the Academic Ethics Committee state that:

AThe provision of division protocols in suct
long before the latest amendments to the Law on the Adcadetaff Development in the
Republic of Bulgariao. AGood practiceo does

subsequent restrictive and punitive measures against anyone, even when it is not available in a

specific procedure. Only laws and rulesplicitly written and approved by the respective

administrative order may be obligatory. In generdghe application of the current legal
framework to past actions | would equate to the Revival process in Bulgaria {tiegPeople’s

Republic of Bulgaa) and the time when the names of deceased people were forcibly changed.

An act deeply unethical and immoral. And again | will allow myself to give an example with a

publication of the current Minister of Education and Science Nikolai Denkov. It is about

fiDynamics of Particles on Interfaces and in
of Sur f ace an dso@Gahing that atcorfingitoethe cuerént Regulations for the
implementation of the Law on Academic Staff Development in the RepobBulgaria is
unacceptable. If we follow the logic of the members of the Committee, what does it matter
when it is been publishedin relation to the current legislation, this is a violatiblave the

members of the Bulgarian Academic Ethics Committeadered what would be the result of

an alleged check for the availability of division protocols of all dissertations submitted in

Bulgaria? Therefore, an interesting example in this direction would be the publications of

Nikolay Denkov (https://ras.nacidjfilissertatiorpreview/3765) (2022e) and, in this case,

what exactly the division protocols will look like:

T ADirect Measurement of Lateral Capill ary F¢
Vesselin  N. Paunov, Peter A. Kralchevsky, and Kuniaki Nagaya
(https://pubs.acs.org/doi/10.1021/1a00036a056);

1 AFor mat i edmensidnal $tuctures from Colloidal Particles on Fluorinated Oil
Substrateo with authors: Genady S. Lazar ov,
A. Kralchevsky (https://pubserg/en/content/articlelanding/1994/ft/ft9949002077);

T AChargi Watefr Oinkterfaces Due to Spontaneous
K. G. Marinova, R. G. Alargova, N. D. Denkov, O. D. Velev, D. N. Petsev, I. B. lvanov,
and R. P. Borwankar (httpglibs.acs.org/doi/10.1021/1a950928i).
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Can a division protocol be provided for each of the joint publications and what is the percentage
of the scientific contribution of each of the authors? Who exactly is the author of a table, graph
or specific conclusin, so that the next time it is used it could be citgtithese are entities for

which there is no way to create division protocols? Or should we, by analogy, question the
authorship of one of the eauthors in these publications and accuse him of slsgn? And

what is the contribution of a certain-aathor in a particular publication, when it is in last place.

Or, if | may borrow an expression from the Bulgarian Academic Ethics Comrifieg o o d
practiceo i s consi der ethkonesvhoseicongibuton isthetbiggest | e a
and, accordingly, his name comes first. This statement may not always be objective, but in most
cases the lead author is the first author in a particular scientific publidgtiersonally defend

the thesis thayour work in a team not only gives better results but also allow for more
successful dissemination. However, the question remains-@péere is no division protocol,

how is it determined whether author A copied from B or vice versa? Relevant conslase
observed in the opinions of a number of arbitrators, nanelgeneral publications the specific
authorship cannot be traced and set. What these conclusions are based on is something one
cannot find stipulated in writing and there is no way talbee so. One more thingaccusing
someone of plagiarism, does that mean that their Bulgarian and foresgrhaos plagiarized

as well?

4. CONCLUSION

Collaboration with colleagues in research and dissemination of results in publications should
not beconsidered a vicious practice, but encouraged insfdaBulgarian Academic Ethics
Committee bases its opinions on good practice yet, is it possible to provide a list of good
practices that are mandatory, those that are recommended and others thattibiteqs? All

this summed up gives reasonable assumptions for bias and compromising the work of this
specialized body under the Minister of Education and Scigkgelagiarism, the Committee

points out to definitions which are in fact approximately or plately identical in different
sources. Scientific definitions and terminology in most cases cannot be assigned to one author,
which leads to the impossibility of naming one. The same applies to appendixes, figures and
tables created within the frameworktbe research conducted by any scientisturns out it

is necessary to explicitly state that these were created by the author himself. Every scientist
uses their own developments and applications many times, without mentioning oneself as the
author, vhich certainly does not make the latter a plagiahistinteresting fact from the present
analysis shows that the same arbitrator has prepared more than one standpoint on the procedures
of the same scientist, which makes the procedure flawed and biaséshst because he has
already formed an opinion in one of those standpoints. The lack of consistency in the
standpoints prepared, the selective presentation of evidence based on good practices on one
hand and their neacceptance on the other hand, iteviy leads to the following questions,

which concern the objectivity of the proceduffde lack of clear rules and criteria for the
selection of arbitrators raises difficult qu
the arbitrators and thentire committeeThus, in determining what plagiarism is, can you
answer the questionwere the arbitrators reviewers and how well do they know the whole
process? Do they have, and if-doow many, publications in the reference systems of Web of
Sciene and Scopus? The same question, with no less intensity, applies to the authors of the
standpoints what their publishing activity is, if any. And this puts on the agenda the question

of how the standpoints were takerby competence or under someone'sspurelt is the
publication of articles referenced to in world scientific databases as Web of Science, Scopus,
Springer, etc., that is an objective proof of the lack of plagiarism in the works of their authors.
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Therefore, my last question is:lifased on the conclusions and decisions made by the Academic
Ethics Commiittee, it is claimed that the scientific community can thus be deceived, who will
dare, not in theory but in practice and with the respective legal responsibility and consequences,

to question the qualities of the examiners in these referenced publicaBoiestific articles,
independently written or in eauthorship with scientists from different countries, reflect,
analyse or study social processes. Forgive my question but howecdivigion of a social

process description in a scientific article, report or study be defined? Not only is this practically
impossible, but it cannot even assess the intellectual contribution of the scientist concerned,

which can amount to only 5% of tkext and still give high scientific value.
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ABSTRACT
Bitcoin, the first decentralized digital currency, represents a completely new economic market.
Its emergence has become a central discussion among investors and economists; It has the
potential to cause waves in future economic behaviors. Following tt@BTrading tendency
and revolution, this study examines the dynamic relationship between social media effects and
bitcoin returns. The study uses log regression on Stata as the main method to display the
analytic model. We gathered the top Twitter gmystelebrities and distinguished the effect of
the post into three different categories: neutral, positive, and negative.On the other hand, the
study collected Bitcoin price and trading volume according to the Twitter post time. The same
data set on pricand volume are collected 4 hours and 24 hours after each Twitter post. The
study found a correlation between positive tweets and bitcoin trading volume 4 hours later and
between neutral tweets and volume 24 hours later. However, the study has not fpund an

evidence of the relationship between the pr
reveal that celebritiesd tweets may indicate
|l ack the evidence t o s howparoffersaphrfiaestudy®ntieen Bi t
economic impact of social media.

KeywordsCel ebritiesé tweet, Bitcoin Price, Bitc:

1. INTRODUCTION

After the price of cryptocurrencies started to skyrocket in late 2020 and early 2021, many
celebritie§including Kim Kardashian West, Matt Damon, and Tom Brady, to name & few
promoted the digital currencies online (Nover, 2022). Prices fell precipitously in late 2021 into
mid-2022, prompting a host of lawsuits against celebrities who had pushed cryptocurrencies
Smth, 2022). Il n this paper, | explore wheth
most popular cryptocurrency) on the Twitter platform actually caused prices to move. Since the
2008 invention of Bitcoin (BTC) by an unidentified programmer knasibatoshi Nakamoto,

virtual currency has become increasingly popular among investors. BTC, once worth just
pennies, reached an-éiline high of over $68,000 in November 2021, having started the year

at just under $30,000. However, the price has sintanfguickly, dropping below $20,000 by

June 2022. Unlike governmebacked currencies, there is a fixed supply of BTC, which
subjects the currency to large price swings as demand changes. Furthermore, this demand is
driven largely by speculation rather thdy demand for liquidity (citation). Hence, we
hypothesize that celebrity social media posts could have a meaningful impact on BTC prices.
In this paper, | analyze whether wideliewed Twitter posts about BTC (with at least 10,000
likes) from online inflencers (those with at least 100,000 followers) have an impact on BTC
prices in the short run. | find these tweets have little effect on BTC prices or trading volumes
in the short run (4 to 24 hours after the tweet was posted).

2. LITERATURE REVIEW

Bitcoinds software | ever age so-paerthesacgonst This | i z e c
functionality allows it to act as a base monetary layer for a new financial system (Yakes, 2021).
Due to its decentrali zed asafthehitminpricethusskoulgp| a u s

relate to pertinent discussions and opinions on online social media, where investors and

62



89" International ScientificConferenceon Economicand SocialDevelopmentc
"Economical Agriculturaland LegalFrameworksof SustainableDevelopment"¢ NoviSad4-5 November,2022

business adopters interact and provide feedb
words, the patterns of BTC pricesayjnbe more similar to stocks instead of a currency. A
research paper that studies the relationship between S&P 500 price return and Twitter posts
done by Sul, Dennis, and Yuan showed that the cumulative emotional valence (positive or
negative) of Twitterwe et s about a specific firm was sig
returns (Dennis et al., 2014). The team used the closing price of each stock in the S&P 500
bet ween March 2011 to Febrwuary 2012 and 3, 47
the same period. The team concludes that postings from users with many followers have a
greater impact on sartay returns, while postings from users with few followers have a greater
impact on returns further out.

In their paper,From Bitcoin to Big Coin: The Impacts of Social Media on Bitcoin
Performance ( Mai et al ., 2015) , the team have pro
impacts on future bitcoin returns. They concluded that social media offers substantial

i nf ormati on a ptangetamdng thecgeneral public and dady fluctuations in its

mar ket . The resear ch -thesirdluancerbeppayierexistsinthdbécoin t h e
mar ket by finding a significant rel ationshi
retum. 0 Based on the result of the research, t
of future bitcoin prices. Additionally, a study was done by Peng, Urquhart, and Wang to
determine the relationship between the number of tweets on Twitter rgfesrBitcoin and

whether they are useful in forecasting future realized volatility (RV), volume, or returns. They
found that in the period between September 2014 and October 2017, tweets are associated with
changes in BTC trading volume. However, in theqeefrom October 9 2017, to August 31,

2018, they found a significant effect on both RV and volume. In conclusion, the studies show

that the number of previous day tweets is a significant driver of Bitcoin RV and volume but

was not a significant prediatof BTC returns (Shen, Urquhart and Wang, 2019).

However, Guegan and Renault's papees investor sentiment on social media provide
robust information for Bitcoin returns predictability? (Guégan and Renault, 2020)
concludes that for high frequencies tgp 15 minutes, the sentiment of messages sent on
StockTwits about Bitcoin has a statistically significant and positive effect on return in the

following period but fAdid not find any signi
on the literatue (past information published on social media) on the efficiency of the market
on a daily frequencyo. The team used tiwo typ

USD returns; 2. StockTwits data to measure investor sentiment and investoomttByti
presenting the results for two sample periods (bubble, August-28p7l 2018, and post

bubble, May 2018 December 2019), the team concludes that it is difficult and almost
impossible to generate abnormal profits by trading on the informatioreddrom the social

media data used in the study. Based on the above research results, the overall relationship
between social media posts and bitcoin return remains unclear. | wish to narrow down the
targeted range of tweets to the top tweets by inflaeatcounts on Twitter to study if celebrity
tweets have an influence on BTC price and trading volume.

3. DATA AND METHODS

3.1.Data

Twitter data: Using a python program accessi
gathered alltweetshavimgor e t han 10, 000 | i kes and contain
July 2023.

lDue to Iimitations of Twitt somdteeeta eetng theeretjuiredel®@ 00@ Itkes weregnoti s p o
captured.

63



89" International ScientificConferenceon Economicand SocialDevelopmentc
"Economical Agriculturaland LegalFrameworksof SustainableDevelopment"¢ NoviSad4-5 November,2022

Each observation in the dataset contains:

1) The full content of the tweet

2) The date that it was posted

3) The number of likes

4) The number of followers the account has

Therewer e initially 360 tweets meeting the crit
likes. | then dropped any tweets from accounts with fewer than 100,000 followers and those
that were not directly related to bitcoin, resulting in a final datas280ftweets. | manually
classified each messageds attitude towards b
tweets, 242 were positive, 20 were negative, and 18 were neutral. Bitcoin data: | collected BTC
price and trading volume data frortigs://bitcoincharts.com/, where we manually collected the

price in the minute when each tweet was posted, as well as 4 hours and 24 hours after the tweet
was posted. Each observationdés bitcoin tradi
hour bebre the hour the tweet was posted, as well as in the hour 4 and 24 hotirs later

3.2 Method
We run regressions of the following form:

outcomel.=[)70+ /)’l- positive . + /52- negative + &

where theoutcomeis the change in log price or log volume over-aodir or 24hour period.

We test whether positive and/or negative tweets result in different changes in price or changes
in trading volume compared to neutral tweets, as well as whether these changdsrard dif
from zero (for example, testing the null hypothé%jé' ﬁ1=0).

4. RESULTS

Table 1 presents descriptive statistics for the sample, where Likes1000s is the number of likes
the tweet received in thousands, Price0 is the price at the time the tweet wes Piostd is

the price 4 hours later, Price24 is the price 24 hours later. VolumeO is the trading volume in the
hour before the tweet was posted (in BTC traded), Volume4 is the trading volume 4 hours later,
and Volume24 is the trading volume 24 hours later

Obs Mean Std. Dev. Min Max

Likes1000s 280 39.64786 72.76391 10 854.7
Price® 280 38088.72 15744.94 5297.89 66665.25
Volume® 280 294.8131 457.3522 1.89 3250.54
Price4 280 38238.56 15865.83 5538.28 66637.16
Volume4 280 333.4464 541.3324 11.12 6258.38
Price24 280 38178.45 15726.67 5504.91 66710
Volume24 280 303.0846 545.0407 4.69 6148.98

Table 1: Descriptive statistics

Table 2 presents the results of the four regressions, where each row represents a separate
regression. The APositiveo column represent
dependent variable (i . e. b _0+b_ 1) .

2 That is, for any tweet posted between 18:00 and 18:59, we use thel8700flow data as the pteveet volume for that
observation.
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The ANegati veo c oaleffectrof ameggtivedweat ontthe depehdent vadable

(i . e. b _0+b_2) . The ANeutral o column repres
dependent variable (i.e., bO). With the exceée
later and neudl tweets affecting volume 24 hours later, | find no statistically significant effects.

The 4hour volume effect might simply be an artifact of people tending to post tweets at a time

of day when trading volume is about to pick up, and thad@4# volume #ect is a very noisy

estimate (also note that we are not adjusting p values for multiple comparisons).

Dependent Variable Positive (se) Negative (se) Neutral (se)

4-hour change in log price .0024855 .0031801 .0066202
(.0015479) (.0053842) (.0056755)

24-hour change in log price .0013874 .0140191 .0190836
(.0033825) (.0117659) (.0124024)

4-hour change in log volume | .1715928** -.2074585 3264773
(.0607944) (.2114736) (.2229128)

24-hour change in log volume | .0184265 -.2502362 .5493553*
(.0676056) (.2351665) (.2478872)
*p<0.05,*p<0.01

Table 2: Regression results

5. DISCUSSION

Recent years hype on cryptocurrency, especially on bitcoin, has pulled much media attention

on them. At the same time, itcapturedmaeng | ebr i ti esd eyes, and we
discussions on Twitter. This paper studies the relationship between popular tweets by celebrities
and bitcoin price returns. We found that these tweets do not show very little relationship
between the jixze and flow of Bitcoin. After doing regression analysis, we found there is a
positive relationship between a positive tweet and bitcoin flow. However, we failed to find any
relationship between the price and el ebrit
investors not put too much attention on popular tweets and posts made on Twitter by celebrities.
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ABSTRACT
After the political and socieconomic changes that occurred three decades ago, the interest in
Bulgaria by foreign investors has grown. Tinaditionally good political, cultural and trade
relations between Bulgaria and Germany, dating back to the end of the 19th century, were
resumed. Trade exchange between the two countries, albeit with certain fluctuations, is
constantly growing and in 2021.is almost 10 billion euros. German investments in Bulgaria
are also growing. About 30% of the 100 largest investors in Bulgaria are German or with
German participation. German investments are evenly allocated to industries and regions of
the country. e paper emphasizes the advantages that Bulgaria has and can offer to German
investors, as well as the challenges that must be solved both at the country level and at the
business level.
Keywords:advantage, Bulgaria, destination, Germany, investments

1.INTRODUCTION

Since the establishment of the Third Bulgarian State, when Alexander Battenberg became the
first Bulgarian prince after the Liberation of Bulgaria, the close political, commercial and
cultural relations between Bulgaria and Germany befagy strengthened and deepened after

the election of the German prince Ferdinand | of S2@burg and Gotha as Bulgarian prince.
Bulgaria was an unchanging ally of Germany until the-&f8d0s. Trade and cultural exchange
between the two countries, althougks intense, continued during the Cold War. The political
changes at the end of the 1990s affected both Bulgaria and Germany. A new beginning was
made for relations between the two countries on a new political and economic basis. It is
remarkable that # accession of Bulgaria to the European Union was during the German
Presidency. Over the past three decades, relations between the two countries have been marked
by growing trust and active cultural and trade exchar@@asmodity turnover between the two
countries is constantly growing, and according to data from the Federal Ministry for Economic
Affairs and Energy of Germany, in 2021 it is almost 10 billion euros (9.802 billion euros), with
an increase of 19.43% compared to 2020. German investments iariBulgithough with

certain fluctuations, are also growing. For the period 271, the volume of German
investments is 1 136 billion euros. For comparison, for the previouydaeperiod (2012

2016), their volume was 675 million. Proof of the sigrafice of trade and economic relations
between the two countries is the opening in 2004 of the GeBulgarian Chamber of
Industry and Commerce (GBCIl@ulgaria is becoming an increasingly attractive location for
German investments.

67



89" International ScientificConferenceon Economicand SocialDevelopmentc
"Economical Agriculturaland LegalFrameworksof SustainableDevelopment"¢ NoviSad4-5 November,2022

Due to the challengeof the war and the COVHD9 pandemic, many German companies are
moving their technical production closer to their main European markets. The number of these
companies in Bulgaria exceeds 5 000. At the same time, many companies from Germany have
areadybosen our country and are sharing their
Wegrth, [ttsbtsimk B, L*dbhgrr, et c. Il n 2021,
to establish it s ith&comparly'sodgpetenbeecenterSar dtodisifram

IT and digitalisation to marketing and accounting. The Center plans to hire 250 highly qualified
specialists, of which around 60 are currently appointed. At the same time, investment projects
are being launched in the field of the productionugbeotive components and in the field of
information and communication technologies, which will create nearly 3 500 new jobs in
Bulgaria (Money.bg, Targovskaromishlena palata Stara Zagora)German investments in
Bulgaria have been positively evaluatest only by business, but also at a high political level.

As Bul garian President Rumen Radev notes,
their most valuable capitdl trust. About 30% of the 100 largest investors in Bulgaria are
German or with Geran participation. Investments are evenly allocated to industries and
regions in the country, mor e t ha rthrobgh thé o f
creation of a subsidiary company or affilidten indicator that German companies consider

the lusiness conditions in Bulgaria to be attractive and have intentions for-telomgresence

i n the count rGBOC, 2022 Bhis Ipaper kxanunes the main advantages of
Bulgaria as an investment destination, from the point of view of the memibiirs German
Bulgarian Chamber of Industry and Commerce. Attention is also paid to the problems and
challenges they face in Bulgaria.

2. THE ADVANTAGES OF BULGARIA AS AN INVESTMENT DESTINATION

Bulgaria can be an attractive destination in medierm plaaning, which aims to relocate the
business of companies seeking to shorten supply chains and invest in countries in the region
offering all the advantages of the single European market. The most important prerequisites for
Bulgaria's attractiveness are ldta macroeconomic indicators and a favourable investment
climate in the years before the coronavirus pandemic, as well as maintaining the lowest EU tax
rates, production and operating costs, in combination with an educated and highly qualified
workforce. Low capital costs, together with low production and operating costs largely
determine the choice of location for the investment. Bulgaria has a lot td dfferprices of
electricity and natural gas, mainly necessary for industry, are close to thogeHb th.ow

salary costs are particularly attractive to investors. The country has enoughualdied
employees who speak foreign languages and are ready to work for foreign companies. Thus,
investors get excellent quality at a lower price. Macroeconstalility and sound fiscal policy

are prerequisites for sustainable convergence. Bulgaria is making progress in overcoming
macraeconomic imbalances in its economy. Sustainable convergence also requires stable
institutions and a healthy institutional eronment. Countries must have whlhctioning

goods and services markets and labour markets, which is essential to deal with macroeconomic
shocks.

Table following on the next page

68

F

G ¢



89" International ScientificConferenceon Economicand SocialDevelopmentc
"Economical Agriculturaland LegalFrameworksof SustainableDevelopment"¢ NoviSad4-5 November,2022

UN membership
WTO membership
a NATO member
anEU member
Territory
Population

Skilled workforce

Business expenses

Industrial parks
Attractive location

Economic Growth

1955
1996
2004
2007
110 994 sq. km
6.9 million
Highly educated young people speaking
least one foreign languagé&nglish,
German, French
Lower expenses compared to other EU
countries
67
Strategic geographical position in the
Balkans and in Europe, access to the se
Stable economic growth and a good

investment rating (according to S&P,
Moody's and Fitch)

Tax structure Lowest corpoate tax in the EU
Table 1: Advantages in the choice of Bulgaria as an investment destination

Regarding the attraction of foreign direct investment (FDI), Bulgaria can offer good conditions
to foreign investors. In the period 202021, the inflow ofFDI shows a constant growth and
Bulgaria remains a preferred investment destination for the leading European economies.
Recent surveys by GBCIC in Sofia show that 97% of German companies that have already
made investments in the country would make the sdriee and are even ready to expand.

3%

\

97%
=Yes =No

Figure 1: Willingness of companies to invest again in Bulgaria
(Source: Yearbook of GBCIC, 2021)

The GermarBulgarian Chamber of Industry and Commerce's 2021 survey covered 60 chamber
member companies, afhich 31% were large enterprises with more than 250 employees. The
answers to the question: AHow satisfied are
illustrated in Figure 2.
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m? 3
Tax burden 22

17
I 19

Predictability of economic policy gﬂ
5 10
i 29
Infrastructure (transport, ICT, energy) 50 39
3
1?2 20
Access to subsidies (public and EU) 16 39
4

EU membership 14

51

41 46

Labour costs 38 53

m Dissatisfied = Rather dissatisfiec® Moderately satisfied= Satisfied = Very satisfied

Figure 2: Distribution of r eywdwitktse mendsionédh e qu e
factors for Bulgaria?o06, in %
(Source: Yearbook of GBCIC, 2021)

The satisfaction with the mentioned factors shows that the main advantages of Bulgaria as a
business destination can be formulated as follows:

1 strategic geographicabt¢ation and the country's EU membership with all the resulting
benefits for business and people;

relatively cheap labour force with good qualifications;

the tax burden, which remains the lowest in the EU;

predictability of the government's economic policy;

access to subsidies, incl. EU grants;

relatively welldeveloped infrastructure.

= =4 -4 -4 -9

3. CHALLENGES FOR THE BUSINESS AND THE STATE

The survey shows that, in addition to the good practices and advantages that Bulgaria offers,
foreign investors also face rmumber of problems and vicious practices. The majority of
respondents (71%) are dissatisfied with the fight against corruption and crime in Bulgaria. Only
2% answered that they were rather satis#entording to the Corruption Perceptions Index of
Transpa ency | nternational (Corruption Perceptio
as Bulgaria is often called, ranks last among the EU member states. Despite political statement
to fight corruption, there are no convictions oorruption charges in Bgaria. Corruption
undermines the foundations of fair market competition, creates uncertainty, deters potential
investors and sometimes forces actual investors to pull their businesses out of the country. The
problem of corruption in Bulgaria is persistdi@cause of the ineffective fight against it or
simply because of the reluctance of the institutions to fight this malpractice.

70



89" International ScientificConferenceon Economicand SocialDevelopmentc
"Economical Agriculturaland LegalFrameworksof SustainableDevelopment"¢ NoviSad4-5 November,2022

Regardless of the reasons, the result is a poor economic climate and lost investor confidence.
Directly related to the corrumtn problem is the issue of transparency of public procurement. It

is no coincidence that here again 70% of the respondents express their dissatisfaction. Practice
shows that the most common violations in awarding public procurement, established by the
autlorities of the Audit Chamber, are the division of public procurement in order to circumvent
the application of the law, discriminatory requirements in the criteria for selecting participants

in the procedures, mixing criteria for selecting participant$ witdicators for evaluating
effects, concluding public procurement contracts in violation of the law, unjustified amendment
of public procurement contracts, unjustified application of negotiation procedures without
notification under the Law on Public Puoement, norcompliance with the deadlines for
sending various types of information for entry in the Register of Public Procurement, incorrect
application of the requirements for the award of small public procurement, etc. (Katsarova,
2010). Only for 2020,violations found by the Public Financial Inspection Agency were 461,
which is almost a third of the 1 520 public procurements inspected. All these violations lead to
unequal status of the participants in the tenders and to the deterioration of the public
procurement market. Almost half (46%) of companies express dissatisfaction with the work of
public administration, which is a reflection of the institutional foundations of how countries are
governed. Trust in public administration is declining, with ohBf6 satisfied companies,
compared to 23% in 2019. In the Public Administration Development Strategy it is noted that
Athe quality of public administration has a
key factor in promoting productivity, compeé t i veness and economic
business has greater expectations of institutions and their activities to ensure compliance with
the rule of law, transparency and equality. Legal certainty is a principle in national and
international law whictholds that the law must provide those subject to it with the ability to
regulate their conduct. Legal certainty, generally speaking, is related to the ability of business
entities to predict their future behaviour and actions with a high degree of pitybaldre

than half (56%) of the surveyed companies are not satisfied with legal certainty. This is
alarming as investors expect sound legal systems, consistent application of laws, clear and
predictable legal provisions that cannot be changed retrosglgctiRegarding political and

social stability, the level of satisfaction is below the average level for Central and Eastern
Europe (10%). Businesses need not only educated young people in general, but those with
certain knowledge, skills and competenciasecent years, interest in vocational education has
been declining, with the number of students in vocational high schools decreasing at a faster
rate than the number in comprehensive schools. This fact is alarming for business, because the
shortage of galified personnel, a problem for all European economies, limits the opportunities
for business growth, for undertaking new business ventures. Almost half of the companies
express dissatisfaction with the quality of vocational education in Bulgaria (Er8atisfied).

Closely related to this problem is the issue of the availability of workers/employees with
specialized knowledge and skills. More than half of the surveyed companies (55%) negatively
evaluate the opportunities to hire such people and poinitac k of qual i fi ed |
the main risks for the development of their companies. In addition, this lack leads to an increase
in labour costs (60% of respondents). The high percentage of attitudes/propensity of German
companies to invest in Budgia in 2021 (97% see Figure 1) can be interpreted as a good
overall assessment of the environment for doing business in Bulgaria, regardless of
dissatisfaction with corruption and the legal order in the country. According to the head of the
GermanBulgarian Chamber of Industry and Commerce in SofMitko Vassilev, it is rather

a result of the general dissatisfaction in Bulgaria, since in the opinion of the respondents
AnGer man companies remain al most unaffected
02.10.2021). Moreover, 50% of them give Bulgaria the highest or second highest rating as a
business destination (Nering, 02.10.2021).
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Regarding this factor, the opinion of German companies has remained unchanged for the last
more than 20 years. In 2010, mxpecting an improvement in the domestic business climate,
every nine out of ten companies would choose to invest in Bulgaria again, perceiving Bulgaria
as a good place to invest, much better than Germany, Slovenia or Slovakia (Harizanova &
Markov, 4.08.2Q@0). Such a standpoint of German business in general can be interpreted as a
probable future focus of its strategic investment activity, a priority role in the formation of
which is played by various factors, but not the potential use of financial resoiioce
European funds according to 79% of respondents. For only 21% of them, the possibility to
use financial resources from the European Union funds is of essential/decisive importance when
making a decision to start a business venture in Bulgarian@Né2.10.2021) (see Figure 3).

13% 8%

13% They are decisive

They strongly influence

17% the decision

They have little influence
on the decision

They are not relevant

= We do not take advantag
of them as investors

49%

Figure 3: Distribution of answers to the que
Uni on funds affect your investment
(Source: Yearbook of GBCIC, 2021)

The structured response of the respondents stlmtisregardless of the presence/absence of
the additional accelerator AEuropean funds c
funds, operational programmes, etc.), investment intentions remain in the positive measurement
scale. General pdsrism dominates and forms a sustainable trend of a favourable definition of
the destination Bulgaria. The adverse effects of COWD hard to predict geopolitical
environment, disrupted logistics chains and the highly uncompetitive price level of essourc
complicate the decisiemaking process and have a negative impact on the tolerable level of
business risk, but the strength of their adverse impact is in a relatively uniform range for almost
any country as a potential business location. After 202@spelcially in 2022, the conceptual
framework for assessing the attractiveness of business destinations changes significantly in
terms of focus, priority indicators and permissible assessments. Basically, the specific screening
of the business sector, thecamulated experience, the availability of timely reliable
information, the established business contacts and the individual personal feeling of a
successful localization alternative will be the factors that will have the greatest impact on the
decision fo German companies to implement entrepreneurial ideas in Bulgaria (or another
destination). Good traditions and the significant presence of German companies as the second
largest foreign investor will have an additional positive influence on future basitestions.
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4. CONCLUSION

The general review of the data on trade exchange, investment and business relations between
Bul garia and Germany <confirms entrepreneurs

business destination. However, a deeper analysis of specific factors ofitheskienvironment

reveal s a number of Apitfallso, probl ems

expects decisive action. Lomtglayed and neglected by the state is$ues quality academic
and professional education, for ensuring transpay in public procurement, for a stable and

predictable economic policy, for dealing with corruption, must be resolved.
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ABSTRACT
Environmental awareness has emergethe past hundred years, but, surprisingly, the gradual
improvement of the natural environment in a large number of developed countries comes not
only from the enhancement of government and public awareness of environmental protection
but also from the auntries in the Global South that has been polluted after globalization:
transboundary movement of hazardous wastes, global timber trade and deforestation in
developing countries, wildlife trade and loss of biodiversity, the international proliferation of
toxic chemicals and the transfer of pollutioriensive industries to the global South. For the
Global South, environmental protection, population pressure, and other issues are far less
important than national development because they face the presspeverty, hunger,
disease, and survival every day. This article will first describe how four main theories of
international relations view this issue and demonstrate that the International Trade
Organization and the Global North have the ability and righhelp the Global South protect
the environment when the Global South still cannot do so.
Keywords:Climate Change, Global South, energy, greenhouse gases, pollution

1. INTRODUCTION

The turbulence of climate change threats we live in can be explayntgt bact that people

have taken their eyes off the primary goal of achieving sustainable human development. We
have been preoccupied with finding new ways of making money while ignoring critical issues
such as pollution and climate change. The existehtieese global threats is a clear indication

that the collective efforts to achieve sustainable economic growth haweapuecly failed.
However, there is still hope. We can still save the world if we collectively try to change our
mindset and focus onhat matters. While the WTO has primarily been criticized for its focus

on free trade (including removing tariffs and quotas), it has recently begun addressing
environmental issues. This paper will tackle the World Trade Organization's capability in
combating climate change, offer the emerging economies a global agreement on environmental
protection, renewable energy, and the global community effect solutions to pollution, scrutinize
the impact of international trade, offer national policies mitigatingshigs, analyze the ability

of WTO and Global North in saving the South, and provide the study's literature.

2. THEORETICAL PERSPECTIVES

There are four major theoretical perspectives on political science. First, there is realism which
states that international relations are based on power only (Copeland and Taylor, 1994, 755).
Second, nediberal institutionalism states that interdependerare lead to cooperation (Meng

et al., 2018, 4). Finally, social constructivism and critical theory, which state that some policies
may lead to equality (Fuhr, 2021, 2724). In the context of the threat of climate change, the
metastasis of the tumor is timevitable result of global resource allocation because countries
like China and India have started with a hetaft regarding manufacturing.

75



89" International ScientificConferenceon Economicand SocialDevelopmentc
"Economical Agriculturaland LegalFrameworksof SustainableDevelopment"¢ NoviSad4-5 November,2022

They have been doing this for over forty years and hence cannot immediately stop increasing
their production (OED, n.d.). This will consequently harm its environment as well as other
countries' ecosystems. The climate change problem we live in is the result of the last five
decades of nelberal policies (Krugman et al., 1995, 357). One specific example is that
international trade, as it is today, has metastasized because of the expansion of capitalism across
borders (LunelThomsen, 2009). International trade has also been caused by a lack of global
resource allocation for environmental protection and people'sasthod living (Meng et al.,

2018, 6). The global nimby deception does not exist because there are no objective reasons for
its existence: pollution can be controlled by adequate regulations; its control does not include
any significant cost. Because mostificians and business people do not understand this simple
fact, they think that a regulation would affect their profits; hence they oppose it and prefer to
impose a market system that actually aggravates the problem (OECD, n.d.). They would instead
let the planet rot than take action against pollution!

3. THE WORLD TRADE ORGANIZATION CAPABILITY IN COMBATING

CLIMATE CHANGE

The World Trade Organization (WTO) has been criticized for causing harm to developing
economies. However, many developing countregehactually benefited from membership in

the WTO (Narlikar, 2019, 134). This paper investigates the impact of WTO membership on
greenhouse gas emissions in developing countries by exploiting \@dbitry variation due

to differences in climatic conditis. Using annual data on CO2 emissions and GDP from 139
countries between 1995 and 2017, one finds that countries with hotter climates are more likely
to experience a reduction in greenhouse gas emissions following their accession to the WTO
(Narlikar, 208, 137). Moreover, one finds no significant evidence for an offsetting increase in
non CO2 emissions after trade reform (Narlikar, 2019, 141). The findings suggest that
removing tariff barriers increases production efficiency, leading to lower greenlgasse
emissions per unit of output, even though consumers may face higher prices once tariffs on
imported goods are removed. Furthermore, there is no evidence that countries with hotter
climates tend to rely more on emissiantensive goods after accesstorthe WTO (Narlikar,

2019, 144). As such, there is no evidence of a traldded climate externality in greenhouse

gas emissions. On the contrary, the results suggest that WTO membership contributes to
furthering climate policy objectives by decouplingopeomic activity from greenhouse gas
emissions (Kumar, 2021, 462). From the perspective of those who believe in introducing a
carbon trade, markdtased instruments are often seen as the most effective way to reduce
greenhouse gas (GHG) emissions (Krugreiaal., 1995, 366). However, unlike other forms of
taxes or subsidies, CO2 trading has not gained momentum due to opposition from both industry
and environmental groups. Among all global agreements, there is a tendency within the global
North to treat climte change initiatives as a threat and prioritize economic growth over
environmental sustainability. This has become a widespread belief in the United States and the
European Union, as evidenced by recent decisions to leave the Kyoto Protocol and move
forward with the Paris Agreement (Kumar, 2021, 462). There is a strong consensus among
financial institutions that carbon markets lead to higher emissions reductions, but the industry
remains cautious (Fuhr, 2021, 2733). While carbon markets may be moraveffact
eliminating some of the risks associated with regulation, they can also be detrimental to
consumers of fossil fuels such as coal and oil. Warmer winters in Europe have increased
demand for heating oil, causing a rise in prices (OECD, n.d.). Acgpialintonjua (2010, 53),
proponents of carbon trading believe it can enhance efficiencies across all sectors in producing
electricity, agriculture, and transportation fuels. In response, campaigners in the global South
have turned to constitutional andigoal means of defending the climate through international
law.
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For example, as a reaction to perceived industrialist dominance, in 2008, Bolivia and Ecuador
passed laws limiting greenhouse gas emissions and requiring industries to reduce their impact
(Narlikar, 2019, 133). More recently, 16 American states have signed on to Initiative 21, which
aims to fight climate change by limiting vehicle emissions (Narlikar, 2019, 137). While all these
initiatives are commendable, they fail to fully assess thetylof CO2 trading markets to
address GHG emissions. This is because CO2 trading is a financial market solution that trades
emissions permits among businesses rather than obligating companies to reduce their overall
output of GHGs by cutting down on fosgikel use. As a result, CO2 trading is not as effective

at reducing carbon as some other policy options. However, this does not mean CO2 trading
cannot be used effectively. In response to these concerns, policymakers are drawing on the
lessons from historgnd adapting the mechanisms of the Kyoto Protocol to allow for carbon
trading (Gupta, 2016, 4). This can be done by creating unique markets for CO2 permits that
meet strict performance requirements and by not including fossil fuel industries in these
markets. It is also essential to set up strict rules about how governments can use these markets
for policy purposes. Climate change is a global challenge requiring a coordinated effort by
countries worldwide. The World Trade Organization (WTO) does not havaralate for
multilateral environmental agreements (MEAs). The WTO is currently struggling with the
question of interfering with national laws and regulations in the area of climate protection. Since
11 January 2016, the dispute settlement body has be#mm®d with cases where parties
claim to comply with their obligations under an MEA without changing their national law or
regulation (Kumar, 2021, 462). In these cases, WTO members risk being unable to take
effective action on climate change as theyl W bound by their international commitments
rather than policies driven by national priorities.

4. SOLVING THE POLLUTION PROBLEM

4.1. Emerging Economies

A new kind of international trade should be encouraged as part of the solution to the pollution
problem and arouse national awareness of environmental protection while ensuring that there
is still space for development in the global south. This is an emerging economy based on
developing countries' needs, focusing on local economic development pritritehieve
environmental objectives at the least cost in terms of pollution generation. The main
characteristic of this emerging economy is that the primary responsibility for environmental
protection lies with the target countries (Meng et al., 2018 i§.early stages of an emerging
economy are typical phases of development but have not yet reached a state of maturity in
which the economy can function without external support. Therefore, many countries (such as
China and India) are encouraged to tatteamtage of this opportunity and become part of the
emerging economy (Lun@homsen, 2009). In many cases, these countries also have extensive
experience in environmentally sound development, having learned from their developed
neighbors' mistakes and theiwn past experiences. Emerging economies will grow faster than
developed ones due to their growth strategies (Litonjua, 2010, 57). Therefore, a downturn in
developed countries will positively impact emerging economies’' economic expansion. Four
steps can wsmmarize the concept of the emerging economy: First, these countries have
undergone a period of high and sustained growth. Second, their economic performance has been
part of a distinct pattern from the developed world. Third, these new economic playeot ar

only slowing down but also decelerating in their overall rate of progress toward industrialized
status. Fourth and finally, despite often high per capita income levels, these countries still incur
massive deficiencies in human development indicatonspared to advanced economies such

as the United States and Western Europe (Levinson, 2009, 2182). The problems associated with
developing higkpollution cities in developing countries are manifold.
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The growth of cities, and concomitant increases innmea@and consumption, have been
associated historically with rising pollution lev@land this trend is continuing as urbanization

has been accelerating in many developing countries {Iinadnsen, 2009). Growing pollution

in the Global South caused by intetinaal trade is considered a global problem that can be
addressed by recognizing the urbanization and industrialization process in developing nations
and its environmental challenges (Meng et al., 2018, 2). By making efforts to achieve
sustainable developent at an early phase of industrial growth, it will be possible to reduce
CO2 emissions significantly. The problems associated with the development of emerging
economies are many. A significant portion of the world's population lives in poverty and
withoutaccess to basic services, such as water and sanitationThonasen, 2009). Increased
international trade has been associated with a shift of manufacturing from developed to
emerging ones, resulting in severe environmental degradation and human hpatits ion

local populations at risk (Litonjua, 2010, 61). The United Nations estimates that more than 140
million people do not have access to safe drinking water, and 2.6 billion people lack sanitation
facilities (MartinezSantos, 2017, 514). In additioo tthe apparent health impacts on
individuals, poor environmental conditions have a negative impact on economic development.
The World Health Organization (WHO) estimates that poor environmental conditions kill 1.7
million children under age five annually developing countries through diarrheal disease and
other causes related to contaminated water or inadequate sanitation facilities (World Health
Organization, 2022). The health of the global environment is threatened by pollution, resource
depletion, anctlimate change. The world's population is growing at an alarming rate, which
has reduced natural resources such as clean water and arable land. The lack of access to safe
drinking water and adequate sanitation facilities are major causes of diseasessiamsarid
mortality worldwide. Emerging economies face the dual challenge of-griastng population

and increasing demands for consumer products, including food (OECD, n.d.). The rapid
urbanization that accompanies economic growth leads to high polletiels in cities, which

can negatively impact human health. In addition, emerging economies tend to have limited
resources to devote toward infrastructure development and public health programs. In many
emerging economies, the gap between rich and goerdening, which has led to increased
crime and violence (OECD, n.d.). The increasing frequency of natural disasters such as floods
and droughts has added to the complexity of dealing with these problems, in addition to
aggravating existing health issuegthin affected communities. Opportunities exist for new
governments and communities to control air pollution and lead efforts for environmental
improvement. Past governments have sometimes not been fully committed to environmental
protection or lacked resirces or institutional capacity (Luithomsen, 2009). This is why
many countries have now formed environmental protection departments. Development
strategies are dictated by the economic cycles and tend to generate economic waste. In order to
reduce the @nomic waste induced by the bo@mdbust cycle, emerging economies must
adopt sustainable development strategies toward more efficient energy policy, conservation
measures, and urbanization. The emerging economy should focus on sustainable development.

4.2. Global Agreement on Environmental Protection

There are many ways of solving the problem of pollution in the Global South. One solution is

to have a global agreement on environmental protection. This would require a worldwide pact,
which is unlikely tohappen soon. One approach to achieving a global agreement that might
work is to start with more minor agreements first; if these prove successful, more countries will
join until there is worldwide cooperation on environmental issues. For example, ssppuse

of the poorest countries can be convinced (by themselves as much as anybody else) that they
benefit from protecting their environment and not polluting it. In that case, these applications
can be scaled up to cover all countries.
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In other words, smbhgreements can be used as stepping stones to achieve some form of global
agreement finally. The small agreements could also achieve regional coverage before the larger
ones are initiated. A group of countries might agree to stop certain activitiesngptlugir
environment and/or harming the poor people in their countries. Some of these activities will be
obvious such as stopping industrial and agricultural pollution. A more difficult problem is what
about something like burning cow dung for cookingjoimany people in the Global South
practice? By most environmental standards, this activity would look relatively benign compared
to, say, a factory pouring toxic chemicals into a river. Nevertheless, many people in the Global
South still burn cow dung fdaheir cooking (Gupta, Aneja, and Rana, 2016, 4). The idea behind
this approach is that if these people can be persuaded to stop this practice, others will want to
do the same thing. This will pressure these other people to stop the activity, and thus the
movement towards stopping it can begin. The objective of a global agreement is to make it
possible to have good environmental policies in all countries. One way of achieving this is by
giving some countries more money or resources to fulfill their olbigatunder an agreement

they have made as part of the given agreement (OECD, n.d.). Another way would be to give
more enforcement powers to officials in the countries that signed the agreement (OECD, n.d.).
Essentially, for a country to fulfill its obligains under an agreement, it must have the resources
and tools to enforce the agreement. If this cannot happen, then agreements on environmental
protection will not be able to do much of anything. It is difficult for governments to enforce
laws protectingheir environment because the laws themselves are usually very vague and hard
to understand (Lun@homsen, 2009). For instance, it is difficult for people in rich countries
who are already living under good environmental standards (like air pollution Ispritro
understand and implement such laws. It is even harder for people in the Global South, who are
used to living without such controls. It makes sense from an economic point of view that if we
have air pollution controls in a country, we have to hameeseay of enforcing them. However,

a fundamental problem with economic reasoning is that it does not consider how populations
respond to incentives. The same person or government may be very costly to persuade for one
particular law and then very cheap &mother law. In other words, some laws are too expensive
and/or will be ineffective, and others are too cheap and/or effective. Economic reasoning does
not address both the costs and the effectiveness (enactment) of these laws.

4.3.Renewable Energy

The growing importance of international trade in industrial goods and services is likely to
significantly impact the environment (Luichomsen, 2009). In particular, trade liberalization
could contribute greatly to environmental problems in the global Sawth,as pollution from
exports from industrial North countries, such as China, to the South (Fuhr, 2021, 2741).
Reducing CO2 emissions through renewable energies is integral to reducing global warming
and its adverse effects on humans and ecosystems. grifcant advantage of renewable
energy is that it is not subject to depletion or pollution. Renewable energies provide fuel
sources. The use of ndossil fuels is becoming increasingly important in the fight against
global warming, with the potential Bupply most of the world's energy needs without creating

an enormous burden on the environment (Litonjua, 2010, 72). The use of traditional forms of
fuel such as coal and petroleum has resulted in severe environmental damage during extraction,
processingand transportation. Alternative ndossil fuels include wood (e.g., wood pellet),
hydroelectricity (e.g., hydropower), solar power (e.g., solar photovoltaic panels), and wind
power. While these advantages for renewable energy sources make them a mefecedf
energy, there is the question of the economic viability of the renewable energy industry (Lund
Thomsen, 2009). According to energy experts, the future will see a drastic decline in oll
consumption as countries switch to alternative forms oitioadl fuels such as solar and wind
power (OECD, n.d.).
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Conventional fuels for electricity generationsuch as coal, gas, and oilhave declined as
countries have increasingly relied on cleaner sources, including nuclear power, hydroelectricity,
and reewables. Renewable energy sources (including biofuels, solar, wind, geothermal, and
hydropower) now constitute almost a quarter of the world's total installed power capacity.
Thirty countries now use more renewable energy as a share of their powerigetleaatfossil

fuels (Mustafa, Ghazali, and Yuniza, 2022, 86). The International Energy Agency has
recommended that 20 percent of the energy consumed in transportation should come from
renewable sources by 2030. If this target is to be achieved, thd baguzls will have to

double by 2025 (Mustafa, Ghazali, and Yuniza, 2022, 94). Biofuels are an alternative source to
petroleum as a fuel in vehicles, boats, and aircraft due to their efficiency in comparison with
oil-based fuels (Levinson, 2009, 2187)of8els are used to fuel automobiles and sreedile
aviation to help the environment by reducing carbon emissions. Biofuels provide a sustainable
solution to global warming, as they can be produced from biomass waste such as plants, stalks,
and straws. Téy are also considered a renewable energy source due to their ability of
sustainability and regeneration. Biofuels' production involves converting raw food into fuel
through anaerobic digestion or fermentation process (Owusu and AsiBadddie, 2016,

303). Itis not only a huge environmental issue but also poses ethical dilemmas. Some countries
are directly promoting biofuels in order to meet their energy demands from renewable energies.

4.4. The International Community Effect

As an active member of thaternational community, the United States should take more
vigorous action to protect the environment and alleviate the pollution problem caused by global
economic activity. The first step is to work with other countries to reach a consensus on binding
ageements that protect not just American interests but also global health and welfare (Litonjua,
2010, 76). A second step would be for multinational companies operating in the global south to
adopt cleaner technologies compatible with the local environimeytwill have to accomplish

this transition over time (Mustafa, Ghazali, and Yuniza, 2022, 88). If these changes are made,
there should be space for development in the global south and a greater quality of life for its
inhabitants. According to many enenmental experts, the concern over climate change should

be considered an urgent international security threat. The only way to protect our planet is to
end the exploitation of fossil fuels. The international community needs to take this issue more
seriowsly and start taking immediate steps toward energy independence. This can be done by
better understanding how to produce, transport, store and use energy with less of an impact on
the environment. After the fall of the Soviet Union and the end of itsigadland economic
challenges, Russia has once again emerged as a global player. Russia is a significant player in
many international issues, from terrorism to environmental protection (e.g., nuclear
nonproliferation). A major concern for Moscow has beeuang that its energy security issues

are not jeopardized by Western influence (Levinson, 2009, 2188). Russia believes that it has a
great interest in achieving sustainability by becoming energy independent thanks to its own
resources (Mustafa, GhazalhdaYuniza, 2022, 87). In order to achieve this goal, Moscow has
begun to develop renewable resources such as hydroelectricity and solar power. Major
international players should reciprocate mother nature's good deeds by ensuring that substitute
energy souwes are employed to eliminate the upward trajectory posed by climate change.

5. POLLUTION IN THE GLOBAL SOUTH

The pollution of the global south by transnational production and trade has become one of the
most critical topics in contemporary economic disse. The literature on this subject can be
broadly divided into two areas: one emphasizes the impact of international trade agreements
and their insufficient environmental standards on the environment and development of poor
countries and regions; anothis more focused on how national policies can mitigate this
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negative impact. This paper argues that both approaches have limited potential for addressing
the problem as long as no real international cooperation exists between developed and
developing natins.

6. EFFORTS TO SAVE THE SOUTH

The World Trade Organization (WTO) is at the center of international trade and has become an
essential factor in international resource allocation. However, the global environment has
become a serious issue, agldbal environmental protection must be maintained. Therefore,
the World Trade Organization should take on more responsibilities to help improve
environmental quality, particularly in the South. At the same time, China is one of the largest
economies in # world, and its economic policies have affected other countries. It is located in

a region where the environment is severely pollutedgnder and Walter Mignolo, 2011,)11
Therefore, China should do more for environmental protection with hrgsponsibilities in

this area. Despite these changes, international trade has had social and environmental costs that
should reduce to create a better environment as predicted by ecological economics. Many
scholars call for a "Green New Deal" to raiseriyistandards while reducing greenhouse gas
emissions Mustafa, Ghazali, and Yuniza, 2022,)9This requires raising social awareness to
develop policies aimed at sustainable development and global governance (ebmetand

and Taylor, 1995, 7§4Therehas been a rise in SouBouth trade and its effect on global £O
emissions, suggesting that the tumor's metastasis from the Global North to the Global South is
not an inevitable result. In response to this argument, Krugman et al. (20226@2dontend

that it is not as simple as it may seem. The rise of the Global South and the rise in carbon
emissions has sparked a debate about Neothth trade, which some claim is necessary and
inevitable. However, Levander and Mignolo (2011, 9) state that it Ikiaion created by those

who wish to preserve the status quo by blaming their pollution on developing countries rather
than taking responsibility for their greenhouse gas emissions. Technology, international trade,
and pollution from US manufacturing argagainst this hypothesis by stating that no matter
how many benefits US firms gain from outsourcing production teviage economies, they
cannot avoid having to deal with environmental consequences due to their dotioersder

and Walter Mignolo, 20117).

7. LITERATURE REVIEW

The international allocation of industry and trade has already caused significant damage to the
development of the Global South. The current form of international trade mainly considers
economic efficiency and ignores both ecot@diprotection and social justice, leading to severe
environmental pollution in the Global South (Levander and Mignolo, 2011, 7). However, such
a distribution is not a historical necessity but a result of globalization driven by neoliberalism.
If the worldwants to solve this problem, it should be done through active efforts by all countries
within the framework of global governance reform. Humans have changed the environment
tremendously since the Middle Ages. Industrial pollution has exacerbated edgbogiams

in some cases, but it has also made the environment healthier and more habitable on the whole.
It is time to rethink this issue€Cppeland and Taylor, 1995, )71ndustrial pollution is not an
inevitable consequence of development but ratheausec for failure to achieve sustainable
development. The production of goods and services beyond our consumption level does not
improve the quality of life for all people but instead increases inequalities between countries in
GDP and economic growth ratedong with environmental degradatidreyander and Walter
Mignolo, 2011, %. Globalization has disrupted ecological processes with harmful effects on
local communities and ecosystems, leading to increased poverty, migration, and conflict
resolution diffculties. For instance, economic growth and trade are essential factors that
contribute to developing countrieRéhman et al., 2021, 30704
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The competition between companies also leads to innovation and technological progress, while
interregional traderings new knowledge and ideas to regions. However, some argue that the
development of international trade negatively impacts the environi8aokla et al., 2019

Strong economic growth tends to lead to an increase in resource consumption and energy
consumption, which leads to air pollution and damage to water resources. Several studies have
confirmed that there is a close relationship between industrialization and environmental
degradationrugman et al., 1995, 32Zevander and Walter Mignolo, 2011), $or example,

the manufacturing sector contributes significantly to China's total édissions Copeland

and Taylor, 1995, 78(Rehman et al., 2021, 3071 5tudies have shown that most industrial
countries can reduce their carbon emissions under a srefaclimate change through
technological innovation or improving energy efficiengyygman et al., 1995, 331yhukla

et al., 2019 A recent report by the US National Oceanic & Atmospheric Administration shows
that China has become more extensive tharnited States in terms of global warming caused
mainly by greenhouse gas emissioReliman et al., 2021, 30712This trend shows that
developed countries have greater responsibilities for addressing climate change issues globally
because they producedost of the climate changelated emissions in the past and are still
significant players in this field today. Critical theorists explain the climate change threat we see
today as a result of global economic inequality. Most countries in the global @ontt have

the resources needed to combat the effects of climate change, but they still have to deal with it
because fossil fuels have been predominantly produced in developed countries and exported to
developing onesWorld Trade OrganizaticnLevanderand Mignolo, 2011, 9). This fact has
made it easier for developed countries to ignore their responsibility towards developing nations
regarding climate chang&irugman et al., 1995, 334The UN Framework Convention on
Climate Change (UNFCCC) is an intational treaty established in 1992 after the UN
Conference on Environment and Development in Rio de Janeiro. This treaty set out hopes for
reducing greenhouse gas emissions from industrialized countries; however, this has not
happened{hukla et al., 2009 Not only is this a problem for the future, but it is also having
terrible effects on countries worldwid&rgman et al., 1995, 3%3The effects of climate
change are seen through extreme weather events such as natural disasters such as floods or
droughs and incidents like warmer winters and melting glacitrs IPCC (Rehman et al.,

2021, 30713 This is immoral when one considers that huroansed climate change has
negatively impacted developing countries because people do not have the resaowdmto

it. The Kyoto Protocol is an international treaty that deals with climate change. It was signed in
1997 and ratified by 130 countrieGpta, 2016, 2 The Kyoto Protocol aims to reduce the
levels of greenhouse gases (C&hd other greenhouse gases)issions through national
commitments Gupta, 2016, ){ This is set out in Annex B of the Treaty, which outlines that
parties should report on their respective national contributions and provide reports on their
collective progress towards these committseat least every five year&\ipta, 2016, 22

Kyoto Protocol has had a devastating effect on developing countries because many countries
have not been able to make any progress toward meeting the targets set out in this treaty
UNFCCG (Gupta, 2016, 19 Those who have made little progress are considered vulnerable,
which, according to the Intergovernmental Panel on Climate Change (IPCC), could leave many
countries at risk of climate changBRghman et al., 2021, 30713PDuring 2015, the IPCC
released aew report that states that we are likely to see more extreme temperatures and less
rainfall in places like South America, Africa, and South East Alikla et al., 2009 This is
because greenhouse gases have been accumulating in the atmosphebafatiey tcan be
removed by natural processé&sigman et al., 1995, 339The effects of climate change will

make it harder for people to survive in these countries, like, for example, significant floods that
can destroy homes and small businesses. Sajue #Hrat if climate change is caused by human
action, then we have a responsibility to fix this problem (Levander and Mignolo, 2011, 10).
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The threat of climate change might be explained as a result of the clash betwdiberako
institutionalism and soal constructivismKrugman et al., 1995, 381This clash is reflected

on the other side of the coin, as well. N#xeral institutionalists' theory suggests that since
they have created a new system, they can solve all problems in this sstgmdn etal.,

1995, 342. At the same time, social constructivists focus on the problem itself rather than its
solutions §hukla et al., 2009 The problem of the global environmental crisis is primarily due

to neoliberals' blind faith in their own decisions anticars, ignoring nature's own balancing
mechanisms (such as carbon recycling), which could have avoided the current crisis. Climate
change is one of humanity's greatest challenges but is also one of the most complex. While
climate scientists argue that gnbeuse gases should be reduced to avoid catastrophic changes,
many politicians and citizens argue that, even if emissions reductions reduce global warming,
they are likely to harm economic growth, with potentially catastrophic consequinggsén

et al.,1995, 337. While it is true that economic activity has a significant impact on emissions
levels, this impact can be modified by policy choices. Due to the rapid growth of global trade
in the 21st century and its adverse environmental impact, there éras lveidespread debate
about whether international trade can be an environmental protection tool. This paper will argue
that such an effort is possible if it benefits two parties: One is consumers who prefer free trade
because it offers lower prices anagter variety in consumption choices; The other group is
those whose manufacturing process produces more pollution than the rest of the world due to
outdated technology and poor environmental policies.
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ABSTRACT
One of the main objectives of the June 2022 proposal for the Corporate Sustainability Reporting
Directive (CSRD) of the European Parliament and of the Cibisthe transformation of the
existing framework for integrated reporting by creating a comprehensive regulatory financial
ecosystem for sustainable reporting. The interib ensure sustainability information that is
publicly available, comprehensivesliable, comparable and easily discoverable by interested
partieswithdi gi t al technol ogies. By dint of the pa
picture of the newly building European framework is systematized, examining what is necessary
for theadoption of a new Corporate Sustainability Reporting Directive (CSRD), which by the
end of 2022 will replace the current Directive 2014/95/EU {Rarancial Reporting Directive
(NFRD). Secorlgt, an answer has been sought to determine to what extent thentur
regulatory framework, perceived as one of the most influential worldwialere specifically
the Standards of the Global Reporting Initiative, contributes or not to the achievement of the
EU's ambitious goals regarding corporate sustainability repaytiA critical comment was
made regarding practices that often use integrated reporting as a manipulative tool for
corporate reputation management, including in the financial markets. Major inconsistencies
and conceptual differences between the proposalafmew EU Corporate Sustainability
Reporting Directive (CSRD 2022) and the existing consolidated set of GRI Standards (2022)
are explored, systematized and presented. On this basis, arguments are posed in support of the
need to develop and adopt widelypipable and at the same time clearly defined guidelines in
the form of "viable" standards for corporate sustainability reporting at the European Union
level.
Keywords: corporate sustainability reporting, CSRD, Global Reporting Initiative GRI,
Agreemwgdshi

1. INTRODUCTION

The requirement for disclosure of rinancial information in a more extended version, in the
form of nonfinancial declarations by certain companjéms been introduced at European level

with the adoption of Directive 2014/95/EU (NFRD) amending Directive 2013/34/EU. As of the
present moment, there is a number of regulatory frameworks and international standards applied
as an instrument to control, tigiate and overcome a variety of environmental and social
problems within the context of the UN concept for Sustainable Development (SD). Even as
early as 2013, the European Parliament and the Council called for an increase in the funding by
the private setor to cover the expenses relating to environment and climate, via introduction
of stimuli that would encourage the companies to measure the environmental costs incurred by
economic activity and the profit from using environmental protection relatedsgrvi

1 Applied to largescale enterprises of public inter@gth more than 500 employees.
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The Commission Action Plan on Financing Sustainable Growth, published on Ma2di8,
initiated a comprehensive strategy for financing sustainable growth. One of the main goals set
out in the plan, was redirecting of cash flows towasdstainable investments for the
achievement of sustainable growth. As a part of the Action Plan implementation and in relation
to the EU requirements for the achievement of climate neutrality by 2050, the EC has issued
guidelines supplementing the existinges, on disclosure of climate related +iimancial
information, in compliance with Directive 2014/95/EU. The additional guidelines have been
developed in compliance with the guidelines of the Task Force on ClReddé¢ed Financial
Disclosures createdylthe Financial Stability Board of the-2%, while taking into account
certain international frameworks and standards developed by the Global Reporting Initiative
(GRI), the International Integrated Reporting Council (IIRC), the Sustainability Accounting
Standards Board (SASB), respectively the Value Reporting Foundatiod others. What
happens next on a EU level? Do we need European standards for corporate sustainability
reporting, similar to the internationally adopted financial reporting standatdghmsianding

the existence of already available standardization systems by other international institutions?

2. A CRITICAL VIEW ON THE ACCUMULATED EXPERIENCE IN THE
REPORTING OF SUSTAINABLE BEHAVIOUR OF THE COMPANIES IN THE EU

AS OF THE PRESENT MOMENT

Despite the fact that at the current stage of development of the global society and international
finance, worldwide there is a number of institutions, engaged in the development of integrated
reporting frameworks regarding sustainable behaviour of the coemaGRI is still being
considered the institution with the highest authority in the context of sustainability reporting.
As the 2020 KPMG Survey of Sustainability Reporting confirmed, two thirds of the @00
leading companies across 52 countries@Ré for their reporting This is probably due to the

fact that GRI was the first to publish sustainable reporting guidelines worldwide back in year
2000. Perhaps this is the reason for the first European Directive in this area (Directive
2014/95/EU ameridg and supplementing Directive 2013/34/EC) to be significantly based on
the GRI approach to integrated reporting in the representation of the companies specifically.
For the whole period of more than 20 years, GRI has undergone a few development phases,
including reaching a certain standardization level (by creating GRI Standards as a modular
system of interconnected standards). The GRI guidelines have been developed to help the
companies and their stakeholders in bringing out their contribution (or danmagbe
sustainable development, based onthefermr i pl e Bottom Lined (acco
Line Reporting). It has been deduced from the definition for sustainable development in the UN
report from 1987 (known as the Brundtland Report, considereshdamental and a turning

point in the establishment of the contemporary sustainable development /SD/ corfuggt).

the SD concept is being reduced to providing basic information on the indicators which
constitute the ATriple Bottom Lineo (TBL). T
between corporate results (first pillar/level of reporiiregcoromic performance) and corporate
impact (second levél social and third levél environmental performance). The development

of GRI guidelines, including the last phase of evolution in the context of a set oldhete
structure of Standards, proves tha introduced approach of integration of the three pillars
(economic, environmental and social) as a consecutive arithmetical listing of three end results
via their formal incorporation, is rendered rather meaningless. As pointed out by a number of
reseachers, this approach imposes thinking about each of the three elements rather individually
than in an adequate integrated manner. Although the NFRD from 2014 officially regulated the
term Aintegrated reportingo dtriticem & it beiogpae an | e

2where the Integrated Reporting Framework and the SASB standards were incorporated together later on
SGRI Annual Report 2021, t. 7 :gri/inissiorghistory/gtissowwepgrisiob al repor ti ng.

86



89" International ScientificConferenceon Economicand SocialDevelopmentc
"Economical Agriculturaland LegalFrameworksof SustainableDevelopment"¢ NoviSad4-5 November,2022

mechanical integration of three different trends together, as if they are equ(Fales¢ca A.,

2010). The main reasons for uncertainty within the meaning of the integrated report are the

concerns regarding the process of agsess and summarization of economic, social and

environmental data against integrated indicators. In other words, on the basis of which criteria
do the reporting companies choose between various approaches regarding the potential
significance of the individal indicators. This is particularly evident when the companies should
aggregate indicators about their facilities and businesses, located in different geographical
regions (countries/ continents), especially when they perform in settings with diffeceit so

and labour and environmental legislations. A considerable majority of researchers, practicing

accountants and managers argue about potential negative consequences from the sustainability

reports, based on the GRI approach (Fonseca A., 2010). Thédenpsalemonstrate that the
integrated reporting within the context of the GRI approach abounds with challenges and
problems relating to the subjectivity of the input data and the output results. In order to avoid
that, the integration process should becagganied by a definition of sensitive indicators and

clear thresholds for their determination (resp. achievement or failure). By reporting on the basis

of the GRI approach, the companies assess their corporate impacts on the grounds of traditional

criteriafor company boundaries as used in financial accounting, and more specifically: legal
property and control (Moneva José, P. Archel, C. Correa, 2006) within the independent
reporting period at that. But within the context of the UN sustainability conbeptptnpanies

should account for their impacts in a much wider sense (from investors to various interested

parties in the society, including future generations). The broadening of the reporting limits is

necessary, in order to assess as objectively asopbsei it he i mpri nt o of th
on an analysis on the interaction between the company, the society and the environment. Since
the adoption of the first European Directive in this area in 2014 until this day, in 2022, two
specific terms with ngative connotation have been imposed and established more and more on

a global basis. They figuratively characterize and summarize respective phenomena caused by

the intention to satisfy the UN SD Concept w

GRI approach. And this approach, for its part, has been similarly transferred into the applicable

European Directive as of the present moment (NFRD). These are the two similar phenomena:

fiCherry Pickingg ( f rom t he UN s ust handAdBbd een wlaeshihesenogpiime n

two terms are used to synthesize the following-effieict: how the broad variety of officially

authorized and legally regulated variations and possibilities in the accounting and reporting,
make it impossible to make meaningful compamss between the performance of a company

and their impact on sustainable development. In this area, the reporting via the GRI approach

is often being Aexploitedd as an instrument

reputation, including interdanal disinformation of the interested parties for the purpose of
pursuit of competitive advantagd$e two phenomena, leading to the same negative result for

the society, can be described as follows:

1 Cherry Pickingmeans that the companies are able telyrand without any disturbance
choose to disclose only data from sustainability measures that would present them in good
light and bring them positives before the interested parties, while failing to integrate other
data about their activities;

1 Greenwasimng is narrower in meaning and content and is being used in reference to
companies that disclose misleading environmental information about their activities. It is
used in cases where the declarations of a ¢
reality. Therefore, it is identified as a deceptive technique of the integrated reporting for the
purposes of environmental marketing and PR.

4SeeforexForestier, [. & R. E. Ki m, Cherry picking the Sustain:
governments and implications for global governance, Sustain. Dev., 28 (5) (2020), pp-127369
https://onlinelibrary.wiley.com/doi/full/10.100212082
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Both phenomena prove the GRI Guidelines, originally aiming at achieving greater transparency
of the companies, are often used as winewessing or camouflaging of corporate
unsustainabilit§. And this practically leads to removal from the original UN SD concept.
Hence, the integrated reporting approach of the GRI can be considered a certain atinenistr
reform turned out inadequate in terms of generating effect in favour of the interested parties.
Another argument hereby is that in recent years, in lieu of the three pillars, globally, and even
more on European scale, a newer concept has been adofitediorm of ESG, which three
pillars have their specific aspects, nuances and correlafitres.above facts increase the
objective necessity for generally accepted mandatory standard requirements for sustainability
reporting on the principle of thosased in financial reporting in the form of IAS/IFRS, which

are mandatory for a certain circle of companies, as set out by EU reguldthams. is an
undeniable need of a next change process, combining and upgrading the use of traditional
accounting model$or business reporting to more complicated models that would allow to
follow and assess the direct and indirect economic relations and impacts, in which a certain
company has a role. This is precisely the direction of the initiated changes in the dewtlopm

of a new comprehensive regulatory framework for reporting corporate sustainability at an EU
level.

3. TRANSITION FROM CURRENT NFRD TO COMPREHENSIVE REGULATORY
FINANCIAL ECOSYSTEM FOR SUSTAINABLE REPORTING IN THE EU

3.1. Development and Upgrade of th&lew Comprehensive Regulatory Framework for
Sustainable Reporting

The major steps, undertaken by the EU in the p&a3ty2ars in the field of reporting,
measurement and disclosure of corporate sustainability, have been subject to high positive
assessment.HE transition towards climate neutral and sustainable economics is not a single
action, but a process over time. For companies, this transition means gradual and coherent
reduction of environmental damage and achievement of sustainability. Hence, fwetiters,

the transition means gradual improvement of environmental results of the investment portfolio
over time. The lack of unified standards in the Hfiaancial sector, respectively the lack of
comparable information, is a major challenge for theasugble transition, as it deprives
investors, creditors, counterparties and shareholders of the opportunity to distinguish the
companies with clearly defined ESG strategies among those who advertise their business as
Agreeno usi ng mi soutgraen practicesi(greermvashirey). The compaitable
information and reporting of the sustainable development elements, differentiated and
integrated in the collective term ESG (environment, social and governance), is considered a key
component of the succdsl management of the climate change and they ought to have the
same quality as the financial reports. The requirements for the ESG are consequently being
transformed into a market standard, but it is of a primary importance to have unified criteria
and aframework for their application.

Table following on the next page

5 Term used originally by Steven Kolk, see Kolk, S. (2003). Trends in sustainability reporting by the Fortune Global 250.
Business Strategy and the Environmégf 612912 7 9

6 See Moneva José, P. Archel, C. Correa, GRI and the camouflaging of corporate unsustainability, Accounting Forum, Volume
30, Issue 2, 2006, Pages 1237
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- Regulation (EU) 2020/852 (The Taxonon - Qualitatively new basis for improvement of

Regulation) on the establishment of a transparency;
framework to facilitate sustainable - Comprehensive instrument in favour of:
investment V the investor$ for enabling opportunities for

sustainable investments,
- Sustainable Finance Disclosure Regulati V the regulatory bodies for monitoring of the
(SFDR) market discipline within the context of the European
Green Deal.
- Theestablished system for classification of
environmentally sustainable economic activities aims
- Directive regarding corporate sustainabili increase sustainable investing via redirecting financia
reporting(CSRD) resources towards enterprises with sustainable busini
models in accordance with the EU Taxonomy/|uding
dealing with greenwashing.

Table 1. Components of the European regulatory ecosystem for sustainable reporting
(Source:drawn up by the author in compliance with the current European legislation)

The Taxonomy Regulation of the EU is a major factor for the mobilization of investments in

long-term sustainable solutions. It defines the criteria for sustainable activitiesoand

significant contributions to the achievement

significant harmo principle. 't is published

Disclosure Regulation (SFDR), published a bit earlier. Usingpet information on the

compliance with the taxonomy, the transition related investments, the financial institutions can

assess the environmental ambitions and outcomes from their financed activities. It sets out the

rules according to which the stock marketrticipants take into consideration the level of

sustainability and the thereby related risks in the formation of the investment solutions. It

defines where and what information should be published by them in order for the investors to

be aware whatexacl y defi nes a given investment prod:

requirements, the investment funds shall rely on information from the companies they invest

into, which shall apply additional (useful) pressure on the listed companiest, in D22,

SFDR Regulation was supplemented by the proposal for Corporate Sustainability Reporting

Directive (CSRD), which aims at amending the current-Rorancial Reporting Directive

(NFRD). The new Directive requires that the companies disclose how th&insidity

activities and strategies comply with the |

related objectives. The major intention of this proposal is to define common European rules for

sustainability reporting in a consistent and comipl@rananner, including in the form of

standards. It has been set that these rules shall be applied by aficaleyeompanies and

among the remainder of the companies (incl. SMEy the ones whose securities are admitted

for trading on a regulated matk&he main effects to be attained via CSRD, are summarized

as follows:

1 To lay the foundations of a constant information flow regarding the sustainability in the
financial chain of creation of value for other interested parties as well;

f Toguarantee that companiesd reporting in re
of the participants in the financial markets, falling within the requirements of the SFDR
(banks, insurance companies, asset management companies, investors, etc.).

“Il'n power since March, 2021 ¢g¢. Regul ati on E Uof 2Z7WN&venb&r0 88 o f
t

2019 on sustainability related disclosures in the financi al
81t i s also important to mention Communication From The Comi
Sustainability Preferencesén Fi duci ary Duti es: Directing finance towards

COM(2021) 188 final
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Considering the significance of the financial sector, the European Parliament has been adopting
specific measures for the participants in the financial markets in the process of investment and
credit solution making, respective for the manner through wthely in turn take into account

the environment related risks. The assessment of the integrated efficiency from the position of
the SD concept and the corporate sustainability reporting, can be practically identified with the
actions, undertaken by manyarket analysts whenever they assess the risks and the
opportunities for companies whose financial instruments are being traded on the stock market.
One of the most established global initiatives in this aspect is The Dow Jones Sustainability
World Index. Wthin the context of all main components of the new framework for
sustainability reporting, in January 2022, the European Banking Authority (EBA), in turn,
introduced new rules. These are the so called Implementing Technical Standards (ITS) while
taking ino account the ESG risks the credit institutions are exposed to due to their exposure
towards their clients. This is a significant step towards standardization of a disclosure process
aiming to facilitate investors and credit institutions. The purposéefriles is to provide
comparability between bank reports, on one hand, and to include the climate change related
risks and theirs impact on businesses and bank reports, on the other. In this regard, there have
been defined coordinated requirements for gany reporting (from the nefinancial sector)

in regard with sustainability, whereas the proposed Directive will provide compliance with the
Taxonomy Regulation. On this basis, the companies within the range of the existing NFRD, as
well as the companiesdditionally included within the range of the newly proposed CSRD,
shall be required to report three specific indicators for the level to which their activities fall into
the fisustainable activitieso term in compli a

Specific Indicators Criterion
- income share;
- capital expenditures share;
- operating costs share

Arising from or related to economic activities, defin
as ecologically sustainable

Table 2: Types of disclosure indicators
(Source: drawn up bthe author in accordance with the SFDR Regulation)

It is provided that these indicators will be fully reflected in the mandatory reporting standards,
which are in the process of development by virtue of the newly proposed Directive. In turn,
these indicairs will be coordinated with the indicators the financial market participants should
account for in accordance with SFDR Regulation.

3.2. Major Inconsistencies and Conceptual Differences between CSRD (2022) and the
Existing GRI standards

Regulation (EU) 2019/2089 of the European Parliament binds the achievement of sustainability
to the introduction of requirements for disclosure of environmental, social and governance
(ESG) information about climatic transition that relocates the econdotias to the
background from the thrgallar SD model applicable until recently. According to the structure

and the contents of the GRI standards, the t
significant information about economic performgn@anvironmental impact and social
tol erance, related to a companyédés activity,

embedded in the conceptual framework of the Global Reporting Initiative, notwithstanding the
newer perception for sustainabilityathmoves the focus from the economic performance of the
companies, which has to do with increasing economic benefit, to their sustainable management.
The significance of the information in regard with the impact of the company on the economics,
the enviroment and the people, according to the Global Reporting Initiative, is a key concept
to measure sustainability. The proposal for new directive (as well as the additional guidelines
to the still active Directive 2014/95/EU on the disclosure of climate celafermation) is

90



89" International ScientificConferenceon Economicand SocialDevelopmentc
"Economical Agriculturaland LegalFrameworksof SustainableDevelopment"¢ NoviSad4-5 November,2022

based on the major principle of the so call
requirements for disclosure of information are set in two directions. On the one hand, the
company should report the impact it causes on peopmleeamironment implementing its
activities, i.e. from the inside out. On the other hand, there is a requirement for disclosure of
information about how the sustainability related matters affect the development, the outcomes
and the state of the company, thelicies it complies with and the impact caused by the
compliance to these sustainability policies on the value of the specific company (i.e. from the
outside in). The requirement to disclose such information is of a significant value to the
investors asnajor interested parties, as they present possible risks and potential opportunities
that would raise questions in regard with the sustainability of their investments. The impact
from the climate change on the company within the second direction of ritytésiaot part

of the conceptual framework of the GRI standards. This, in turn, does not meet the information
needs of the interested parties for the purpose of directing private investments towards the
achievement of climatic neutrality within the coxttef the new European framework for
sustainable corporate reporting. The lack of mandatory obligation and unified rules for
sustainability reporting for the EU companies, is a major obstacle in achieving comparability
of the information on local, nationahd EU level. The opportunity for the companies to define
independently the significant topics and to identify and assess their impact, is the basis for the
application of the GRI standards which provide reporting guidelines, but no specific materiality
requirements. The companies that apply GRI standards as a basis for sustainability reporting,
are not obliged to use a specific disclosure format, which contradicts the achievement of a
unified, machingeadable, single electronic format information aboustanability in
accordance with the application of EUGs digi
the proposal for the new directive regarding the establishment of a European common access
point to public corporate information. The GRI standafdrmation can be disclosed both via
preparation of a separate report on sustainability, or through the company site, or as a part of
the Annual Financial Report. The lack of requirement for standardization of the reporting form,
makes the information hé to find, thus additionally impeding the interested parties. The
additional guidelines regarding disclosure of climate related information, published in 2019,
did not meet the expectations to achieve a significant improvement in the quality of the
information disclosed by the companies in accordance with Directive 2014/95/EU. In order to
achieve more complex and comprehensive reporting of comparable information about the
sustainability of the companies in the EU, to be in compliance with the purposks of t
European Green Deal for efficient utilization of the resources and achieving climate néutrality
the proposal for the new directive is based on universal standards for reporting information in
relation to sustainability, which the companies fromeksrs should disclose, as well as sector
standards with a defined set of indicators for information, the companies should disclose
notwithstanding the sector they operate in. The role of these indicators is to qualitatively and
guantitatively present thmustainability related risks and opportunities for the information users
(the soecalled interested parties). The review of the structure and the contents of the currently
published consolidated set of GRI Standards 2022 (issued in the period betweend220E4

shows classification in three main categories (series): universal, sector and topical standards.
Universal standards define the requirements the companies will be obliged to comply with,
disclosures they must implement in order to provide infapmnatregarding activities,
management, policies, accountability, as well as guidelines to define the significant topics for
disclosure.

9 COM(2019) 640 final, European Green Deal, Communication From The Commission To The European Parliament, The
Council, The European Economic ABdcial Committee And The Committee Of The Regions, available online at: https://eur
lex.europa.eu/
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Sector standards are currently only three and are unable to provide indicators for sustainable
reporting for a major paof the companies from various economic seéfphsading to a huge

gap between the information on sustainability to be disclosed by the companies and the needs
of the possible users of such information. Topical standards include guidelines for désclosu

of information defined as significant by the companies, based on the GRI 3 standard regarding
the impacts caused in specific topiceconomic, social and environmental. These standards
have been mostly applied since 2016 having no significant chartgems of structure and
contents, which does not meet the growing requirements and new trends in the sustainability
reporting.

Mandatory for the largscale
Scope _ancDingation of Recommendable companies; SME, registe_red ata
Reporting regulated market, excluding
microenterprises
2l Type of Information Non-Financial Information Sustainable Information
Topical Fields foDisclosure
of Sustainabilityrelated Economic, environmental and socic Environmental, social and managerial
Information
Double materiality perspectivie
o Impact caused by the compainy gnvironmental, social aqd managerial
Materiality Concept economic. envirenmental and socie impact of the company, impact of the
' ¢ sustainability policies on the value of th
company.
. Intellectual, human, social, natural
capital
Universal and sector standards; systen
of indicators for classification and
accounting of ecologically sustainable

Type of Capital Concept None

Universal,sector, topical standards
Types/Groups of Standards (economic, environmental and

social) economic activities
. Reporting Format Electronic format or on paper Eﬁg’;&({ucauy readable in digital format:

Table 3: Comparing GRI standards with the proposal for a new sustainability reporting
framework in the EU as by main indicators
(Source: drawn up by the author in accordance with the GRI standards and RX8pdsal)

The forthcoming EU standards for reporting sustainability are meant to be a medium and an
instrument facilitating both the business, and the investors and creditors in view of banking and
capitatmarketbased financing. The first set of standafor reporting corporate sustainability

in the history of the EU was initially planned to be adopted by the end of October 2022. Based
on the official communications by the European Commission about delayed application date of
the Regulatory Technical Stdards (RTS) for the SFDR, it can be expected that the
Sustainability Reporting Standards will be delayed as'tvdlhe initially set deadline for their
adoption and application by the largeale companies in compliance with the requirements, is
Januaryl®, 2023, and for the SME as of January®} 2026. It is foreseen that the CSRD wiill
affect approximately 49 000 companiexompared to close 11 000 that already apply the
existing rules in accordance with the current NFRD. The remaining SME willléecaspply

them voluntarily.

1°The intent of the Global Reporting Initiative in regard with the sector standards is to increase the quality, the
comprehensiveness and the consistendhefnformation reported by the companies, by developing standards for 40 sectors
of the economy, starting with those with the greatest impact.

11 Instead of applying as of 1st July 2022 these disclosure requirements would apply on 1st January 2023;
https:/www.eurosif.org/news/infographien-sustainabldinancedisclosurerequirements/
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4. ANALYSIS RESULT

EC6s proposal for Corporate Sustainability R

Non-Financial Reporting Directive (NFRD) by 2022, in combination with the already enforced

Taxonomy, Regulationral Technical Standards for the financial institution®anks and

i nvestors, within the context of supporting

1 Introduction of unified written rules in the form of a set of Standards for reporting corporate
sustainabity and achieving comparability of the information on general EU [ by
relevant criteria for types of companies and institutions;

1 Requirements for reporting sustainability affecting a larger number of companies, including
the majority of SME;

1 Necesity to adapt the financial system for supporting sustainable operation of the
economyL2, by developing a number of future instruments, such as thkabkels of the EU
for financi al products in retail and the EI

1 Achieving proportionality in the reporting of environmental, social and managerial
indicators, in view of the adoption of additional guidelines for disclosure of information,
related to the three ESG aspects (climate, society and applied policies on corporate
goverrance as a peculiar superior form of economic and financial management). The idea
is to equalize the focus on environmental development with that of the social interaction of
the business (human rights should not be ignored on behalf of eco politics,casrém
NFRD allows). It is no coincidence that in the very name of the C3&R12, the term for
integratfiiommncfimdn report i n20H4) hanbeen loomplgietye vi o L
replaced by Asustainability reportingo,;

1 The liable companies muguickly adopt appropriate practices adapted to their business
model, to build data collection systems and to disclose their progress in this aspect, as the
information will be important for the redirecting of the capital resources and the financing
of thegreen economy transition.

5. CONCLUSION

The three documents: the EU Taxonomy Regulation; the Proposal for Corporate Sustainability

Reporting Directive (CSRD) and the Sustainable Finance Disclosure Regulation (SFDR) can

be considered components of a unif@omprehensive framework for European economies in

the Agreen transitiono | eading towards:

T unified definition of a given activity as i

1 standardization in the assessment and the disclosure of sufficient in terms of quantity and
quality information &out how the companies manage their environmental and social
challenges;

1 redirecting of capital resources towards green economic activities.

In the short term, the identified practical challenges are not easily surmountable. They depend
on the establishnrm¢ and the upgrading of theoretical knowledge in the context of the
experience already gained, as well as the deepening partnerships between the various
international institutions engaged in the problems of the sustainable development and the
corporate suainability reporting. To that effect, the hopes placed on the first of their kind
European standards for reporting of corporate sustainability, are heavy with high expectations
and responsibility, as far as the EU has the ambition to undertake a leadimng the global
cooperation for financing sustainable developmahthe same time, in November 2021, the
custodians of the IFRS foundation (resp. IAS Board) announced the establishment of a new

{2 For example, increased access to sustainable development financing outside the currently existing market instruments for
Agreenin financing, in nmnmyccordance with the EU Taxono
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council for the creation of International Sustainabilitgr&lards Board (ISBB) standards. It is
intended for the ISSB to provide a comprehensive global base of standards for disclosure that
would provide the participants on the capital market with information about the sustainability
related risks and opportur@s to support informed investment decismaaking. Both from
research and practical application perspective, it would be an interesting challenge to make a
comparative analysis of the two sets of standards for sustainability repothiegone of the

EC and the other of ISSB. The coherence of the standards on a global scale is of a great
significance for avoiding market fragmentation and creating opportunity for transborder
investments for the achievement of the global goals in the field of environment.
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ABSTRACT
With the development of globalization, direct foreign investments constantly increase and play
an even more important role in the economic growth and development of world economy. They
create stable and sustainable relatshiips among economies, contribute to the transfer of
knowledge, technologies, and krbew among countries, stimulate consumption. Both
economic theory and practice acknowledge the significant role of direct foreign investment as
a driving force for the gwwth of the benefiting countries. After the beginning of the transition
towards market economy, Bulgaria also attracts foreign investments which are significant in
volume, which, on the one hand shows that it is an open, contemporary economic system, while
on the other, it contributes to its fitting in the global processes of integration. The Federal
Republic of Germany is one of the leading foreign investors in Bulgaria, while Aurubis Bulgaria
is the largest direct German investment in the country. Tisareh focuses on the regional
effects of the investment of Aurubis Bulgaria taking into consideration their diversity, forms of
expression and versatility. The results of the research have shown that the enterprise has a
significant impact on the sociemnomic life in the region (Sredna Gora region), where its
plant is located. They have confirmed the-gedined thesis that the impact of Aurubis Bulgaria
on the socieeconomic life at regional level has both positive and negative expressions, but the
postive ones prevail.
Keywords:Aurubis, Effect, FDI, Region

1. INTRODUCTION

Attracting direct foreign investments (DFI) is in the basis of the government policies of the
benefiting countries. DFI play an important role in the global value chacasuse they allow
enterprises to connect and organize cross border production. They are also an additional source
of funding (they provide an additional capital for the economy) and can be a solid development
tool with the availability of a suitable patial and economic environment. As part of the global
economy, DFI have an impact not only on the economy of the benefiting country, but also on
its policy and social life. When realizing DFI, we can observe not only positive development
and favourable effds, but also some negative ones. The Federal Republic of Germany is a
trade partner No. 1 of Bulgaria (Vranchev, 2022) and the most important foreign market for
Bulgarian production. Over the past 5 years, the exchange of goods between the two countries
has been constantly on the rise (a slight decline of 3.1% is registered during the pandemic 2020,
but the following 2021 marks a significant growth of 19.5%). The import from Germany to
Bulgaria in 2021 increases by 27.7%.
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At the same time, the export frdBulgaria to Germany marks a growth of 14.5%. In addition,
Germany is a key investor for the country. Despite showing some fluctuations, over the past ten
years, German DFI have grown. According to research conducted by 16 German foreign trade
chambers irfCentral and Eastern Europe in which 756 member enterprises participate, 100% of
the investors in Bulgaria would invest again (Yearbook of the GeButgarian Chamber of
Industry and Commerce, 2022). Many German enterprises invest and establish nevioproduct
plants in Bulgaria. Some of them expend the already existing enterprises or establish production
plants at new locations in the country. We can point out several specific examples: Next.e.GO
Bulgaria Ltd. (building and managing an innovative plantierassembly of electric vehicles
e.GO in Lovech, 2021); Schwarz IT Bulgaria Ltd. (centre for software development and
maintenance in Sofia, 2021); Matega Ltd. (enterprise for production of metal and wood
components for sport weapons in Gabrovo, 2020)eBBdlgaria KD (plant for the production

of upholstery for the automotive industry in Rousse, 2020); Robert Bosch Ltd. (opening of
Bosch Engineering Center Sofia, 2020); Bulgaria Air Maintenance Ltd. (expanding of the
existing base operated by Lufthans&fk in Sofia and establishing part 145, organization of
technical support); Leoni Bulgaria Ltd. (cable strands plant in Pleven, 2020); Kaolin EAD
(building a new plant for processing of quakemlin material and infrastructure for the
extraction of undeyround resources in Dulovo, 2019); Voss Automotive Bulgaria EOOD
(production plant for integrated connecting system solutions, 2019); Ottobock Manufacturing
Bulgaria EOOD (plant for the production and sale of orthopedic medical goods and components
in Blagoevgrad, 2019), etc. The significance of DFI for the economic growth and development
determines the research interest in this matter. The review of past research on this topic shows
that authors avoid assessing all effects known to the theory and pré&eus on the specific

part of them or on specific aspect on the impact of DFI. Most research focuses on individual
markers at macrolevel, whereas the object of research most often is at level country or a group
of countries. Girma, Gong, Gorg & Lancher@®15) study the expected direct and indirect
effects of DFI on productivity; Alimeida (2007 xhe effects of the labour market on enterprises
with foreign capital, The United Nations Conference on Trade and Development UNCTAD
(2011)7 direct foreign invetments, the transfer and diffusion of technologies and sustainable
development; Zeng & Eastin (2012) the effects on the environment by direct foreign
investments in less developed countries. There is consensus among most authors that there is a
positive relationship between the flow of DFI and the economic growth, given that the
benefiting countries have reached the minimum level of educational, technological and/or
infrastructural development. In Bulgaria, a survey has been conducted (Mladenova,\Dimitro
& Kolev, 2005) in 16 enterprises with foreign share. It aims to analyze the specific aspects of
the import of DFI and their impact on the economy of the Varna district. A macroeconomic
approach has been used. Numerous aspects of DFI have been resegobiidd of the
investments, forms and motives of their realization, connections with local suppliers, the
occurred changes in the activity since the beginning of the investment, etc. The authors explain
the difficulties in forming a representative samgbel the reluctance of many of the respondents

to participate in a survey. Acaravci & Ozturk (2012) research empirically the dependence
between DFI, the export and the economic growth in 10 European countries, among which is
Bulgaria. For this purpose, theise a cantegration analysis via an autoregression model with
distribution lag (ARDL), developed by Pesaran and a causality test after Engle & Granger. They
ascertain statistically significant shaetrm and longerm cause and effect relationship among
direct foreign investments, the export and the gross domestic product in four of the countries.
For Bulgaria, no longerm or unidirectional/bidirectional relationship among GDP, export and
FDI has been ascertained. Despite the numerous papers on thehepssue of the regional
effects of the flow of DFI in Bulgaria is still insufficiently researched. Studying the impact on
the socieeconomic life which a single foreign investment has is not a precedent.
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For instance, such research has been condantdte impact of Lidl Bulgaria, but it considers

the total effects of the activity of the enterprise (Institute of Market Economy, 2020). The
research team has directed their attention and efforts in the research of a solid and focused
German investmenAQrubis Bulgaria) in a key expedriented sector (copper processing) and

its impact on the socieconomic life in the region where the enterprise is situated Sredna

Gora region. The Sredna Gora region is a physic and geographic region in Bulghria an
comprises 7 municipalities (Zlatitsa, Pirdop, Chelopech, Koprivshtitsa, Mirkovo, Anton, and
Chavdar), which are heterogeneous in type, territory, number and structure of the population,
composition, economic indicators, etc. Thus, for instance, sonteeahtinicipal centers are
villages (Chavdar, Anton) and those municipalities consist of only one settlement; Pirdop
municipality is about 7 times as large in population as Chavdar municipality, etc. The
availability of natural resources, the proximity te ttapital city of Sofia, the traditions in the
development of certain productions and other factors determine the interest of investors in those
municipalities. The subject of this research is the impact which the German investment in
Aurubis Bulgaria ha®n the socieeconomic life on the municipalities in the Sredna Gora
region. The defined research thesis is: the impact of Aurubis Bulgaria on theesoommic

life in the municipalities of the Sredna Gora region has both positive and negative expressions
(effects), but the positive ones prevaihe article researches various effects (employment and
income, fiscal effects, competition development, multiplication effects, distribution effects,
migration effects, etc.). In addition to the data provided lyuhis Bulgaria Ltd. And the
financial statement of the enterprise, we have used data by official sources such as the Bulgarian
National Bank, the National Statistical Institute, the GerBalgarian Chamber of Industry

and Commerce, the Bulgarian Assoidatof the Metallurgical Industry, etc.

2. ENTEPRISE PROFILE

Aurubis (Aurubis AG, based in Hamburg, Germany) is a leading integrated group for the
production of copper and the largest copper processor in the world. With an annual production
of 1.2 million tons of copper cathodes, further processing, to various copper products and a
wide range of services, the Aurubis Group is a world leader in the sector of copper production
as well as in the recycling of copper waste. Aurubis has nearly 7,200 employ®es i20
countries, plants in Europe and the USA and a wide network for servicing and sale of copper
products in Europe, Asia and North America. The main production is copper cathodes from
copper concentrates, copper waste and recycled copper raw raafen@de are produced in

the form of copper wire, prmlled tapes and haffnished copper products, as well as copper

bars and profiles of copper and copper alloys. Part of the product range of the enterprise is other
products such as sulphuric acid andtal silicates. Customers of Aurubis are enterprises of
various industries such as metal processing, electrical engineering, electronics, chemical
industry, automotive industry, construction, etc. Shares of Aurubis are part of Prime Standard
Segment of tb German Stock Exchange and are listed in MDAX Global Challenges Index
(GCI). Aurubis Bulgaria, as part of Aurubis AG, is the largest German investment and the

| argest i ndustri al tax payer in Bulgaria wh
(Vranchev, 2022). The plant of Aurubis Bulgaria is located in the Sredna Gora region. The
copper extraction and production started in the distant 1958 around the towns of Pirdop and
Zlatitsa; it has become a traditional industry for the region and has @ stnpact on the
devel opment of Bul gariads industry. I n Sept
Miniere, headquartered in Brussels, Belgium, signs a privatization contract with the Bulgarian
government thus acquiring the plant. In April 2005,dbeper production of the Umicore group
becomes an independent enterpii€aimerio and its shares are registered on the Brussels stock
exchange. The plant in the Sredna Gora region becomes Cumerio Copper.
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In April 2008, the Cumerio group is acquired bgrideutsche Affinerie AG (NA) following

an approval by the European Commission at the beginning of the year. Norddeutsche Affinerie
AG (NA) is renamed to Aurubis, whereas the Bulgarian plaAurubis Bulgaria. The new
enterprise becomes the largest cogpeducer in Southeast Europe and plays a crucial role in
the export of the Bulgarian economy. Currently, the enterprise consists of four main production
units: metallurgical production; cathode copper refinery; installation for the production of
sulphuricacid as a purification facility; copper slag enrichment plant. The enterprise has a
research unit which creates innovative solutions, improvements, and modernization in the
technologies for the production of copper and preservation of the environm@0t9nthe
enterprise begins planning a new lasgpale investment programme Aurubis Bulgaria
Spectrum 2018 at a total value of EUR 180 million. The realization of the projects in the
programme aim at: upgrading the technological equipment for additioesgrpation of the
environment; improvement of the production processes, which will allow work at the maximum
available capacity; realization of sustainable social projects for the development of the region,
etc. Today, Aurubis Bulgaria is one of the latgaserprises in Bulgaria by generated revenues
EUR 2.8 billion. During the pandemic 2020, the enterprise entered the top 5 of the largest
enterprises in Southeast Europe.

3. IMPACT OF AURUBIS BULGARIA ON THE SOCIO -ECONOMIC LIFE OF THE
MUNICIPALITIES IN THE SREDNA GORA REGION

In addition to the effects on micro and macro level, which are the subject of another research
(Vranchev, 2022), the activity of Aurubis Bulgaria has an impact on regional level, as well.
With a view of the size dhe enterprise, the impact which it has on the Sredna Gora region and
the municipalities in which it is located, it is significant. It spreads not only to the Zlatitsa and
Pirdop municipalities on whose territory it is located, but also to the neighbouring
municipalitiess Anton, Koprivshtitsa, Mirkovo, Chavdar, and Chelopech, where the employees
mostly live, as well as on the nearby municipalities of Etropole and Panagyurishte, where the
copper extraction enterprises from which most of the raw materialhdoproduction are
purchased are located. In the period 20080, the concentrates purchased by Bulgarian
mining enterprises vary between 24% and 31% out of all processed concentrates in production.
The main effect is related to the production and msiog and finds direct reflection in the
costs for raw materials and materials from local suppliers (located in the municipalities of
Etropole and Panagyurishte). The secondary (indirect) effects on the supply chain of goods and
services generate additidmilbmestic demand in the local economy.

3.1. Employment and incomes

The direct investments encourage the establishment of new work positions, increase
employment, and have a positive impact on the competitions on the labour market; they
contribute to the transfer of knowledge, technologies, and frmwamong the countries; they
stimulate consumption. This effect is primarily observed with green investments in-labour
intensive industries, whereas capitatensive investments (e.g., ranatarials extraction) or

the acquisition of existing enterprises can have less strong or even negative impact on
employment.

Figure following on the next page
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Figure 1: Unemployment coefficient for the period 2Q021
(Source: Nationabtatistical Institute)

With a view of the economic characteristic of the discussed municipalities, we have observed
primarily stable labour market, with low unemployment coefficient over the last years, with
high levels of employment and wages which ercggbstantially the average for our country
(see fig. 1 and 2). The availability of a major employer in relatively small municipalities is of
crucial importance for providing constant employment. In certain cases, however, this
domination of the market lgne monopolist could have a negative impact on it. The enterprise
has the greatest impact on the labour market in the Anton municipality with 70% of all
employed persons. We should also bear in mind that this is the municipality with the smallest
population. This is followed by the municipalities of Zlatitsa with nearly 60% and Pirdop with
nearly 18%. An additional stimulus for the employed persons is the attractive pay, which is
twice as large as the average for our country (fig. 2.). Aurubis Bulgan@oisgathe employers

that pay the largest remunerations to its personnel in our country.
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Figure 2: Average gross monthly wage for the period 28020, in BGN.
(Source: NSI, data by Aurubis Bulgari a,
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In 2020, the remuneration thie enterprise is 2.4 as high as the average gross monthly wage for
our country and 2.8 as high as the one in the processing industry. Thus, the enterprise is an
attractive employer for the population not only on the territory of the municipalities vthere i
operates, but also in the neighbouring municipalities of Anton, Koprivshtitsa, Mirkovo,
Chavdar and Chelopech.

3.2. Fiscal effects

The direct and indirect taxes paid by Aurubis Bulgaria add to the local revenues and fill the
treasury of the municipalés. The income from salaries which the enterprise pays to its
employees are significantly higher than those paid by local enterprises. They are also taxed.

Year Local taxes and fees paid by Share in the total income from taxes
Aurubis Bulgaria, BGN and fees of the municipality, %
Pirdop Zlatitsa Pirdop Zlatitsa
2017 299,624 835,760 13.33 36.37
2018 298,975 834,704 15.98 35.06
2019 297,657 835,312 13.72 33.81
2020 296,707 834,882 14.34 35.08
Table 1: Local taxes and fees paid by Aurubis Bulgaria in Pirdop and Zlatitsa; ZIAY
(Source: Data by Aurubis Bulgari a, Mi nistr

In practice, however, this effect often weakens if the given enterprise benefits from the tax
reliefs offered to foreign enterprises as stimuli to invest in our country. Those stimuli are most
often in the form of partial return of the expenses made byvestor for the obligatory social
security payments, subsidies for training and qualification of the personnel, etc. Such reliefs,
according to the normative base, are used after the initial investment. Aurubis Bulgaria,
however, has been in Bulgaria fadong time, it has made multiple further investments and
does not benefit from such reliefs.

3.3. Spillover effects

Aurubis Bulgaria develops and implements innovative technologies and good managerial
strategies, i.e., there is a transfer of technelognd knowledge. For instance, through offering
training courses for improving the qualification, local employees acquire new skills. This leads
to increasing the labour efficiency and competitiveness of the employees on the labour market.
In the cases wdn they change their employer or set up their own enterprise, the local citizens
can benefit from the innovations which they have already acquired at Aurubis Bulgaria. Thus,
the spillover effects can increase as a whole the level of technology and pritdirctihe
benefiting municipality.

3.4. Competition development

As a result of the competition from foreign enterprises, local enterprises can be forced to
improve the quality of their products and services intended for the domestic market. This,
respectively, can lead to increasing the export of local goods. A prerequisite for this effect is
that local enterprises shall not be driven out of the market by foreign competitors before they
complete the catching up process. In the Sredna Gora region palities, however, there is

no other enterprise which operates in metal processing. Therefore, increasing the competition
as an effect can be discussed from the point of view of struggling to obtain resources, in the
first place, human resources.
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3.5. Multiplier effects

Creating work positions generates incomes. Some of them are expended for local goods and
services, which increases the incomes of local producers. They, respectively, also expend some

of their incomes in the local economy. Therefore,ittiial increase of the incomes leads to

increase of the demand, which can increase the total income. The multiplier effect also occurs
with the purchase of local intermediate goods and with tax payments by Aurubis Bulgaria.
Unlike other types of capitaldws, direct foreign investments are characterized by the fact that

they come along with more developed technologies and innovations and maintain constant
connection with the host country. In addition, due to the-tengy character of this investment,
Aurubi s Bul gariads sudden withdrawal or | eavi

3.6. Allocation effects

Within the benefiting country, the concentration of DFI in sectors or regions which are of
particular interest to investors can create or worsen the inequailitgarhes. The differences

in payment, for instance, between foreign and local enterprises could deepen those inequalities.
The effect is inequality in the incomes. This negative effect is well pronounced in the
municipalities of the Sredna Gora region (29.

3.7. Migration effects

The investment in AurubiBulgaria has a direct impact on the labour market and has indirect
effects on the demography of the region. Here, migration can be discussed in two aspects: 1) as
migration of foreign citizens employed at the enterprise and 2) migration of local cftiaens

the less developed in their economy municipalities to the municipalities on whose territory is
located the plant of Aurubis Bulgarianternal labour migration. In the first aspect, the effect

is less pronounced because the number of foreign citieemdoyed at the enterprise is
extremely low (only few people), primarily of its management. According to data about internal
migration in 2021, it is positive only for the municipalities of Anton, Chavdar, and Chelopech
(NSI, 21).

3.8. Effects along tle line of corporate social responsibility of the enterprise

Aurubis Bulgaria is strongly engaged with the realization of a number of activities which outline
its social responsibility. Bearing in mind the specific characteristic of the metallurgicairindus
and its footprint on the environment, the enterprise engages in completing a series of measures
directed towards: preventing the unorganized emissions from the cooling of convector slag;
reducing the emissions of undissolved substances from the atioificstation for industrial

water waste; reducing the dust emissionguigivation of the fayalite depot, etc. To guarantee

the compliance with the Bulgarian laws and company standards for preservation of the
environment, Aurubis Bulgaria carefully sele and instructs all external enterprises with
which it cooperates. It invests in the training and education, the health and safety of the
enterpriseds employees. For this purpose, it
dual training protamme which involves local vocational enterprises, for leadership
development, etc.). The result of the realization of those programmes is prepared young
specialists who have acquired specific kAoow, specific technical skills and experience
providing opportunities for realization in and out of the enterprise. The investments in training
and improving the qualification lead to increasing the productivity and competitiveness on the
labour market. The investments in new technologies lead to increasirggjthiements to the
employees' skills. Besides, annually, various social projects are realized by combining
corporate values with the benefits for the local communities. Contracts are signed with the
municipal authorities of Pirdop and Zlatitsa, complyinghwhe priority needs off the specific
municipality (helping disadvantaged people, educating talented children, sports initiatives,
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cultural events, etc.). The Bulgarian charity forum awarded Aurubis Bulgaria as a Corporate
Donor of the Year in 2011; tr@onations of the enterprise over the last 10 years exceed BGN
6 million. In addition to the contracts mentioned above, Aurubis Bulgaria participates in other
social projects by cooperating with associations, local educational institutions, and other
organkations interested in the future of the region. As a result of realized projects in the field
of education, the following have been built, renovated and equipped: classrooms, canteens,
playgrounds, etc., in the schools of the local municipalities; youagssfalents have been
sponsored. The enterprise also provides funding of about BGN 800,000 per year for the
municipalities of Pirdop and Zlatitsa in the period 2@020. Annual contract is signed to
support the hospital in Pirdop for current support whecessaryhttps://www.aurubis.com/
en/bulgariq.

4. CONCLUSION

The results of the research confirm the-gedined thesis that the impact of the activity of
Aurubis Bulgaria on the soctieconomic life at regional level has both positive and negative
expressions (e.g., inequality of incomes), but the positive ones prevail. The processing of copper
concentrate at Aurubis Bulgaria means the most of the value adided the copper extraction
through its processing, the production of intermediate and end prédwertsins in Bulgaria,

and more specifically in the local economy of the discussed seven municipalities both in the
municipalities of Etropole and Panagyutesshon whose territory the copper extraction
enterprises operate. The confirms the conclusion that the regional effect of Aurubis Bulgaria is
strongly pronounced in the nine discussed municipalities both in the role of the company as a
user of copper raw aterial, of various goods and services, which are supplied by local
enterprises, and as an employer which provides high remunerations to its employees, who
respectively create additional demand for local goods and services.
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ABSTRACT
Nonfinancial reporting is becoming an increasingly important component of corporate
reporting. The obligation to publish ndmancial information, which primarily includes
information about the copany's impact on the environment and society, i.e. information about
corporate social responsibility, which is regulated by Directive 2014/95/EU, was implemented
by the latest amendment to the Accounting Law (Official Gazette, No. 120/16.) into thel nationa
legislative framework of Republic of Croatia. In recent years, the awareness of stakeholders
(investors, regulators, employees, customers, suppliers) has increased and the information
provided in the financial statements is not sufficient to understaddoeesent the complete
business of a particular company. The paper aims to investigate and show the importance of
norfinancial reporting, the obligees of compiling a Aiimancial report, and the regulation
governing norfinancial reporting.
Keywords: non-financial reporting, financial reporting, regulation, corporate reporting,
business management

1. INTRODUCTION

The business environment is changing extremely fast today, and all those who are following
the path towards competitiveness and businessesftig will increasingly emphasize the way

they do business, the sustainability of the business, and the creation of value for customers in
their practice. The quality of company management is also contributed by corporate reporting,
financial and noffinancial reporting, which today greatly contributes to greater visibility, and
recognition and ultimately affect the sustainable development of the organization. The
preparation of noffinancial reports is becoming more and more common in companies because

it provides information about its impact on the environment and society and contains or may
contain information related to environmental, social, and personnel issues, issues of respect for
human rights, and the fight against corruption and bribery-fivamcial reporting is not strictly
regulated, it is only a recommendation to compaMés.can say that companies often show
ambiguities in the quality, form, content, and compliance offimancial reports with legal
regulations, which leads toncertainty and questioning of stakeholders' expectations: Non
financial reporting helps identify areas for improvement and initiates a cycle of improvement.

It also focuses on risk management because it enables the identification and improvement of
critical points in the business process and thus enables the development of the reputation and
contributes to the transparency of the organizaG@mpanies have recognized the importance

of nonfinancial reporting, through which they create trust and buildzdity relationship with
stakeholders, encourage changes and influence the transparency of operations, and achieve
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easier access to capital. This paper aims to analyze and investigate the arefinaincai
reporting (regarding the regulation of finaacireporting), its legal regulation, and its
contribution to the quality of business, transparency, recognition, and sustainability of the
organization.

2. CORPORATE REPORTING

Corporate reporting implies the publication of information and financialteansp ncy ( Dr opu
Rugil, 2011). According to Gulin et al. (201
entities whose securities are traded on regulated financial markets and represents the main way
in which business entities communicate withastors and other interested users as part of their
responsibility and obligations towards them. Corporate reporting is a broader term than
accounting and financial reportindhc cor di ng t o Radman Pega et
accounting reporting is te@cord economic activities, while the goal of financial reporting is to
process the results of accounting reporting, all to create information that points to the success
of the company's operations. A quality regulatory framework of corporate reportimdpotas

to the very quality of corporate reporting, and an increasingly important aspect of corporate
reporting is voluntary reportind:he distinction between mandatory and voluntary reporting is
contained in the fact of whether or not there is a regylétamework that prescribes reporting
requirements. When we talk about mandatory financial reporting, we mean financial statements
that business entities must compile and publish, as well as mandatory additional reporting
required by the capital market g@ator, which includes the publication of additional
information, along with financial statements. Voluntary reporting represents an additional way
of informing investors and other interested users and includes all financial afitharosial
information that is not covered by mandatory reporting, and the coverage of voluntarily
published information is determined by the management of the business Entiprate
reporting does not only provide quantitative information, but also qualitative informatidn,

the same does not have to be aimed only at the public and existing and potential investors.
Corporate reporting is primarily aimed at investors, and its fundamental goal is to reduce the
information gap between business entities whose securitiesadezlton regulated financial
markets.Corporate reporting is continuously upgraded and improved from year to year and
includes financial and nefinancial information, i.e. financial reporting and reporting on-non
financial information. Corporate reportings a form of voluntary reporting, is an additional

way of informing investors and other interested users and includes all financial and non
financial information that is not covered by mandatory reporting. In this work, the emphasis is
on nonfinancial reorting and nosfinancial information that results from ndimancial
reporting and is a component of corporate reporting.

3. FINANCIAL REPORTING AND ITS REGULATIONS

Financial reporting has existed for many years and over time has changed and developed
aacording to the needs of the market and its users, but always following the adopted accounting
standards. According to Gulin et al. (2016) publication of financial accounting statements to
external users must always be following generally accepted acappnintiples, i.e. adopted

i nternational or nati onal accounAccomngng st and
i nformation is information that i s needed in
accounting information should be relevant antaleé, but above all understandable to users.
Therefore, when talking about management, it is impossible to ignore accounting as a
fundament al source of i nformation (Gager et
divided into two groups: (1) Inteanl user s, and ( 2Dutidkyxetae, 20d®.] us er
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The laws, standards, and rules governing the financial statements of entrepreneurs in the
Republic of Croatia are:

1 Law on Accounting (OG 78/15, 134/15, 120/16, 116/18, 42/20, 47/20),

1 International Financial Reporting Standard$~RS (which also includes International
Accounting StandardslAS),

Croatian financial reporting standarddSFl,

Ordinance on the structure and content of annual financial statements (Official gazette., No.
95/16, 144/20).

T
T

According to Dragil Lutilsky et al. (2010) ,
general sense as accounting information presented in a specific standardized- or non
standardized written form. The types and content of finarstetements depend on their
purpose, that is, on the requirements of their users, while the following can be classified under
the framework of financial reporting: (1) accounting assumptions, (2) accounting principles, (3)
accounting standardsFinancial eporting standards, and (4) accounting policlé® goal of

financial reporting is to provide information on the financial position, performance, and
changes in the financial part of the reporting entity. Therefore, the general goal is to satisfy the
need of users for quality information that is needed when making various, usually economic,
decisions.

4. NON-FINANCIAL REPORTING i FRAMEWORK AND REGULATIONS

Non-financial reporting is the process of preparing and publishingfinancial information

about the efficient operation of a company in terms of social responsibility and the environment.
Such efficiency includes the measurement of physical efficiendicators, but also the
financial qualification of the company through various measurements, e.g. workforce training,
environment al cost s, i nvest ment i n empl oyee
Nonfinancial reports are intended for internahd external users of the company and
complement the annual financial reports, improve the quality of the information contained in
them, and highlight strategic values and future business directions in the coming periods, which
leads to complete, measur@bbnd more specific reports. The development offimamcial
reporting occurred in the 80s of t meghe 20t h
literature, norfinancial reporting is associated with terms such as reporting on sustainable
development reporting on socially responsible business, reporting on environmental
protection, and threbalance reporting. The importance of such reporting has grown strongly
in recent years, as information on corporate sustainability becomes increasingly imjgortant
investors, consumers, and other stakeholders when making decksionbis purpose, the
Sustainability Reporting Guidelines were developed, the goal of which is the harmonization
and comparability of sustainability reporting, i.e. reporting on ecancanvironmental, and

social impacts for business entities around the world (Global Reporting Initiative (GRI) 2013).
In their work Gulin et al. (2016) point out that there is no standardized form of a report for
publishing norfinancial information, andome of the nofinancial information that business
entities publish are:

general information and key indicators for the industry,

brief history and development of the business entity,

information about business goals and strategy,

description of thenain products and services,

market share analysis,

information about related persons and transactions with related persons,

information about the achieved awards of the business entity,

E N |
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largest shareholders and voting rights,

information on the market pecof shares,

CVs of members of the management board, supervisory board, and audit committee,
code and policy of corporate governance and the manner of their implementation,
development plan for new products and services,

marketing plan,

risk factors thatan be predicted,

information about employees (gender, age, qualifications),

human resources management policy,

information on employee salaries and bonuses,

reward policy for board members and key management,

attitude towards the environment,

social resposibility,

different forecasts and analyses.

A A2 -42_9_-9_-9_49_9_°9_-49_-5_-°2--

Among the mentioned neimancial information, lately more and more attention is focused on
sustainability and socially responsible business, therefore reporting on sustainability and social
responsibility of bainess entities is one of the newer trends in corporate reporting, and their
necessity is gaining importance. The reasons for reporting on the sustainability and social
responsibility of business entities are contained in the knowledge of the importaootaty
responsible business and reporting on the same for different Weéls.the growing
development of nofiinancial reporting, international initiatives to promote +imancial
reporting began to be launched, and the most famous one is the Ré&gxating Initiative

(GRI), which was founded in 1997. It is the first initiative to develop a comprehensive
framework for sustainability reporting, while their latest version (G4) gradually evolved into
the GRI Sustainability Reporting Standarkis2014,the obligation of nofiinancial reporting

was established at the level of the European Union according to Directive 2014/95/EU. The
adoption of Directive 2014/95/EU on ndinancial reporting followed the adoption of
Accounting Directive 2013/34/EU. Acating to the aforementioned Directive, nmancial
reporting implies the publication of all information related to the company's impact on the
environment and society. The economic, social, and environmental dimensions are considered
the most important diensions of the business impact of each company and, according to the
Directive, are the information that the entrepreneur must publisé. Directive does not
introduce a standardized reporting framework, nor does it require the application of any
standad for nonfinancial reporting, nor does it prescribe detailed content requirements for
publication, but only that companies are obliged to publiskhfimamcial information following

the Directive. The Accounting Act (Official Gazette 78/15, 134/15, 128hth116/18, 42/20,
47/20) transposed Directive 2014/95/EU of the European Parliament and of the Council of
October 22, 2014, on the amendment of the Directive 2013/34/EU regarding the publication of
nonfinancial information and information on the divéysof certain large companies and
groups (Croatian Accounting LawJhose obliged to prepare néinancial reports according

to the Directive on noffinancial reporting 2014/95/EU, which entered into force at the
beginning of 2017, are large entreprenauin® are subjects of public interest and who, on the
balance sheet date, have more than 500 employees during the previous business year (table 1).
This report became fully mandatory for publication in the financial year starting from January
1, 2017, or dung the calendar year 2017.
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TYPE OF COMPANY CRITERIA OF COMPANY SIZE
more than 500 employees
Large companies property value greater than EUR 20 million

net turnover of more than 40 million euros
Listedcompanies
Credit institutions
Insurance companies
other entities of public interest which, due to their activit
size, or number of employees, are defined as such b
member state
Table 1: Those obliged to compile and publighoa-financial report

(Source: Krivalil D., Antunovil M.: Nefinanc
ralunovodstvene sustave, Zbor ni-88 accardimgwa Vel e

Directive 2014/95/EU and Directive 2013/3UE

Subjects of public interest

This form of norfinancial reporting became mandatory in 2017, and EU member states had a

two-year deadline to harmonize their national laws with the current Directive. The first non

financial reports were published in 2018. Directive 2014/95/EU accotding Kr i val i |

Antunovi i (2018) requires companies to desc!

adopted policies, and encourage them to be guided by known reporting frameworks. The

frameworks for compiling noefinancial reports are not predeeid by Directive 2014/95/EU,

so the frameworks of nehi nanci al reporting according to

which companies are encouraged to use are:

1 Global Reporting Initiative (GRI),

1 EcoManagement and Audit Scheme (EMAS)

1 UN Global Compact (USC),

1 Guiding principles on entrepreneurship and human rights for the implementation of the UN
framework program "Protection, Respect, and Assistance",

71 Guidelines for multinational companies of the Organization for Economimp@cation and

Development (OECD),

Standard ISO 26000 of the International Organization for Standardization (ISO),

Tripartite declaration on principles relating to multinational companies and social policy of

the International Labor Organization (ILO).

= =4

When writing andcompiling nonrfinancial reports, a standard framework should be applied.
One of the most commonly used frameworks is the Global Reporting Initiative (GRI)
framework, but it is not necessary or even desirable to choose only one standardized non
financial rgporting framework, but to study different guidelines and choose the one, or more,
that best suits the business and profile of the organiz&immfinancial reports that comply

with the GRI Standards must include the following:

1 Principles ofreporting to determine the content and quality of reports,

1 General information about the organization and its sustainability reporting practices,

1 Access to the organization's management of each material topic for sustainability,

1 Information about the org&ation's impacts related to economic, environmental, and social
material topics (eg material topics for the sustainability of the organization can be Indirect
Economic Impacts, Waste, Employment, Emplejisagement Relations, Health and
Safety in the Wdkplace, etc.).

The most common forms of ndimancial reports in practice are the social responsibility report,
the sustainability report, and the integrated report (table 2).
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REPORT ON SOCIAL
RESPONSIBILITY

SUSTAINABILITY
REPORT

INTEGRATED REPORT

Systematic communication o
entrepreneurs with stakeholde
about their social and
environmental impacts and th
impacts of company
management, which are not

covered by financial

performance indicators

A report published by an
entrepreneur on the economi
environmental, and social
impacts caused by daily
business activities

Cohesive and efficient
approach to reporting by
entrepreneurs to improve the
guality of information and
enable a more efficient and
productive allocation of capits

Table 2:Definitions of separate nefinancial statements used in practice

(Source: Vuki

., N. (2015)

|l zvjegtavanje

Law on Accounting and Directive 2014/95/EU, RRIiF, No. 12, pp. 48)

To improve the consistency amdmparability of noffinancial reports that are published

0

throughout the Union, nefinancial reports should contain measures taken on: environmental,

social, and personnel issues and issues related to human rights and the fight against corruption

and brikery. According to the Accounting Law, Article 21.a. companies include in their

management reports ndimancial reports that contain information on the development,

business results, and position of the entrepreneur, as well as on the effectivenesdivitids

related to environmental, social, and personnel issues, respect for human rights, the fight against
corruption and issues related to bribeon-financial information is also known as ESG
environmental, social, and governance (ESG) informatmvironmental issues include the

n

areas of (1) the current and foreseeable effects of the company's operations on the environment
and, if necessary, on health and safety, (2) the use of renewable andfenewable energy
sources, (3) the emission of grdouse gases, (4) the use of water and (5) air pollution. Social

and personnel issues deal with: (1) guaranteeing gender equality, and (2) implementation of
fundamental conventions of the International Labor Organization, working conditions, social
dialogue, respect for workers' right to information and consultation, respect for trade union
rights, health and safety at work, and dialogue with local communities and/or on measures taken

to ensure the protection and development of these commumiitiesan ridits and the fight

against corruption and bribery include information on the prevention of human rights violations

and/or valid instruments for the fight against corruption and bribery-fidancial reporting is

still a big challenge in practice througholie EU, especially for the level of its harmonization,
where the aspiration is to establish transparent business concerning environmental, social, and
personnel aspects of a business. Hfinancial reporting as a process of preparing information
about thecompany's effects in the context of sustainable development requires understanding
by management, but also synchronization and supplementation from the aspect of financial

reporting. Non-financial reporting directs the business and the organization tofwarce

periods, creates a clearer picture of the entrepreneur's business, and contributes to the
sustainability of the organization and its business -filmancial reporting brings with it several
advantages, such as letegm planning and investment, aehg risks, negative impacts, and

the impact of the organization itself on other market stakeholders, monitoring one's progress
and social impact, achieving tweay communication with the environment, setting an example

for others through the good praeiof nonfinancial reporting, transparency, work on the
image, better economic indicators, and others, which should become recognizable by

management to fulfill the role of neéimancial reportingThe goal of reporting on neimancial
information is prinarily to increase the transparency and comparability of entrepreneurs,

however, according to international reporting frameworks and the Directive, entrepreneurs still
retain the right to report only information that does not harm the business positiogirof t

company.
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5. CONCLUSION

Sustainable business includes the economic performance of the company and its social
responsibility while simultaneously protecting human and natural resources. Today, an
indispensable component of corporate reporting is-fim@ancial reporting which provides
information on the economic, environmental, and social components of the business. Due to
the growing need for transparent business and greater visibilityfimaorcial reporting is
gaining more and more importandeespiteits importance, there are still problems and
difficulties regarding the misunderstanding of ffarancial reporting, which requires the entire
process of their harmonization (regulatory requirements, transparency of reporting) to create
reliable and commhensive noifinancial reports. The quality and transparency of financial
reporting contribute to the development of the organization as well as society and its wider
community, enabling easier comparability of companies, which can ultimately contriltiuge to
improvement of business processes and organizational models, but also ultimately affect
growth, development, and competitiveness on the méaekeictly all of the above should be
achieved through the function of financial reporting in terms offimancial reporting and in

this way achieve their connection and cohesion, as well as the satisfaction of all stakeholders
involved in the process of managing the organization. Quality and reliable financial reporting
is the key to the organization's succegs)e nonfinancial reporting, on the other hand, carries
with it a component of sustainability and the involvement of key internal and external
stakeholders in the organization's management proBesgress in terms of ndmancial
reporting is visible companies through their business strategies understand the importance of
nortfinancial reporting, based on the legal framework they publish the same, whereby non
financial reporting ceases to be only a listing of environmental and social aspects esdusin
and increasingly becomes quantification, analysis, and reporting of material aspects for the
company and its stakeholders.
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ABSTRACT
"Aresearcher is a 'clever sucker' who serves humanity but is not appreciated or not appreciated
enough for it. He/she has a lot of work, but mostly little pay. There is some excitement in what
he/she does, but it involves a lot of fiddling. The researshsrto go in many directions, but
there are many dead ends. Thus it takes a very strong determination to choose this path. Without
dedication, perseverance and patience, you cannot succeed." In short, this is the outcome of a
qualitative survey among stets on the perception of research careers in four universities.
The focus groups made up of university students provided a lot of insights into what the image
of researchers working in science and academia looks like from the outside and what could
possilly make research careers attractive to members of Generation Z.
Keywords:research, research career, image, perception, focus group, qualitative study

1. INTRODUCTION, THE AIM AND METHODOLOGY OF THE QUALITATIVE

RESEARCH

At the end of 2021, a research telaah by the author of this article mapped what Generation Z,

and more specifically university students, think about innovation. The first step of the two
phase research was a qualitative survey. On the one hand, the exploratory focus group procedure
formed the basis for the second phase, a targeted questionnaire survey quantifying the
significant points of the problem. On the other hand, a characteristic of qualitative research is
that the exploration of perceptions and attitudes provides concrete resudiart be interpreted

in themselves, providing the basis of which action directions and recommendations can be
formulated in relation to the research questions (Schleicher 2007, Babbie 2020).

In the qualitative phase, focus groups were used. This iatarview technique in which
appropriately selected members of the target group participate in a joint interview. For
methodological reasons, a group usually consists of eight people. The advantage of this method
over individual interviews lies in the imaction of the participants in a lifelike group setting.

The group situation provides an insight into how group members relate to, think about and feel
about an 'object’, product, service or concept (Vicsek 2006, Mitev et al 2015, Cyr 2019, Straus
2019, Kuegeri Casey 2014, Morgan 2018, StewarShamdasani 2014). In addition to the
specific answers of the respondents, the comments attached to the response, gestures, and group
dynamics all carry valuable information. One of the main strengths of focus ggeearch is

that it is better suited to 'modelling' opinion formation and debate than other methods.

The focus group is one of the most suitable tools to clarify an exploratory research question or
to formulate hypotheses. It is also recommended feeldping a general picture and gathering
background information; generating creative ideas and new thoughts; identifying potential
flaws in a draft; and gathering associations concerning the research question. In order to take
into account the differentfé situations of the target group members (university students) and
the resulting differences of opinion and views, the study sample was filtered according to the
geographical location of the university of education and the field of study of university
edcation.
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We distinguished 3 groups according to the geographical location of the university:

1) Western Hungary (University of Sopron)

2) Budapest (Budapest Metropolitan UniversitylETU, Budapest University of Technology
and Economic$ BME)

3) EasterrHungary (Neumann Janos University, Kecskemét)

In terms of the field of university education, the research covered 3 groups:
1) Participants in economic courses

2) Participants in technical courses

3) Participants in social science courses

In order to get tcknow the widest possible spectrum of feedback and attitudes, four focus
groups were held. This made it possible to identify the relevant aspects of university students
and to control the distorting effects of any opinions that might appear accidentally.

Setup of the qualitative, focus group study
Group 1 Group 23 Group 4
(Sopron) (Budapest: METU, BME) (Kecskemét)
U0 1824 years old i 1824 years old U 1824 years old
U0 Mixed compositionin | U Mixed composition in U Mixed composition in
terms of the field of terms of the field of terms of the field of
university education university education university education
i Men and women mixed
U Even age wtribution within the age zone in all groups
U At | east 2 people per group who have
(TDK)
U Atleast 2 people per group who work alongside their studies
U Atleast 2 people per group who have their own busioease involved in a family
business

Table 1: Main characteristics of the qualitative focus group study, sampling
(Source: own research, 201

The qualitative research covered several areas, such as: attitudes of Generation Z towards
innovation; Meanings and perceptions of innovation; Participation in innovation; Aspects of
innovation promotion in the 184 age group; Characteristics of innovative thinking; The
meaning of the word startup and attitudes towards it; Entrepreneurshguacting startups;
The ideal startup organisation; SpHrceptions of Generation Z; and last but not least,
perceptions of research careers. In terms of the latter, the following questions were discussed
with students during focus groups:
1 "What do you timk of a career in research? What do you think of the words research,
researcher?"
1 "How do you see research and the results of research affecting your immediate environment
and your own life?"
1 "What do you think are the ways to make scientific researehcaseer interesting for the
18-24 year old generation Z?"

In addition, we also asked them to describe what they think a typical researcher looks like:
"Imagine that we are waiting for a typical researcher. Suddenly there is a knock on the door
and here he/she is. Describe what he/she is like. (Look, appearance, interior, marital status,
financial status, health, gender, age, grooming, character, dress, style of behaviour, etc.)
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How does he/she live?

What is most important to him/her?

Does he/she hawoals and plans? What are they?

How successful is he/she, how satisfied is he/she with his/her life, is he/she happy?

What does he/she do in his/her spare time? Does he/she like to have fun? How? What does
he/she spend his/her money on?

How does he/shesbave: in a group of friends, with strangers, with men, with women?

How attractive is his/her way of life to you? In what ways would you like to be like him/her
and in what ways would you not? Why?

E R

= =4

2. GENERAL RESULTS: PERCEPTIONS OF A CAREER IN RESEARCH

It can be said that there is ambivalence in the researchers' perceptions. In simple terms, the

typical view was that the researcher was a "clever sucker" who served humanity but was not or

not sufficiently appreciated for it. The first reactions to the wesdarch and researcher were

as followsi the information in brackets, in italics indicate what was said in the focus group:

1 A smart person who has the innate ability and dedication to res€afelfshe is quite a
clever person, actually, there apeople who are born with it in them, that they are a bit
more advanced than, say, the average person, they do research on these things, or someone
is interested in it, and not everyone is born to do research, even if they want to, but they are
not as goodhat it as someone who is born to it, so to speak.”; "You can also say that it's a
way of life, that he/she thinks about it day and nigt#40)

1 The researcher serves the whole of humanity, but it may not benefit the individual, it may
not pay off, he/shenay not be "rewarded("Actually, it occurs to me that those who do
research are not really serving man himself, but rather humanity, because let's say someone
starts doing research in physics, whatever, in some discipline, he/she has an idea and not
necesarily in his/her lifetime, but maybe one or two years later it will be useful to humanity,
but not to that person in his/her lifetime. It's for example a negativ aspect to it."; "Yes, the
result that he/she succeeded but he/she leaves disappointed.”)

Primary associations with a research career:

A lot of work

Low pay

Excitement

Lots of fiddling, going in many directions and lots of dead ends
Testing

Patience

Dedication, perseverance

Learning new information, gaining experience

Very strong determination

=4 =8 -4 -9_-49_-9_-95_-45_-°

It is fair to say that many young people do not find a career in research financially rewarding.
They associate this with conditions in Hungary, where they consider it to be valid. Financial
appreciation is also considered to be much more importanteigfocompanies or in foreign
companies in Hungary. Researchers in Hungary are seen as working out of dedication, putting
aside their situation, and this is their motivational b@@&ancially they are ... poor. ... Yes.";

"There are some topics that atended by grants, but not everything."; "A career in research,

the problem is that someone comes up with something really good, but doesn't get there because
they starve to death in the meantime. A lot of research careers are that someone does research
and if it's not that popular, then he/she has to work on something else besides it.
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Minimum resources for living, minimum wage is likely. You have to be rather dedicated, you
have to be more driven by the feeling that the person who wants to do it, doesessarily

do it because of such external material factors but because of their personal factors, | mean,
people who are like that want to change the world.")

According to the participants of the focus groups, in Hungary, a career in research igl stressf
especially in the private sector. There are grants that can make a research career rewarding, but
it is difficult to plan for. There is ambiva
interesting and attractive, but it is a lot of wonkjich can only be done out of dedication. In

the past, interviewees described their generation as being distinctly resentful of the workload
and existential insecurity:l used to work in a research company, the fact that you see Hungary
as a starting pmt. ... It was a chemical engineering company, a surface treatment company,
but researchers don't just exist, there are universities and companies that have very tough
tenders and receive huge sums of money; the research thing, the fact that in ouy countr
research is unfortunately now intertwined in such a way that research is done in the university,
and the financial situation there is not necessarily perfect, they are not paid as much, that's one
thing, but research work involves a lot of setbacksnitish more stressful than people imagine,

it's also a huge pressure, it really is, especially if you're in a competitive company. It's good,
and it's very interesting, | liked that part of it, but you have to pick up the pace, there's as much
work as in gproduction company, it's not all like you're there three times a day having coffee
for two hours, but it is a good career really, but dedication is needed, that's a fact, but you also
have to admit that it involves a lot of workThose who would like tbe researchers stressed

the importance of the topic of interest. The topicality of the pandemic was a key factor in this
assessment. Health issues came to the fdnmentioned that, yes | did. I'm very interested in

the topic itself and how it could Iséopped, there are epidemics for which there is no medicine

to date, they can only slow it down or alleviate the symptoms."”; "I'm mainly interested in
diseases. However, I'm a business and marketing major, but | didn't study biology in high
school, so | din't have the opportunity to go to medical school.")

Aspects that enhance the attractiveness of a research career:

1 The results of the research could be of breakthrough signifi¢dhceuld be attractive at
the level of revealing how society nésels about certain things and whether that again
could help companies in how strongly they need to communicate about something, where
the breakthrough could be.")

1 Research work is a creative activityambivalence about whether it can be afforded as a
holbby ("Very creative."; "When I'm on a stable footing, with a massive income, then.")

71 It promotes development, innovatigtHe helps us with data that, let's say, promotes
innovation.")

Not attractive in a research career:

1 They see the life of theesearcher as a lonely, isolated world, where the researcher misses
out on a lot of things because he/she is solely focused on resédescsutch a lonely and
isolated world."; "For me it's not because he/she misses out on a lot of things, human
relationships, because he/she is focused on one goal, having a good idea that he/she has to
do, putting all his/her time into if)"

1 Itisrisky in the sense that there is a lot of competition and the results may expire in a short
period of time. The work investedll not pay off in that casel{'s difficult because what
if you're doing research on a topic and a year later a much better solution and comes, you
find out that it's all been a waste of time."
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3. IMPERSONATION: "'THE TYPICAL RESEARCHER'

As already metioned, the focus group participants were asked to try to imagine a typical

researcher who has all the hallmarks of a researcher. The projective exercise revealed hidden

attitudes to researchers' careers. The impersonation was not clear. Opinionsludat inc

contrasts were based on different personal experiences or on various film experiences (e.g.

Indiana Jones, The Big Bang Theory). The gender of the "typical researcher":

1 More like a man (Man. Male. The overall average is a man."; "Male."; "I'd likethink it
could be a woman, but because of the stereotype a man comes into ty mind

1 It could be a woman §he's about 480, more like a woman. She doesn't care about her
appearance, about looks; she cares about being clean and tidy, but her mosairniogic
is not dressing fashionably, her focus is not lo9ks.

1 Unclear definition of gendef'lt doesn't matter if it's a man or a woman, he/she does
research, is dedicated and persistent”; "I wouldn't define that clearly”; "When | hear
'researcher’, | think of a picture, and | can't imagine it's only a man; | think of a woman and
a man, | can't imagine it's only a man"

Age of the "typical researcher":

1 Old ("Wears glasses. OIY.

1 Could be yound The Big Bang Theory series effectt{8 completely random, in The Big
Bang Theory, for example, Sheldon Cooper is a very young man, a-seemyhing year
old man who won the Nobel Prize, that's what the series is dpbout.

1 Middle-aged("I'd say around 40."; "I'd say 480. ... That's when caers tend to be at their
peak."; "I'd say 30, under 30 is very rare, over 40 yes, more from 30 onwards." "lI'd imagine
middle age, above 45, that's when you can really fulfil your potential professionally, not
being an assistant, not being an intern and bealyeing the leader of something.")

The characteristics of a "typical researcher":

1 Organized (Likes order very much

1 Curious, passionateQurious. Can be passionate about a subjgct.

1 Team player (Team player, usually you don't do research alonggtigealways a process
in a research that takes you further, it needs more pépple.

1 Dedicated (Because he/she is dedicatgd.

The financial situation of the "typical researcher":

They think it depends on the research topic. A more moderate materigefiposvas
considered more typical Pobor."; "It depends. "; "I know a historian who found meaning in

life, you could say, not having much money, barely making a living from all these
archaeological finds and excavations, but after finding something,eoagh of 40, wrote a

book, and suddenly was funded, then getting more money; but at the very beginning when only
doing research, one might not be in the same financial situation as he/she is a few years later.";
"It all depends on the research topic as lwklaybe someone won't achieve anything in their
research, but maybe someone like this archaeologist will, and they'll be recognised in'the end.

The appearance of the "typical researcher":

It has provoked controversy. Opinions ranged from shabbyetyg elegant. Elegant.”;
"Shabby."; "Some people are very elegant and others wear simple everyday clothes."”; "For me
it is more elegant."; "How they dress depends on what field they are researching."; "The
archaeologist and historian | know is quite éeg"; "Manly, modest."; "Welgroomed. Yes,
well-groomed:)
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What is most important for the "typical researcher":

Research is a life goal, not just a joR€Search itself. It's his purpose. It's what he's dedicated
his life to"; "Research is the begingirand the goal, it's what he's dedicated his life to"; "To
achieve something”; "To achieve results through research”; "He/she has no other goal,
whatever is set out to achieve, should achieve it, whatever the field"; "He/she wants a little
recognition”; "ANobel Prize"; "It's usually a warm handshake, a hug or a pat on the pack”

The behaviour of the "typical researcher":

1 An average character in his/her behaviour. He/she is not the centre or the voice of society,
but he/she is not on the periphegher. (He/she may not stand out, but he/she doesn't
close off either. He/she is not the centre, but is not necessarily the most reserved personality.
I'd say the person is more average.")

1 Talks a lot in company, but mostly about his/her own researah (dp a company, he/she
is happy to talk to anyone."; "And talks a lot."; "About his/her own topic."; "No, he/she is
open to new topics, bacause maybe it has something to do with his/her research.”; "But
he/she can lead you it his/her own topjc."

1 He/stke is a narrow specialist, just doing his/her j8. fesearcher is always researching,
always looking for opinions, always looking for different views on the world, always asking
opinions on the subject of his/her preference. "; "He/she is always oobthdges it all the
time, and then one day collapses from exhaustion"; "It's the Indiana Jones kind of person,
up in the cathedral one minute and out in the field the next, this is the way | could imagine
the male researcher, and the female one in the seaye’)

1 The satisfaction and happiness of the "typical researcher" depends mostly on how much
appreciation he/she receive$iélppy, yes, because he/she is dedicated, thinks that he/she
can achieve a very good goal if he/she can figure something out"; ¥lsbke considers
his/her work as a hobby, doing it with heart and soul”; "I don't think he/she is happy"; "I
don't think he/she is happy either."; "Because he/she is looking for what is bad and not for
what is good, and for that you need to have a vewgldeed, so to speak, social thinking,
so that you can think in a way that you can see what is beautiful in life, and that is not
characteristic of scientists, maybe it is characteristic of their professional skills, but not of
their social skills, and thtais why they tend to see the bad aspects, in the social field they
tend to see the bad aspects, precisely because they are not the centre of the company."”; "I

would say he/she doesn't get enough credit for his/her work. There are very few researchers

nowadays, there are a lot of people coming up with new things all the time, but very few

that have survived at the level of honours, but they're still improving things all the time, it's

just that a lot of people don't get that recognition for it. Even a ttexal one, just the title,

that he/ she is really considered as a rese

inadequaté’)

4. VISION: WHAT MAY MAKE RESEARCH ATTRACTIVE FOR GENERATION Zz?

The typical researchédrif he/she cannot make a connentidor example because he or she
uses too much jargdnis less charming and interesting. This opinion of university students is
well related to what they have experienced in university lect{iiebe/she is very clever,
he/she is not so nice, | mean/die uses jargon to address the audience in a lecture, and three
quarters of it is not really clear to us because of the jargon used"; "A Hnalvkind of
person."; "He/she can say anything, we won't understand that because of the wor8s used.
Opinions are divided regarding the attractiveness of the researcher lifestyle. It is considered to
be personalindependent, being more attractive for introverts and people who tolerate
monotony (Tt depends on the person, if you can tolerate monotonycgoube a good
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researcher"; "Some people are so simple and they get by with it, it makes them happy"; "There
are a lot of stereotypes about researchers being very introverted and gray People.

It is unattractive, people with the opinions below would ikat to do research work:

The researcher lifestyle is not attractive because he or she does not feel the necessary dedication
to everyday research. For them, it seems to be a tied lifestyle and they think that work does not
end when the working hours areeov (‘1 certainly wouldn't be one. I'm not that much of a
researcher, | can't imagine doing research every day, | wouldn't be that kind of person”; "It's

a more reserved way of life"; "The researcher takes work home, never stops thinking; | put the
work davn when the working hours are over and take care of myself, after the working hours |
don't want to be thinking about what else | should look at, what else is there."; "It's a bit more
of a tied way of life"; "I'd do it, too, because | like 3D, for examatel | can imagine further
development in this technology, researching to make it as good as possible, but | wouldn't want
to spend my whole life researching day and night or constantly thinking about it. | want to do
other things in my life, too.")

It is attractive, people with the opinions below would be keen to do research work:
1 The researcher lifestyle is attractive for those who like profslelving challenges
("Gladly. I like solving problems, if | want to work somewhere | don't want to hateaititl w
to do a thing, a job that | like, and let's say if it is problem solving, research, it is something
that |1 | ike, solving problems) and that's \
71 Itis diverse, always bringing something new, and researchers are dointheyhbite. ('l
imagine it to be more varied, this is too typical for me."; "It can be very varied, in a good
case theyobére doing what they 1i ke, wi t hin
different to look at or develop."; "Within their work it&ried, there are always new
stories?)

5. CONCLUSION, THE RESEARCHER'S CAREER IN HEADINGS ACCORDING TO
UNIVERSITY STUDENTS

Based on the 4 focus groups conducted among university students, the results can be
summarised as follows, i.e. this is how young people perceive researchers:

1 The typical researcher is a middiged male, 40+.

1 They are characterised by a sense of commitment to their work.

1 They are tidy, curious and passionate, especially about their work.

1 Financially, they tend to have a modest existence, but this also depehdw current their
research is.

Their appearance is uncharacteristic, it can be shabby, casual, but very elegant as well.
For the typical researcher, the most important thing is the success of his/her research and
the recognition (professional, moréihancial) that this brings.

They are average characters who fit in socially but are not the centre of attention.

They talk a lot about their work, not interested in much else, being specialists.

Their satisfaction and happiness depend mostly on hovia aqjareciation they receive.

Overall, they are a kind of "clever sucker."

= =4
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ABSTRACT
Internet and rapid development of technology have greatly changed the expectations and needs
of consumers. Given the numerous advantages of Intexoesumers increasingly tend to
choose and buy products from the comfort of their homes. Digital marketing is increasingly
used to promote products and services to meet consumer needs and expectations. Generation
C is one of the consumer segments whose srangipew up with digital media. This group
includes members of all generations whose main characteristic is constant connection via
Internet and devices of the latest technology. The aim of this paper is to analyze attitudes on
the consumer behavior of Gamation C and the role of digital marketing communication in
products selection. The obtained results show that Generation C members search for the
information about goods and services before making a purchase decision and research reviews
of other consums who have used them and shared their experience on social networks and
the seller's website. Generation C members like to share their satisfaction or dissatisfaction
about goods or services they purchased in order to warn others about its shortcomings.
Generation C lives in a digital age where sharing postchase experiences is easy and at the
same time useful for future consumers.
Keywords:consumer behaviour, Generation C, digital marketing communication

1. INTRODUCTION

The digital age and-marketing greatly influence consumer behavior. The appearance of online
stores made it possible to shop with almost one click, while on the other hand, social networks
made it possible to advertise products and services to a tanget@rconsumers. Information
spreads quickly through social networks, so consumers share thepupcishse experience

with other social network users or seek additional information and experiences from others
before making a final purchase decision. &ation C as one of the consumer segments, whose
members grew up with digital media. Generation C is looking for new content every day, and
their decisions are based on online content. Therefore, many brands have focused their
marketing activities on conté marketing. Members of Generation C share their experiences
not only with friends, but with all users on social networks. Generation C has an ingrained need
for research and development, while accepting new technological developments that result in a
pronounced tendency to chanddie main objective of this paper is to analyse attitudes on the
consumer behaviour of Generation C and the role of digital marketing communication in
products selection. The answers of 208 respondents were collected througkiey su
guestionnaire in the periddarch-August 2022
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This paper is organized as follows: after the introduction, the second section deals with an
overview of themost popular social networksThe third section focuses on marketing
management on sociaétworks. Section 4 presents the consumer behaviour and Generation C.
Section 5 describes the used methodology and sample, while Section 6 presents empirical
results from the study. In the last section conclusions are given.

2. SOCIAL NETWORKS

Social meda have become channels for communication and obtaining informationstrat

prefer over other online platforms, such as websites, blogs, forums. Social networks have
become one of the biggest revolutions in human communication, and an increasing rfumber o
people use them every day. A social network can be defined as-lzased service that allows

an individual to create a (senpublic profile within a limited system, articulate a list of other
users with whom he shares connections, and see and cdngpenatact list with those created

by other users within the system”. (Grbavac and Grbavac, 2014). Digitization has enabled
producers to get closer with their consumers, who nowadays spend more and more time on
social networksThe most popular social wedrks are Facebook, Twitter, Instagram, YouTube

and TikTok. Facebook is used to post photos that encourage other online users to comment and
communicate (Grbavac and Grbavac, 2014). Facebook's success can be attributed to its ability
to attract both consuens and producers to simply create a profile on this social network.
Instagram is a free app for sharing photos and videos. People can post photos or videos and
share them with their followers or with a select group of friends. They can also view, comment
and like posts shared by their friends on Instagram. Some of the advantages of using Twitter in
business are: constant connection, free business promotion, attracting new customers,
communication, experimenting with tone (Business, 2022). YouTube is avidegesharing
platform that allows users to watch, like, comment, share and upload videos. With
approximately 1.9 billion monthly visits, YouTube is the second most visited site in the world,
and is also the second largest search engine, behind Gooigles@,2020). The content is free

for all users, as this video viewing channel derives most of its revenue from marketing, and has
seen steady growth with the rapid expansion of mobile devices (Duffett, 2020). One of the
benefits of YouTube advertisingtine launch phase of new products and services is influencers,
celebrities endorsing products, as well as YouTubers which are effective in reaching young
consumers (Duffett, 2020). TikTok has attracted users from all over the world, giving different
types & businesses the opportunity to collaborate with influencers. TikTok is also used for
brand promotion (due to reduced costs, more and more users are using TikTok for product
branding) and for influencer marketing which has proven to be one of the basigjtes used

by marketing experts to attract audiences (Choudhary, Gautam and Arya, 2020). It is no surprise
that brands are replacing traditional marketing methods and investing more money in social
media marketing as social media has become an extreamadytant part of consumers' lives.
Social media advertisement has become unavoidable.

3. MARKETING MANAGEMENT ON SOCIAL NETWORKS

Today, the Internet enables the availability of information at any place and any time influencing
different decisions. Techfagical progress has caused a faster movement of goods on the
market, a higher pace of products production and consumption, and the emergence of Internet
shopping which has become an everyday occurrence. The increasing usefulness of the Internet
has led may companies to adapt their business strategies to digitization and direct their
marketing efforts to social networks. Ease use and communication on social networks has
enabled consumers to share their opinions about goods and services, or brands they have
consumed. Social networks, which are used by millions of users, have become a channel that
transmits worebf-mouth information at an enormous speed, thus creating a series of positive
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and negative information about goods and services. The increasingerayagf users online

makes social media the perfect place to gather opinions of those who mattecomsimers.

It is the reason that social networks are increasingly used for business purposes to collect
informal feedback from customers, and to interavith potential customers to let the
organization know that it cares about the opinions of its consumers. In order to achieve their
goals, organizations use various forms of marketing: content marketing, viral marketing, e
marketing and mobile marketingContent marketing reflects a company's or brand's true
promise to create value for (potential) customers through the offering of relevant or free content,
and aims to build longerm relationships with consumers, relying on consumers' proactivity to
seekbrand content which is worth the effort (Lou and Xie, 2020). Content marketing is created
and shared by the company itself, and the fundamental difference between the mentioned form
of marketing and traditional marketing is that the content focuses onehest of the consumer

and not on selling the product. Content marketing can be described as a strategic marketing
approach aimed at creating and distributing valuable, relevant and consistent content that will
attract and retain a clearly defined audemand ultimately, drive profitable customer action.

Viral marketing is also called World of Mouth Marketing, Buzz Marketing, or just Buzz. This
type of marketing implies the voluntary transmission of a promotional message by the users
themselves (Stanojevi |, 2011) . The rapid growth of t he
commerce have made viral marketing an attractive marketing method for most companies and
marketers, but first of all, the factors that influence the attitude of customers towards this form
of marketing should be investigated. Viral marketing consists of targeting specific consumers
to encourage faster product adoption. The selection of influential consumers is not random, but
a complex process of optimization that includes the analyd @idicial network of consumers

in order to achieve the maximization of influence, thus favoring the spread of positive
information (Robles, Chica, and Cordon, 2020). Viral marketing includes any strategy that
persuades individuals to convey a marketingsage to others, and builds the potential for
exponential growth in message delivery. Like viruses, such strategies use rapid replication to
spread the message to potential customersther words, viral marketing implies that the
consumer has the functi@f electronic word of mouth on social networks and media (Hendijani
Fard and Marvi, 2019). Attractive messages are passed on, but it is not easy to encourage
consumers to spread them. Such messages should be fun or intriguing, linked to products that
are easy to use, well targeted, linked to a credible source, combined technologies (Dobele,
Toleman and Beverland, 2005). One of the advantages of viral marketing in relation to
traditional mass media campaigns is the ability to target a specific grougaheus, and this

is achieved in many cases through a network of friendships because it is assumed that they share
common interests. This kind of customer acquisition strategy has more influence and
acceptability of thirgparty advertising among potentialistomers because it comes as a
recommendation from a friend (Bhattacharya, Gaurav and Ghosh, 2019). Kotler and Armstrong
(2012) described-marketing as marketing that uses various online electronic media, while
Fang and Lie (2006) called-rearketing markeéng using web media and various related
transaction activities that consumers can easily accessarketing creates fundamental
attitudes and behavioral changes of consumers who buy online, therefore they are influenced
by emarketing (Priansa and Suryasmdani, 2020). Enarketing can also be defined as "the
achievement of marketing goals through the use of information and communication
technol ogy"” (Stanojevil, 2 0 1 1-jnarketi@nie smallf t he
investments, therefore it is mostaitused by smaller companies that have a limited budget for
the promotion of products and services. Life without mobile phones has become unimaginable.
People became its regular users, which resulted in the emergence of mobile marketing, which
developed ito a powerful tool for attracting potential customers.
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There is more and more research on the usefulness of mobile marketing, and the availability of
various research results allows companies to design appropriate marketing strategies and set up
targetedcampaigns. The mobile phone has also influenced the way sellers communicate with
customers, thus creating new marketing opportunities. This form of marketing enables the
personalization of advertisements, in order to show potential customers only relevant
information and personalized content, which is the opposite of mass marketing, which is used
to promote goods and services in such a way that only one advertisement is created for all
customers and various promotion channels. The Internet has provided ibsight into
consumer behavior, and many companies use it to target only potential customers. Mobile
marketing can be divided into two categories (Golob, 2016):
1 push mobile marketing where the consumer is sent content that he did not ask for, such as
audio messages, messagesy&l, surveys and similar content.
1 pull mobile marketing, where the consumer is sent atiome content request, as well as
promotional messages for network users who have chosen that option.

4. CONSUMER BEHAVIOR AND GENERATION C

Consumer behavior can be defined as "the process of obtaining and consuming goods, services
and ideas from a consumer unit. It also includes-palst processes that include evaluation and
postpurchase behavior. It should be noted that the consumemeaits an individual or a
household that makes a decision. |t can al so
Another definition defines consumer behavior as "a series of psychological and physical
activities undertaken by an individual or houslehin the process of selecting, purchasing and
consuming goods and services." In order to determine the consumer's motives and wishes, it is
necessary to understand three roles in consumer behavior: the role of the goods and services
user, the role of thpayer and the role of the customer, and the characteristics of the product
must be adapted to the requirements and expectations of the user/consumer of the product”
(Previgil and Ozretil Dogen 2007). Consider
behavior is a process, three phases of consumer behavior can be distinguished: purchase phase,
consumption phase and the storage phase (Ke
influence the decision to purchase goods or services. In the secor] thteasery act of
consumption and the satisfaction or dissatisfaction that occurred after consumption are
analyzed, as this will affect the future behavior of the consumer. In the third phase, the
consumer decides how to use the product remains, whiabf igreat importance for
environmental protection. It can be concluded that the analysis of consumer behavior through

all three phases is important for advertising to brands that want to adapt their products to the
needs and wishes of potential consumess, the way they make decisions, the way they
consume and recycle leftovers. Monitoring of trends that also affect changes in consumer
behavior is of great importance, and every individual as a consumer is influenced by numerous
factors and concepts thdtape his consumer behavior.

4.1. Specifics of Generation C

Generation C is made up of passionate consumers and brand advocates, and when they become
brand loyal, they become the biggest spenders, and increasingly they are seen as the most
influential content creators on social media. They are connected, commgicaintent

driven, computerized, communityriented, always clicking. Although they are not classified

by age group, as a rule, they were born after 1990, and they experienced adolescence after 2000.
Their lifestyle has been influenced by the Internegbite devices and social networks
(Friedrich, Peterson and Koster, 2011).can be concluded that this generation is best
acquainted with the advantages offered by technology because they use various devices that
facilitate their communication and shopgin
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They rely on information shared on social media, and use social networks to stay in touch with
friends, family, business contacts, and people with the same or similar interests.

4.2. Products selection method of Generation C

Generation C bases its d&ons before purchasing products on recommendations and
experiences shared by other consumers. They tend to browse websites and social networks to
find out information about products they intend to buy, and they expect reliable content created
by brands ad other consumers. This generation summarizes the special behavioral
characteristics of the previous generations X and Y. This generation is not only made up of
consumers of a certain age group, but a group of consumers with similar characteristics. It is
characterized as a generation that emphasizes content creation (Harde\E &€ gneration
behaves differently from another generation. Generation C is looking for a brand that
contributes to the world and is committed to benefiting the planet to makeetter place to

live. They trust companies that have a positive impact on the wider community, and will choose
brands that will help them create positive effects on society. As consumers, it is important for
Generation C to feel positive, i.e. thaey are valued, cared for, reliable, focused, safe and
satisfied. They are loyal and ready to recommend the brand to their family or friend (Helmi,
2017). It can be concluded that the postchase experience is the key to creating
competitiveness, loyaltgnd sharing recommendations, and results in a differentiation value
compared to other brands, which will make members of Generation C repeat the purchase if
they create positive feelings after the purchase.

5. METHODS AND SAMPLE

A survey questionnaire wareated to collect data on the attitudes of respondents belonging to
generation C in order to show the impact of digital marketing communication on consumer
behavior. The questionnaire was available in the period Mangust 2022 on the social
networks Facebook and Instagram, as well as on the WhatsApp, Viber and Messenger
applications. A link to the survey questionnaire was also sentrbgile In this research 208
respondents participated. According to the age structure, the most respondents arelgtwee
and 30 years old (46.6%). Females predominated (62%). According to the educational structure,
the majority of respondents have secondary education and higher education (50%). The largest
number of respondents earns a monthly income between HRK 77@0Q0e000 (46.2%).
Selected descriptive statistical indicators were calculated and interpreted for quantitative
variables.

6. RESULTS

The conducted survey aimed to analyze attitudes of respondents on the consumer behavior of
Generation C and the role of digital marketing communication in products selection.
Respondents evaluated their attitudes a fivepoint scale, ranging from 1 (pgoto 5
(excellent).

In order to determine whether Generation C members seek the experiences of other consumers
before making a purchase decision, the following variables were defined:
1) How often do you look for the experiences of other consumers on setrabrks before
making a purchase decision (V1)?
2) Towhat extent do you think that quality and optimized content published on social networks
is important for attracting new and retaining existing consumers (V2)?
3) To what extent does feedback about prodactd services on social networks influence
your final purchase decision (V3)?
4) Do you consider feedback about goods and services on social networks relevant (V4)?
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5) Will you buy a good or service if you don't find any feedback about it (V5)?
6) How often doyou buy new goods or services without asking for feedback from other
consumers (V6)?

Variable Mean |Std. Deviation t-test

V1 3,78 0,992 54,922
V2 4,08 0,881 66,719
V3 3,90 0,943 59,705
V4 3,69 0,912 58,366
V5 3,22 (1,137 40,841
V6 3,21 1,164 39,775

Table 1: Respondents' attitudes on the experiences of other consumers before the purchase
decision

(SourceFi gt er) (2022)

According to the results presented in Table 1, respondents showed the highest degree of
agreement regarding the inmence of quality and optimized content published on social
networks for attracting new and retaining existing consumers and regarding the influence of
feedback about goods and services on social networks. With somewhat lower average ratings,
respondents valuated the purchase of the product without finding feedback and without
seeking feedback. The calculated indicators related to respondents' attitudes about the
experiences of other consumers before the purchase decision support the hypothesis that
Generdon C members look for the experiences of other consumers before the purchase
decision. Internet and social networks enable consumers the opportunity to search for
information about goods and services before making a purchase decision, and to research
reviews of other consumers who have used them and shared their experience on social networks
and the seller's website.

In order to determine whether Generation C members easily share satisfaction and

dissatisfaction after a purchase, the followwagiables were defined:

1) How often do you share your satisfaction or dissatisfaction with a purchased good or service
on social networks to share your experience with consumers (V1)?

2) Do you think it is important to share dissatisfaction with the purchasehligt in order to
warn potential customers of its shortcomings (V2)?

3) How often do you visit social networks just to share your own satisfaction or dissatisfaction
with the purchased product or service (V3)?

4) Do you think that it is easier to shaligsatisfaction after a purchase than satisfaction (V4)?

Variable Mean [Std. Deviation t-test
V1 3,12 1,175 38,284
\/2 4,03 |1,009 57,652
V3 3,13 (1,170 38,571
V4 3,55 1,154 44,354

Table 2: Respondents' attitudes on shasatsfaction and dissatisfaction after purchase
(SourceFi gt er) (2022)

According to the results in Table 2, it can be concluded that Generation C members like to share
their satisfaction or dissatisfaction with others.
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Considering the highest average ratings, it is important for them to share their dissatisfaction
with the gpod or service in order to warn others about its shortcomings. Nowadays, digitally
sharing pospurchase experiences is easy and highly beneficial for future consumers.

7. CONCLUSION

Digital marketing communication enabled easier communication betweeardsbrand
consumers, which for Generation C members is of great importance when choosing a product.
Consumers are increasingly using digital information that influence their consumer behavior.
Most of those information is unverified, although consumers tsiteo the set of information

only the information they want and the way they will consume it. The availability of information

in real time, the location of people, and the many channels that enable fast communication
regardless of time and place, attrasérs to use them more and more often because in this way
they stay connected, share interests and recommendations with others, and create buying habits.
All of this could fall into the background if consumers feel that their privacy and security of
persoml data has been violated. By creating numerous profiles on social networks, users share
their personal data, interests and leave traces that reflect their consumer behavior, thus
unwittingly creating a huge database available to brands that makesntfeatiem to adapt
advertising strategies to the target group of consumers with regard to their characteristics.
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ABSTRACT
The incredible change in the dynamics of the environment and the complexity of the
surroundings significantly affect companidsisiness operations worldwide, including
companies in the Republic of Croatia. The changes caused by the pandemic are visible in all
sectors, especially in small and medisined enterprises. Entrepreneurship is the foundation
that drives national and gla@b economies. In the Republic of Croatia, the sector of small and
mediumsized enterprises accounts for over 50% of the total income at national level, and
annually employs over 70% of the total number of employees. Therefore, the development of a
good stée entrepreneurial climate is unquestionable and needs to be backed up with the
effective legislative and institutional framework. The fact is that the contribution of Croatian
educational system in developing entrepreneurial competences is rated bel@urtdpean
Union average, which significantly affects the competitiveness of the companies, and thus the
economy as a whole. The European Union has recognized the trends that modern
entrepreneurship demands, and directs most of its support to the smathedidmsized
entrepreneurship segments, therefore Croatia as a member implements and redirects activities
of its institutions and supports entrepreneurship whose activities have been expedited due to
the pandemic. Based on that, the aim of the papergsotade an overview of the institutional
framework in the Republic of Croatia, which is the key in providing support and development
of entrepreneurship in the state. Further, an overview of the environment and changes caused
by the pandemic in the sectof small and medium enterprises in 2019 and 2020 has been
given. Secondary data sources where used in writing the paper.
Keywords:entrepreneurship, SME, pandemic, corona crisis, Croatia

1. INTRODUCTION

Global pandemic 2020 caused overall disturbandeshwdeeply affected all business sectors
and the losses are still visible. The crisis, never seen before, disrupted trade, investment, and
employment (Fitriasari, 2020) and the most affected have been small and medium sizes
companies (SME) due to liquigiproblems and dependence on certain markets. Pandemic
affected the most sectors of Accommodation & Food Services, Arts, Entertainment &
Recreation, Education (Kalerizcan et al, 2020). The SME sector is extremely popular in
today's economy. According the results of the research, the majority of Croatian economy as
well as the European Union is made up SME enterprises. In Croatia, according to the
Accounting Law the category of small companies includes companies whose number of
employees does not exakfifty employees, while mediwsized companies are considered
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companies that have two hundred and fifty employees during the business year. Small and
mediumsized enterprises mostly operate in the local, regional and national space. Nowadays,
the growthand popularity of SME businesses is a consequence of the progress of IT and
information technologies. Digitalization and digital transformation allows SME sector to be
competitive on international markets. In the developed world, there is a growing frend o
substitutes that are offered on the market at lower prices. Namely, it is very common to buy
products from welknown manufacturers to unknown manufacturers. Such a trend favors the
development of a small economy and its global market expansion. Thetagks of a small
business are innovation, knowledge of the market and creativity.Small businesses are very
popular among entrepreneurs because there are no high barriers to entry and no excessive initial
investment is required. Also, it is easier to foons smaller group of customers than on a mass

of people, i.e. consumers. Within a small business, there is retail and wholesale. Retail, due to
the ease of establishment and the quick acquisition of experience, attracts many entrepreneurs.
Therefore, may governments around the world have imposed certain measures to address the
problems SME sector faced due drastic decrease of liquidity in order to diminish drastic
consequences and ensure recovery of SME sector.

The desk approach was used in tkeisearch to address the impact of pandemic on SME sector

in Croatia.

2. INSTITUTIONAL FRAMEWORK FOR ENTREPERNUERS IN CROATIA

According to the Law on improvement of business infrastructure, entrepreneurial infrastructure

in the broader sense of this Aapresents the totality of all spatially specific forms of
development of various entrepreneurial activities resulting from a-th@alightout and
organized spatial development concept of local and regionaj@edfrnment units. Further in

a narrower sese it includes entrepreneurial zones and entrepreneurial support institutions
within the Croatian territory (Zakon o wunap
114/13, 41/14, 57/18, 138/21). Those institutions stimulate and develop the economsgryMin

of Economy and Sustainable Development, Croatian Agency for Small Business and
Investments, Croatian Bank for Reconstruction and Development, Croatian Chamber of
Commerce, Croatian Chamber of Crafts and European Funds), and provide entrepreneurial
support institutions (entrepreneurial centres, entrepreneurial zones, entrepreneurial incubators,
business parks, technology parks, development agencies and competence centres). Despite the
persistent work of large institutions to encourage the developrmém &€roatian, this is not
enough. Therefore, there are also entrepreneurial support institutions that have faster access to
regional and local entrepreneurs and provide the necessary support. They are defined as
business entities that apply programsrutee towards the development of entrepreneurship and

a stimulating environment in entrepreneurship (Ministry of Economy and Sustainable
Development, https://mingor.gov.h+#foinistarstvu1065/djelokrug/upravaainternacionaliza
ciju-6087/poduzetnickinfrastruktura/7583). According to the data obtained through the
research of the Unified Register of Entrepreneurial Infrastructure in 2020, 496 institutions
offering services to the small and medium business sector were registered in Croatia. The
purpose of th activities of supporting institutions is to contribute to strengthening the
competitiveness of SME, attracting new investors, reducing unemployment by opening new
jobs, encouraging innovation and the use of new technologies (CEPOR report,
https://www.cepr.hr/wp-content/uploads/2015/03/CEPQRala-i-srednjapoduze%C4%87a
u-HR-u-vrijeme-pandemijeCOVID-19.pdf). Entrepreneurship centres are centres of
professional and educational assistance to entrepreneurs for the operational implementation of
measures thancourage the development of entrepreneurship at the local and regional level.

130



89" International ScientificConferenceon Economicand SocialDevelopmentc
"Economical Agriculturaland LegalFrameworksof SustainableDevelopment"¢ NoviSad4-5 November,2022

According to legal provisions, entrepreneurial centres supervise the development of
entrepreneurship, the connection of entrepreneurs, the internationalization of busihéiss, a
growth and development of business entities. As places of professional and educational
assistance, they are being developed in all municipalities, cities and counties in Croatia. They
base their information system on the model of practice in deselopuntries.

2.1.Entrepreneurial zones in Croatia

The founders of entrepreneurial zones according to the mention Law can be individuals legal
entities or a consortium composed of; The Republic of Croatia independently or in cooperation
with local and rgional selfgovernment units and bodies or other legal entities, local and
regional seHgovernment units and bodiesiversities, scientific institutes and scientific
organizationsor other legal entities based in the Republic of Croatia that are regidiar
activities that improve the development of entrepreneurial infrastructure and/or that deal with
and/or promote research, innovation and technological development in the business sector
(Zakon o unaprelenju poduzetld al14 &67/1B,138R1a st r u k
act 5, point 2). Entrepreneurial zones are special areas intended for carrying out various
economic activities. The basic purpose of entrepreneurial zones is the joint use of infrastructure
equipped space within the zone, whicteajty helps entrepreneurs in streamlining their
operations. Entrepreneurial zones provide entrepreneurs with various benefits such as reduced
utility contributions, the possibility of selling land with deferred payment and lower land prices.
The goal of etrepreneurial zones is to improve the operations of existing entrepreneurial
entities, attract investors and foreign entrepreneurs, support new entrepreneurial ventures,
increase employment and reduce the lagging behind of the Croatian economy. Accaifieng t
activity type they can be: (1) productieprocessing zones, (2) logistieslistribution zones,

and (3) service mixes zones (Zakon o wunapre
114/13, 41/14, 57/18, 138/21, act 8). Croatia has unified etectregister of business
infrastructure where information about entrepreneurial zones and support institutions can be
found. The support system for entrepreneurial zones is organized for infrastructure grants,
grants for strengthening competitiveness, agrdnts for strengthening entrepreneurial
competences. While the support system for entrepreneurial support institutions is organized in
form of grants for the preparation of projects, grants for capacity building, support for
improving the quality of serges, and also grants for strengthening entrepreneurial
competences.

2.2.Support institutions in Croatia

Entrepreneurial support institutions as part of the overall entrepreneurial infrastructure is
structured as follows: development agencies, local development agencies, county development
agencies, development agencies of certain activities, entreprenegesitigs, business
incubators, entrepreneurial incubators, incubators for new technologies, entrepreneurial
accelerators, business parks, scientific and technological parks, and centres of competence.
Development agencies are responsible for the operational implementation of measures for the
development of the economy and entrepreneurship at the local (regional) and national level.
They attract investments, initiating and implementing projects to emgeueconomic
development and entrepreneurship. Further development agencies of certain activities are
specific agencies for specific purpose and they are established by local or regional government
bodies. Entrepreneurship centres represent centresfesginmal and educational assistance to
entrepreneurs for the development of entrepreneurship in the areas where they are established
(local or county, region). Business and entrepreneurial incubators are places where new
entrepreneurs gather who are jaistering the world of entrepreneurship. They represent a form

of support that serves to facilitate business for new entrepreneurs in the early stages of business.
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Users who meet the necessary conditions are given the technical and financial assistance that
every beginner entrepreneur needs to develop their business and survive on the market. Services
such as administrative services, accounting and professional assistance are also available within
the incubator itself. The period of providing assistancesapgort to beginning entrepreneurs

is from the first to the third year of operation. Business parks are parks whose activity is based
on attracting domestic and foreign investors. Users of business parks have the option of using
business premises at reddcgrices. In Croatia, in 2019 and 2020, one business park was
registered, the headquarters of which is located in Darda. Further incubators for new
technologies represent specialized business entities with a thematic focus and focus on areas of
new (high)technology that supports the stapg and growth of innovative entrepreneurship
through incubation programs. Also provides resources and professional services necessary for
the growth and development. Entrepreneurial accelerators provide supportingsséovice
entrepreneurs in the peasicubation phase. Scientifictechnological parks represent small
business zones and provide services for@nm solutions to the needs of entrepreneurs for
business premises and offer shared use of infrastructure.Hnotegy parks, experts and
entrepreneurs collaborate in the realization of economic goals whose business is based on new
technologies. Technological parks, in contrast to business parks whose activities are focused on
production and business, put sciegtifind research activities first. For this reason, they are
generally positioned near research centres and higher education institutions and attract young
talented experts and top experts. Through their work, development agencies promote and
implement projets aimed at influencing the development of the economy at the county and
local level. These are legal entities whose work is regulated by the Law on Regional
Development of the Republic of Croatia and are established by local governments or regional
govenments. Competence centers focus their work on applied and development research and
on the commercialization of their results. They develop skills through education and research
projects and are funded through grants. The goals of the centres are thetrémginnovation
environment, increase the number of research processes and develop the business sector. The
work of competence centers must be harmonized with the conditions of the Smart
Specialization Strategy of the Republic of Croatia (Zakon o enépe nj u poduzet |
infrastrukture, NN 93/13, 114/13, 41/14, 57/18, 138/21).

3. THE IMPACT OF PANDEMIC ON SME SECTOR IN CROATIA

The last report on SME was issued under the title "Small and mesia@th enterprises in
Croatia in the conditions of the CQY-19 disease pandemic”, released in 2021 analyse
changes that pandemic brought in . All the changes that occurred in the sector of small and
medium enterprises as a result of the pandemic in 2020 and partially in 2021. This report
analyses financial indators in sector of SME in Croatia. In regards to 2020, there has been an
increase of registered companies in 2021 in Croatia by 21%. At the first site, the pandemic did
not negatively influenced on opening of new businesses. This can be seen in grage 1 wh
there is seen a constant increase of the total amount of companies in a 4 year period. Form the
graph 1 it can be concluded that micro, small and mediasd companies lead the Croatian
economy.

Graph following on the next page
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STRUCTURE OF THE COMPANIES

mTotal = Big = Medium mSmall mMikro

2020. =

2019.

WL
TR

2018.
Wi
T nm

2017.
TN
T

2016.
I
TN

0 20,000 40,000 60,000 80,000 100,000 120,000 140,000 160,000

Graph 1:Structure of companies in Croatia from 2016 till 2020 according to size
(Source: Authorés own el aboration bas

However, the entire business sector ultimately shows the negative consequences left by the
COVID-19 pandemic. From the graphit2is seen that the number of employees and total
income of companies did not increase in 2020, but was left on the same level as in 2019. Only
the export share increased by 2% in medium sized companies. The export of small companies
fell by 1% in 2020.
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Graph 2: The SME sector indicators: share of employees, total income and export in 2019
and 2020
(Source: Authoroés own el aboration bas

The total number of employees in the SME sector in 2020, was 72% with 58% of the total
income and 8% of the total exports realized at the level of Croatia.

133



89" International ScientificConferenceon Economicand SocialDevelopmentc
"Economical Agriculturaland LegalFrameworksof SustainableDevelopment"¢ NoviSad4-5 November,2022

Compaired to 2019 (graph 3), the sector of SME employed 74% of all employees, had a 60%
share in total income and a 53% share in exports (CEPOR, 2021). From this comparision we
can state that COVH29 increased the Croatian export but total income decreased as well as
the employement rate ( CEPOR, 2021).

Total employment, income and exports by company size in 2020
80%

70%

0
60% 19%

50%
21%

40% 26% 26%

30%
24%
0,
20% 21%
27%
10%
13%
7%
0%
Employement (share) Total income (share) Export (share)

Micro mSmall = Medium

Graph 3: Total employment, income and exports by company size in 2020
(Source: Authorés own el aboratlQon accordi

Further, when we analyse the financial efficiency of Croatian economy, in 2020, the Croatian
business sector achieved a positive consolidated result, but a smaller one by almost 33%
compared to 2019. This was the result of a decrease in total prafiRD year by 6% with a
simultaneous increase in total losses by 42% compared to the previous year (CEPOR 2021, p.
19). Further pandemic influenced on the decrease in the number of legal entities, that is 22%
less then in 2019. When addressing SME seatdroatia and its productivity we have to
analyse also the innovativeness of SME companies in Croatia comparing it with the
innovativeness of other EU countries. In order to measure countries increase in innovation
activities, EU has developed the Eurapé@novation Scoreboard. According to this scoreboard
countries are grouped into 4 chategories that is performance gropus: emerging innovators,
moderate innovators, strong innovatiors, and innovation leaders (European Innovation
Scoreboard, 2022, p.7).oGntries that are grouped into emerging innovators and moderate
innovators fall below the EU average regarding performance. While, strong innovators and
innovation leaders are above the EU average performance (European Innovation Scoreboard,
2022, p.7). @oatia belongs to the lowest performance, that is emerging innovatiors group
together with Bulgaria, Hungary, Latvia, and Poland. In EU, the performance has increased by
9.9% between 201b 2022, and Croatia increased by 15.5% in the same period (European
Innovation Scoreboard, 2022 p. 23). This growth represents faster growth than the EU average
growth. There are other countries who in the same period increased they performance at a
slower rate (from O to less then 15%). As concerning the rise of perfoemar2021, 19
member countries have achieved performance growth. In the same period, Croatia has increased
less then 5% while for eample France ir Italy have recorded negative growth rates (picture 1).
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Picture 1: Performance Change between 2021 and 2022
(Source:European Innovation Scoreboard, 2022, p. 24 )

Picture 2 represents the group of countries that belong to Emerging innovators where leading
innovator in this group is Hungary. Croatia take$%pce with cotinuous increase from year
2015. In ths group only Croatia and Poland noted performance increase above the EU avaerage.
Croatia had the highest annual increase in 2020 (7.0%) due higher performance of SME sector
in product innovations (European Innovation Scoreboard, 2022 p. 26). For exanmgjarid

who is a leading innnovator in this group had a decrease in performance, 2017 and 2019,
however a strong increase had in 2022 due business process innnovation and rise of
employement in companies that are innovators (European Innovation Scoreb@ard, 26).
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Picture 2: The group of Emerging Innovators
(Source:European Innovation Scoreboard, 2022, p. 26)

In regards to 2021, Croatia has a strong increase of further performance dimensions; broadband
penetration, venture capitekpenditures and publrivate cepublications. However in the

same period it has a strong decrease ofR&D innovation expenditures, environmeelated
technologies and product innovators and represents a performance at 66.5% of the EU average
(European Innovation Scoreboard, 2022 p. 58). In term of weaknesses, the report highlights
government support for business R&D, environrrefdted technologies, design applications,
innovation expenditures per employee and knowledgmsive services exportagstrenghts

are; publieprivate cepublications, product innovators, people with above basic overall digital
skills, business process innovators and enterprises providing ICT training. Futher the Global
Entrepreneurship Monitor GEM researches the inndian SME companies based on two
criteria: product innovation on national and global level, as well as innovative
technologies/procedures used in the production of innovative products.
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In 2019 and 2020, Croatia is above the average of EU countries inatutted GEM survey

and slightly above the average of countries with a high level of gross domestic product per
capita. Croatia significantly improved their positioning in terms of innovative products and
technology on the international market in 2020. @Gata positioning in terms of innovative
products and technology on the international market was weaker in 2019 (place 17/33), but it
improved significantly in 2020 (place 11/30) (Singer et al. 2021, p. 36). According to the Global
Innovation indeks for 281, Croatia ranks 42nd out of 132 countries where regarding to the
innnovation pillars it best performs in infrastructure (ranking 31/132), while the worst
performance are ranked institutions (77/132). Human and capital research pillar (46/132),
business @phistication (46/132), and knowledge and technology output (45/132) are ranked
pretty much the same. Creative outputs pillar is ranked as 39/132, and market sophistication
at 56/132 (Global Innovation Index 2022, p. 50).

4. CONCLUSION

An overview of he Croatian economy indicates that Croatian economy lies on the performance
of SME sector, and efforts are being made to improve the economy in these segments.
Numerous institutions for the growth and development of entrepreneurship, precisely by
implemening and establishing various measures, strive to improve the Croatian economy.
However, Global Innovation index has ranked institutions in Croatia at place 77 out od 132.
Precisely this pillar has to be improved in order to generate efficient and effectimemy
development in future years. For example, Switzerland has the mospérighming
institutions ranked " in the world and produces high output compared to other high incomes
countries. Improving the economy and SME would mean increase of innovations, the creation
of new jobs, the establishment of new companies and further development of existing ones.
Also, the Croatian economy would be more competitive than it is currently, and it would enable
SME to access international markets on a larger scale. Namely, the bureaucracy is still quite
demanding in most cases, which distracts new investors, foreign invastbrgoung and
creative potential entrepreneurs. Also, development of more contemporary education system
for entrepreneurs in line with current trends and needs of entrepreneurs would generate new
business ventures
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ABSTRACT
The subject of the paper is the phenomenon of types, characteristics, financing and importance
of innovation for the modern micro and macro environment, which are a pillar for the
development of the Global Innovation é&xd(Gll) in the context of improving national
innovation policies. The dominant factor for national economic growth is the development of
innovation. The pillars of the Gl are a vital phenomenon that shows the desire of a country to
innovate and prospethe effect of attempts to make progress and shortcomings that need to be
corrected. Gll is accepted as the main determinant of national innovation policies of countries,
which is measured every year and on the basis of which countries are evaluatedansighii
into their performance on an annual basis compared to other countries and compared to
previous years. The paper uses an overview of the literature of the ruling attitudes on this issue,
as well as an analysis of the innovation index of the RepobEerbia with the aim of visibility
of the strengths and weaknesses of the innovation policy of the Republic of Serbia.
Keywords:Gll, innovations, entrepreneurship, Republic of Serbia

1. INTRODUCTION

Living in the period of globalization means, in the economic world, following the trend and
being in trend, understanding its dynamics and the dynamics of the market that is expanding
and changing very quickly, often creating an environment that requawstmngs. Big
economies, economies in transition, and small ones, all of them in some way strive to be better,
to be in line with the trend, to follow the competition and to survive for the sake of their people,
their culture and ultimately their countfijhe importance of innovation for national innovation
policies is the most important segment and center of development of any economy. Realization
of innovative activities within an economy, the degree of effectiveness of the national
innovation system detmines the strength and power of state competitiveness. In order to have
a strong innovation policy, it is necessary to create such an environment that it really encourages
the creation and implementation of innovations. Entrepreneurship developmesténicsion
investment in research and development, information and communication technologies,
improvement of political and regulatory environment, university cooperation, as well as general
improvement of conditions for smooth development of businessitegivand market
development is the way to create a strong innovation policy.

138



89" International ScientificConferenceon Economicand SocialDevelopmentc
"Economical Agriculturaland LegalFrameworksof SustainableDevelopment"¢ NoviSad4-5 November,2022

2. THE IMPORTANCE OF INNOVATION IN THE CONTEMPORARY MACRO AND

MICRO ENVIRONMENT

In a knowledgebased economy, innovation plays a very important and central role. However,
the process of innovation has not been sufficiently understood over the years. Today, the role
of innovation and its importance for the dynamics and progress of economies is almost
completely understood all over the world. According to the Manual (2008%)e amacro level

there is considerable evidence that innovation is the dominant factor for national economic
growth and for the international trade circle. The macroeconomic effects of any basic
innovation are difficult to see in the first few years (somes even longer). It is important to

point out that in the domain of economic growth, investment and employment, prevalence is
more important, ie. the diffusion of basic innovation rather than just the discovery of basic
innovation, and this is actualllge period when imitators begin to realize the profitable potential

of a new product or process and begin to invest large sums of money. The above shows that the
importance of innovation is great for explaining the dynamics of economic growth. One of
Schumgeter's greatest contributions, including his last, is his insistence that entrepreneurship is
a unique factor of production and a rare social input that makes economic history evolve
(sl edzi k, -9D.Da&valgpmentpolicies that are oriented towarional economic
growth supported by the use of technology will accelerate and encourage increased productivity
in communitybased enterprises. Community economic development through entrepreneurial
training will have an impact on economic growth, arftbres to increase community
productivity require technological innovation (Stoica, Roman, Rusu, 2020). At the micro level,
within firms, research & development (R&D) is seen as increasing an enterprise's ability to
absorb and use new knowledge of all lsndot just technological knowledge (Manual, 2005,

p. 15). According to the same source, the literature indicates the term "innovation dynamo".
The innovation dynamo is a complex system of factors that shape innovation at the firm level.
Placing dynamos dhe center of the map makes it possible to recognize the importance of a
company for the economy to be innovative. That is why it is important to know what
characteristics make companies more or less innovative and how innovations are generated in
companes. The company's propensity to innovate depends on the technological opportunities
it faces. Firms differ in their ability to recognize and exploit technological opportunities. The
capacity of a company depends on: the structure of the workforce angtrundtare (skills,
departments), financial structure, market strategy, competition, partnership with other
companies or universities, and above all the internal organization of the company. Many of
these aspects are complementary. The skills structurticyar goes hand in hand with the

type of strategy, the financial structure and so on. The options provided to a firm that wants to
innovate and change technological assets, capacity and production performance are: 1. strategy
2. research and developmefR&D) 3. nonR&D activities (Manual, 2005, p.22). The
development of innovations needed to support the increase of productivity of small and medium
enterprises is carried out through a large number of different strategic actions, from improving
workers' knowledge and skills, through improving product quality, through business
management transformation and building sustainable business cooperation (Surya, Menne,
Sabhan, Suriani, Abubakar, & Idris, 2021).

3. CONCEPT AND STRUCTURE OF THE GLOBAL INNOVATION INDEX (GlI)

In 2007, Professor Dutta first conceived and launched the concept and essence of the Gli
(Global Innovation Index) to find metrics and approaches that better capture the importance
and richness of innovation in society, and that go beyonditmadi measures of innovation

such as research and articles and costs. which include research and development. The GlI helps
to create an environment where the innovation factor is constantly evaluated and which
provides a basic technique and a rich detaebaf detailed metrics for refining innovation
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policies. The Innovation Index is not intended to be the only determinant of the position of
economies based on their innovation. Measuring the results of innovation and their impact
requires weight, and thdoge great emphasis is placed on measuring climate and infrastructure
for innovation to assess related outcomes (Dutta, Lanvin, & Wwvsaent, 2020). The
Global Innovation Index was launched in 2007 by Professor Dutta in collaboration with
INSEAD Businass School, Canon India and the Confederation of Indian Industry. Their goal
was to assess the achieved level of innovation of certain countries based on-tadicash

the Innovation Input Sulndex and the Innovation OutputStbn d e x ( J o v i201B8,1 , Mi r
p. 66). The innovation input stibdex is the first Gll suiindex. It contains five different pillars
(Ravil, nekil, 2018, p. 72): 1. I nstitutions

Market sophistication; 5. Business sophistiaati®he Innovation Output Stbdex is the
second part of the Gll and although it contains only twoemsldrs, it is as important as the
Innovation Input Subndex. It consists of two sypillars (Gll, 2019): 1. Scientific outputs, and

2. Creative outputBelow is an overview of the 50 best ranked countries according to GlI for
the period 2012020.

Table following on the next page
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1777 switzerland Strengths Strengths 68.4
2077 Netherlands Strengths Strengths 63.3
37 sweden Strengths Strengths 63.1
2 uk Strengths 60.1
577 Singapore 59.8
e usa 59.8
7777 Finland 59.6
87" Denmark 58.4
9 Germany 58
f207 Ireland 57.2
f217 Israel 56.8
227777 The Republic of Korea 56.6
2377 Japan 55
227777 Hong Kong, China 54.6
157 Luxembourg 54.5
2677 France 54.4
2777 China 53.1
18 canada 53
19 | Norway 52.6
200 Australia Weaknesses 52
21 ¢ustria Weaknesses 51.3
22777 New Zeland Weaknesses 51.3
[23 Island Weaknesses 51.2
2477 Estonia Weaknesses 50.5
[25  Belgium Weaknesses 50.5
260 Malta 50.3
[27 | Czech Republik 48.7
287" spain 48.7
29 Cyprus 47.8
80" Slovenia 46.9
81 ltaly 46.3
827" Portugal 45.7
83 Hungary 44.9
8277 Latvia 43.2
[85 " Malaysia Strengths 43
860 Slovakia 42.9
87 Bulgaria Strengths 42.6
887" UAE 42.6
39 | Poland 41.7
4007 Lithuania 41.2
41 Croatia Strengths 40.7
4277 Greece 38.9
143 Ukraine Strengths 38.5
144777 Thailand 38
{45 Vietnam Strengths 37.9
467" Russian Federation 37.9
47" chile Weaknesses 37.8
148" Moldova Strengths 37.6
149 Romania 37.6
1500 Turkey 37.4
Table 1: Top 50 countries ranked according to the global innovation index fpetioa
2018.

(Source: Global Innovation Index, 2020.)
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1 switzerland Strengths Strengths 67.2
2077 sweden Strengths Strengths 63.7
3 usA Strengths Strengths 61.7
477 Netherlands Strengths Strengths 61.4
5 UK Strengths Strengths 61.3
6" Finland 59.8
7 Denmark 58.4
'8 Singapore 58.4
9 Germany 58.2
200 Israel 57.4
[41 " The Republic of Korea 56.6
127" Irland 56.1
13 Hong Kong, China 55.5
247" China Strengths 54.8
15 Japan 54.7
460" France 54.2
17 canada 53.9
18" Luxembourg 53.5
19" Norway 51.9
2007 Island 51.5
217 Austria Weaknesses 50.9
227777 Australia Weaknesses 50.3
237 Belgium Weaknesses 50.2
24777 Estonia Weaknesses 50
25| New Zeland Weaknesses 49.6
2607 Czech Republic 49.4
27777 Malta 49
280" cyprus 48.3
[29°  spain 47.9
800 Italy 46.3
[81  Slovenia 45.3
827" Portugal 44.6
83 Hungary 44.5
8477 Latvia 43.2
I[85  Malaysia Strengths 42.7
860" UAE 42.2
[87  Slovakia 42
88" Lithuania 415
39 Poland 41.3
407" Bulgaria Strengths 40.3
41 Greece 38.9
42777 Vietnam Strengths 38.8
{43 Thailand 38.6
14477 Croatia 37.8
45" Montenegro 37.7
467" Russian Federation 37.6
{47 Ukraine Strengths 37.4
487 Georgia Strengths 37
{49 Turkey 36.9
507" Romania 36.8
Table 2 Top 50 countries ranked according to the global innovation index for the period
20109.

(Source: Global Innovation Index WIPO, 2020.)
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A Switzerland Strengths Strengths 66.1
20777 Sweden Strengths Strengths 62.5
3 usA Strengths Strengths 60.6
477 Netherlands Strengths Strengths 59.8
5 WK Strengths 58.8
6" Danmark Strengths 57.5
7 Finland 57
'8 Ssingapore 56.6
9 Germany 56.5
407" The Republic of Korea 56.1
41 Hong Kong, China 54.2
127 France 53.7
137 Israel 53.5
447" china Strengths 53.3
15 Ireland 53
160 Japan 52.7
17 canada 52.3
287" Luxembourg 50.8
197 Austria Weaknesses 50.1
2007 Norway Weaknesses 49.3
2177 Island Weaknesses 49.2
227777 Belgium Weaknesses 49.1
2377 Australia Weaknesses 48.4
24770 Czech Republic 48.3
[25 " Estonia 48.3
26077 New Zeland 47
277777 Malta 46.4
28077 Italy 45.7
[29° | Cyprus 45.7
80" Spain 45.6
81| Portugal 435
827 Slovenia 42.9
383 Malaysia Strengths 42.4
8477 UAE 41.8
85 | Hungary 415
86 Latvia 41.1
87 Bulgaria Strengths 40
88" Poland 40
89 Slovakia 39.7
4007 Lithuania 39.2
{41 Croatia 37.3
42777 Vietnam Strengths 37.1
43| Greece 36.8
1447 wvhailand 36.7
{45 Ukraine Strengths 36.3
46" Romania 36
{47 Russian Federation 35.6
1487 India Strengths 35.6
49| Montenegro 35.4
50" Philippines 35.2
Table 3: Top 5@ountries ranked according to the global innovation index for the period
2020.

(Source: Global Innovation Index WIPO, 2020.)
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Comparison of the period of the Global Innovation Index 22A30. year, the countries that

are ranked in the top 10 best and nmimgbvative hold their positions with slight changes on an
annual basis. Mostly all countries are from the Europe, with the USA and Singapore outside
Europe. It is interesting to note a few things. First, China, as the largest exporter, ranks
approximatelyl5th every year, and it is interesting that a country with such an impact on the
global economy is not in the top 10. Furthermore, it is obvious that innovation is not a priority
for Russia, or something else. so it takes close to 50th place on thetsyear. Interestingly,
Montenegro is twice in the top 50 countries, which is a great result for a small country like it.
In comparison, the Republic of Serbia has never been in the top 50 innovative countries.
Switzerland, Sweden, the Netherlands, timétédl States, Singapore, Finland and others are the
most innovative countries in the world and firmly hold their positions on GlI, investing so much
in innovation and technological advancement thus creating a new era of industrial revolution.

4. ANALYSIS OF THE Gl OF THE REPUBLIC OF SERBIA AND ITS
SIGNIFICANCE FOR THE INNOVATION AND ENTREPRENEURIAL
ENVIRONMENT

Table 4. below shows the position of the Republic of Serbia during the previous three years
(20182020), taking into account the availability citd and changes in the Gll model, which
may slightly affect the annual comparisons in the ranking. The interval of statistical reliability
of the position of the Republic of Serbia in Gll 2020 is the position between 52 and 56.

Rank of the Republic of Serbia for the period 20182020.

Gll Innovation INPUTS Innovation OUTPUTS
2020 53 58 56
2019 57 62 57
2018 55 56 58

Table 4: Position of the Republic of Serbia in the GlI in the period -20P8.
(Source: Global Innovation Indax/1PO, 2020.)

The Republic of Serbia is more efficient in innovation outputs than in innovation inputs in 2020;
In 2020, the Republic of Serbia was better in the field of innovation inputs compared to 2019
and weaker compared to 2018; In the field of irat@mn outputs, the Republic of Serbia records

the best result in 2020 compared to 2019 and 2018; The Republic of Serbia ranks 10th among
37 economies with higher middle income; The Republic of Serbia ranks 34th among 39
economies in Europe; According toetlannual GDP, the Republic of Serbia records results
above expectations for its level of development; Also, the Republic of Serbia produces more
innovation outputs in relation to its level of investment in innovation. The Republic of Serbia
has high resudtin four of the seven pillars of the GlI: Institutions, Human Capital and Research,
Infrastructure and Knowledge, and technological outputs, which are above average for higher
middleiincome groups. On the other hand, the Republic of Serbia records tedoitsthe
average in its group in the field of Market Sophistication, Business Sophistication and Creative
Exits. Although the Republic of Serbia ranks 53rd in the Gl (2020), there are a few points
where it records good results and advantages overaihatries. What is good is that there is

a lot of room for improvement in every sphere of Gll. In order for the Republic Serbia to
succeed in making a bigger step towards that, it is necessary to change the investment system.
Venture capital is an extrenyaimportant factor in the development and advancement in every
part of the GlI, and it is certain that its influence would significantly advance the Republic of
Serbia in all positions of the GlI. Also, some index information is outdated in terms ofrspendi

on education, market capitalization, and government spending on higher education (Dutta et
al., 2020, p. 319).
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In order for the transformation of the innovation ecosystem in the Republic of Serbia to be
successful, it is necessary for the entrepreakand innovation spirit to come to life much

higher and rise to a much higher level than has been the case so far. This requires the progress
and transformation of all pillars and their indicators of the Global Innovation Index as key fields

of progress n the fields of innovation. The development of entrepreneurship, startup
ecosystems and cluster communities in Republic of Serbia also depends on following the latest
trends and implementing the most modern tools and knowledge that are provided today; (Fimi
Gardagevil, Kovalevil, 2022, p. 415). Today,
the globalization of processes. There is almost no point that has not been affected by
globalization. The effect of this phenomenon has largely determiaddrtbtion of the business
system. Many studies show that different national cultures have different roles in the
functioning of organizational systems. National cultures are also part of globalization
(Gardagevil, Liriil, & Stanisavljevil, 2021,

5. CONCLUSION

So far, it has been possible to see in what way and what Gl covers and how important is its
measurement for national economies. With the help of measuring the global innovatien index
Gll, we find out in which areas the state should react, in order tooiraphe system and
maintain progress and competitiveness in relation to other states. The National Innovation
System is a set of organizations, institutions and their connections, ie a complex network of
companies, universities, research and developmaetitutions, educational and information
infrastructure, government agencies and public resources aimed at generating, diffusing and
applying scientific and technological knowledge in a given country (Kutlacha, Semnechenko,
2005). Creating a strong natiomahovation policy requires creating an environment that must
foster innovation. To achieve this, it is necessary to redirect efforts to institution building by
encouraging the environment to create innovation, advance the political and regulatory
framewok, strengthen cooperation between participants in innovation activities and the system,
develop entrepreneurship, increase investment in research, development and technology and
improve business activities.
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ABSTRACT
Modern digital communication channels, with their development, deform newly established
patterns and very quickly influence changes in marketing practice. Starting from the question
of whether marketing messages sent to consumersmalere useful andan be used as a
standalone tool, this paper presents a preliminary study of a sample of 192 respondents aimed
at collecting guidelines for a larger study on the impact of modern digital communications
channels on consumer behavior, ie on the necessamptattzns in marketing practices that
are already based on digital technologies. The paper specifically focuses on electronic
marketing messages and newsletters as a frequently used modern marketing tool. The research
was conducted through a specially desid questionnaire which determined thahail as a
standalone marketing tool is not effective and should be used in combination with some other
tools. It has not been found that email positively influences the purchase decision nor is the
newsletter as miaeting tool competely positively accepted by the respondents.
Keywords modern marketing communication channelmail as marketing tools, newsletter

1. INTRODUCTION

Information and communication technologies and their tools are increasingly being used,
whether for private, business, or public purposes. Their importance is also noticeable in the fact
that information and communication technology (ICT) topics are being included to a higher
extent in various strategies and plans, together with an inavééisancial resources planned

for investment in these areas (EC Europe EU n.d., Georgescu and Teiu 2020). Constant progress
and development enable the use of specially designed tools for various purposes, including
mar keting pur pos elengindaSpeas for dimost Bvery orgarssationcirttze

digital age is marketing of goods and servic
I CT and its use for marketing purposes play
modern technolags and the simplification of communication channels, completely new forms

of sales have emergedo (Stofkova, Laitkep, a
a companyo6s mo st advanced and i mportant S
communi@t i ng with many online customers. o (Oyak
In addition, digital marketing is gaining importance, without showing signs of slowing down

or stopping its impact on todaydés business

Rasulovna 2021). Since each (marketing) strategy has its strengths and weaknesses (Arnold
2011), this paper aims to examine the-selficiency and effectiveness ofeaail as a marketing

tool. The question is whethemaails, such as newsletters or staddamails, have a purpose:

do they influence the decision to buy a product or choose a service, and if they do, is the impact
positive or negative? It also raises the question ofesktfacy, i.e. seHsufficiency of email

as a marketing tool: Is-mail sufficient in itself as a tool or should it be combined with other
tools to achieve a purpose and thus contribute to the goal of increasing the purchase or using
the services consequently leading to higher earnings and profits?

147



89" International ScientificConferenceon Economicand SocialDevelopmentc
"Economical Agriculturaland LegalFrameworksof SustainableDevelopment"¢ NoviSad4-5 November,2022

As newsletters are oftererst by email, the question whether they would be accepted by
recipients, or (potential) consumer s/ cust omi
Technology Acceptance Model (TAM), which is based on Ajzen and Fishbein's (Alfadda and
Mahdi 2021) thexy of reasoned action. TAM is a model based on two premises: the perception

of usefulness and ease of use of technology by (potential) users. Although the model was
designed in the 1980s, it is still used. This is visible in the increasing use of teghfarlog
marketing purposes, which paves the way for gaining online trust and loyalty from consumers

and enables market growth (Thi Tuyet Mai and Yoshi and Phong Tuan 2013). According to

Spremi i (2017), I CT is an fi nttehnalogy, evadl t ech
modern communication devices and concepts th
(Gpi | il 2021 p.9). The use of I CT tools ena

physical to virtual space; it enables faster businessatgr reach, more monitoring and
measurement; it opens new markets without higher or additional costs; it encourages simpler
relationships and interactions between stakeholders; it increases efficiency and effectiveness
(Obei dat 2021) .strafedas gre setadf coltrallablenarketing gariables that
organi zations combine to achieve marketing
and Sheikh and Hosseini et al. 2021). The goal of the marketing strategy is, of course, as high
profitability and as large sales segment as possible, regardless of the industry in question.
Therefore, digital marketing tools are an integral part of a successful marketing strategy and
lead to digital business transformation: they enable maximum acceleybéilbmost everything

that is done, connect different devices and people, individualize products and services,

l{e )

anticipate the needs of users/ clients/ consu
increasingly recognised as a ceffective marketingtol 6 ( Retti e 2mabdi2@) . The
o f great i mportance for the promotion of th

2020), as well as for encouraging customer loyalty through various benetfitgil Eharketing

is a form of marketing that cantinduce users to new products, discounts and other services
through their amails, but can also help a company build a relationship with its existing or new
audience (Oyakhire 2021). At the same ti me,
webste or web pages and the social media that the company uses in its presentation and
advertising. The advantages ofrail marketing are numerous: low costs, the possibility of a

very fast preparation and organization of the desired content and its plaoeittenthe
possibility of personalization, the possibility of quick response, consistency, interactivity,
access from different places (spatial infinity) (Rettie 2002). On the other haradl, marketing

also has its drawbacks: disabled immediacy andupsisn (Rettie 2002), the possibility to

ignore emails by their recipients, irritating recipients by sending (too manyjgis, i.e.
overload. In order for-enail to be as efficient as possible, companies can use other tools and
media, connect and intengnect them, which leads to the digital transformation of business
(Spremil 2017). I n o rnuhiemarkétimgrto be effectine, the attention o n  a
needs to be placed on the competence (Muhammedrisaevna and Bakhriddinovna and Rasulovna
2021)7 it needs to be known what, how and for whom is being done and why. Sending a
newsletter, a prepared material containing information useful to consumers, at least once a
month aims to maintain consumers and ensure consumer confidence (Oyakhire 2021).
Accor di ng to Dobrinil (2020) and relying on tl
(1996), the value of advertising depends on four factors: entertainment/fun of the content,
informativeness, irritability, and credibility. Entertainment refers to thefaation and positive
emotions of the recipient of the message; informativeness implies the ability to provide
effective information, that which the end user, or the audience, really wants or needs; irritability

is the arousal of unpleasant and unwarfiéetings; and, credibility refers to the perception of
accuracy and giving accurate information that can be trusted (Mahatmavidya and Yasa 2020).
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While the need for informativeness, entertainment and credibility is required in as large quantity
and to agarge extent as possible, irritability needs to be kept to a minimum in order for the ad
value and the value of advertising to be as high and successful as possible.

2. MATERIALS AND METHODS

This paper presents quantitative research conducted througmliae survey using a
qguestionnaire. The questionnaire was designed exclusively for the purpose of conducting
research on the setuifficiency of email as a marketing tool. The ten questions included in the
qguestionnaire have been divided into two partsilevthe first part consists of soeio
demographic questions, the second part contains thematic questions-atadufT@e first part

of the questionnaire includes questions about age, gender, education level and the county from
which the respondent coméelhe second part contains closenbded questions with offered
answers where respondents choose how they prefer to do their shopping, how often they buy
online, how they keep themselves informed about discounts and promotions, and the extent to
which they gree with the statements about the impact that newsletters have on their purchase
and the effectiveness of-reail for marketing purposes. When expressing preference,
respondents can choose one of thevmiten answers or express agreement on a scaléoof 1

5, where 1 indicates the lowest level of agreement with a particular statement, and 5 the highest
level of agreement. The online questionnaire was active from 15 to 27 July 2021 and was
completed by 192 respondents. There are differences in gendeyeaachong the respondents,

with all respondents being of legal age and over 18 and have voluntarily agreed to share
personal information anonymously. The data was collected electronically using Google forms
and analyzed using the SPSS statistical progggsil. The aim was to answer previously

asked questions: ADo ma-mhéeti afff messaphpes pue cé
nlf so, do they affect It -mailras aamankeatirgyitobliselfe o r
effective/sefis uf f i ainentfi Ao e newsl etters well receive

These questions were used to form the following hypotheses as a starting point for the research:

1 H1: E-mail as a marketing tool positively influences the purchase decision.

1 H1.1: Newsletter is a pdvely accepted marketing tool.

1 H2: Newsletter subscription correlates positively with the impact newsletter has on the
purchase.

1 H3: Email mail is not sekeffective as a marketing tool.

1 H4: Age and impact the newsletter has on purchase are positively correlated.

3. RESULTS

The prepared online questionnaire and the answers collected by it make the basis of this
research. The results obtained by the answers of the respondents allogvsiehypotheses

to be confirmed or rejected. The convenient sample includes a total of 192 respondents, of
which 176 were female (91.7%) and 16 male respondents (8.3%). The age of the respondents
ranges from 18 to over 50 years of age, with the largeabauof respondents from the age
group of 24 to 30 years of age (35.9%). It is followed by the age group from 19 to 23 (27.1%)
and the age group from 36 to 40 years of age (16.1%). Other age groups make up less than 10%
of the total number of respondent¥ith regard to education, the largest number of respondents
have a high school diploma, which is in line with the largest number of respondents from the
age group of 19 to 23 because in that period the majority either still studies or has completed
secondey education as the last level of compulsory education in Croatia. In addition, the
smallest number of respondents, 2.1% and 1.6%, respectively, have the title of Doctor of
Science and Master of Science according to the oleBplagna system.

149



89" International ScientificConferenceon Economicand SocialDevelopmentc
"Economical Agriculturaland LegalFrameworksof SustainableDevelopment"¢ NoviSad4-5 November,2022

All respordents are from Croatia, predominantly from Koprivaica i g e v C i County
foll owed by the City of Zagreb (14.6%) and Z
more online or in physical stores?0, by36 r es
in physical stores, while 56 (29.2%) bought
about discounts and promotions?0 128 respond

discounts through social networks, while 32 of them found outitgrdh t he company o
pages. Only 27 respondents (14.1%) found out about discounts and promotions via newsletter.
One respondent stated that they found out about discounts and promotions through
advertisements, recommendations, word of mouth, in the stndethrough all the above.
Answers to the question about the I mpact t he
the newsletter affect your purchase decision
42.7%) believe that the newsletter does aifect their decision on purchase (at all). Also, to a

greater extent (34.4%) the respondents chose 3 as the answer, which suggests that respondents
are not sure whether or not the newsletter affects their purchase decision. Just over 20% of
respondentg44 respondents in total) believe that the newsletter influences their purchase
decision. In order to obtain specific results that will contribute to the research in this paper, a
correlation was made in the SPSS program between the answers to the stianglaesked.

The first question whose answers are correla
ot her I's NDo newsl etters affect your purch
correlated and result in the negative correlation, whichbeaseen in Figure 1.

Correlations

SLUESCRIETI
IMPACT_ME CM_TO_MEW

WSLETTER SLETTER

IMPACT_MEWSLETTER FPearson Correlation 1 - 360

Sig. (2-tailed) .00a

4 182 182
SUBSCRIBTION_TO_NE  Pearson Correlation -369° 1
WSLETTER , ,

Sig. (2-tailed) .000

4 182 182

** Correlation is significant at the 0.01 level (2-tailed).

Figure 1: Correlation between the newsl ett
subscription

According to the respondent sd anikismaeeffectve o t he
channel for mar keting activities in combina
concluded that most respondents believe thaaé is (fully) effectivein combination with

other marketing tools53.1% or 102 respondents answered the question with the choice of 4

or 5, which (fully) confirms agreement with the statement timaaé# is effective in combination

with another marketing tool. Correlatingthee s pondent sé age and their
of the newsletter on the purchase shows that the correlation does not exist and has not been
determined by statistical analysis. This is evident in Figure 2.
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Correlations

IMPACT_ME
WSLETTER AGE
IMPACT MEWSLETTEE  Pearson Caorrelation 1 A0
Sig. (2-tailed) 63
4 192 192
AGE Fearson Correlation 01 1
Sig. (2-tailed) J63
4 192 192
Figure 2: Correlation between the newsleftes | mpact on purchase and

4. DISCUSSION

The results of the research collected by the means of the questionnaire have aided in
determining whether the hypotheses can be accepted or rejected, which leads to answering the
research question.her ef or e, the answers to the quest
purchase decision?0 have demonstrated that
marketing tool that has an impact during purchase or that it affects the purchase. Gulyseque

the hypothesis thatmail as a marketing tool positively influences the purchase decision was
rejected, as well as the hypothesis that the newsletter is a positively accepted marketing tool.
Additionally, neither H1 nor H1.1 have been confirmed.oller to confirm or reject
Hypothesis 2 stating fANewsletter subscriptio
has on the purchase. o0 a correlation was made
two questions asked. The answerstothetwquesti ons were correl ate
newsl etters?06 and ADo newsletters affect y O
indicated that there is a statistically significant negative correlation between those who
subscribe to the newster and those who believe that the newsletter influences their purchase
(see Fig.1). Those who are interested in the newsletter and have subscribed to it believe that
their decision to buy is not based on the information obtained through the newsietités. |

way, the newsletter is perceived as something that has a negative impact on the purchase and it
is not positively accepted by the subscribers. It can be concluded that in this case the newsletter
is something that dulls the space of the newslett@pient and instead of fulfilling its purpose

to encourage the recipient to action, or purchase, it actually leads to an unwanted reaction, a
situation where the recipient gives up or does not think of the purchase. In this way, the
newsletter, instead afontributing to the increase in sales or use of certain services, it works
counterproductively. It is possible to conclude according to the ad value model that the level of
irritability of the newsletter is high and contributes to its negative perceptomonuse for

the purposes for whi ch it was originally
subscription correlates positively with the
rejected. The hy p-oontilmaikid netselHe3f fsetcattievse tahsata finkar
According to the respondent sd anakissaeeffsctive o t h
channel for mar keting activities in combin
concluded that the majority of igendents believe thatraail is (fully) effective in combination

with other marketing tools53.1%, i.e. 102 respondents answered the question with the choice

of 4 or 5, which (fully) confirms agreement with the statement that is effective in
combnation with another marketing tool. This confirms hypothesis H3.

e
a
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The lack of correlation between the question about the age of the respondents and their opinion

on the newsletterdés I mpact on the purchase
newslée t er has on pur chas éeheaesudts opthessurvey comfitmythec or r e
applicability of Davisd Technol oigheyssgijost pt anc

as they use what is easy and yet effective for them.

5. CONCLUSIONS

Finding an adequate channel of marketing communication is the focus of interest of marketing
science and practice. In doing so, the magnitude of the hidden negative impact is often forgotten
in order to increase productivity. The results of the presented resedrcate the possibility

that this (hidden) negative impact occurs when usifigagé and newsletters. Negative
acceptance of messages by the target group, regardless of them being loyal or just potential
consumers, is very likely to lead to irritationdaprovoke resistance rather than lead to the
purchase decision. therefore, it will have more impact on reducing sales rather than on
increasing them. The diversity of the target group and the amount of exposure to marketing
messages in this case did noby® to be sufficient factors according to whicimail and
newsletter could be considered effective marketing channels. The results indicate the need for
research on the perception of messages received through various modern marketing channels
by (potenti® consumers and continuous monitoring of their satisfaction and preferences
regarding the way of receiving a marketing message. On the other hand, there is a task to find
new solutions and adapt old marketing channels.
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ABSTRACT
The sustainable use of island resources requires striking a balance between activities to
improve the quality of life of the island population and the preservation of the environment as
a natural resource on which present and future generations dependsl@hé economy is
based on natural conditions and has its own development limitations compared to the mainland
economy, such as electricity and water supply, adequate waste disposal, isolation of
transportation, climate adaptation, drought, population loex etc. Due to the above
challenges, the author conducted a research with the stakeholders of the Northern and the
Southern Adriatic Islands to get a rough idea of whether the main stakeholders are aware of
the importance of implementing some sustaindelelopment activities, focusing on energy
transition and municipal infrastructure including water supply and waste management. The
research focuses on stakeholders' perceptions of the concept of "rethinking" or taking a new
look at island development tzetter implement sustainability principles. From the research
results, which are descriptively presented in the PESTLE analysis, it is concluded that all
stakeholders are familiar with the concept of sustainable development, but are also aware of
the needto make more efforts to implement sustainable development in the daily lives of
islanders. The National Development Plan for the islands in the Republic of Croatia for the
period 2021 to 2027 also has the basic goal of bringing the living conditions aitityai life
on the islands closer to those on the mainland.
Keywords:islands, energy transition, sustainable developm&ht National Development
Plan for the island2021:2027.

1. INTRODUCTION

To preservethe uniquenesof the island territory, it is extremelyimportantto ensurethe
sustainablause and managemenof its resourceslsland resourcesnclude all tangible and
intangible resourcesthat serve the sustainableuse of the island's environmentand the
preservatiorof theisland'sway of life andidentity (NationallslandDevelopmen®Plan,2021).
Sustainableuse of island resourcesmplies striking a balancebetweenactivities aimed at
improving the quality of life of the island'spopulationand preservingthe environmentas a
naturalasseton which presentandfuture generationglepend(Starc,2001). Self-preservation
of all Croatianislandsis the main goalto be pursuedn the future (Law on Islands,NN No.
116/18,73/20,70/21).1t is especiallyimportantto preservethe pristine naturalareasof the
islandsas much as possible,i.e. to encouragenvestmentsn fallow land whereverpossible
(Zaletovaet al., 2021). Brownfields on the island are the key to sustainabledevelopment
without significantdegradatiorof the pristinenaturalenvironmentPreservatiorof the natural
featuresof the islandlandscapeanbe ensuredhroughthe conversionof existing buildings,
mostof which aredilapidatedand neglected Specialattentionshouldbe givento promoting
investmentsan greeninfrastructure,defined by the EuropeanCommissionas a network of
natural,seminaturalareasandgreenspaceshatprovideecosystenservicestherebyenhancing
people'swell-being and quality of life (EC, 2013,EC 2019, Marandoet all, 2022, Zulian &
Maes,2021). The applicationof greeninfrastructureson islandswill bring severalbenefits:
environmenta(preservatiorof biodiversity,adaptatiorto climatechangejmprovemenof air,
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waterandsolil quality), social (human health,improvementof quality of life throughoutdoor
recreation,education)and economic(savingsin energycosts,job creation,increasein real
estateprices),consistentvith theconcepf sustainablelevelopmen{EEA, 2020).In addition
to greenspacesgreeninfrastructurealso includesthe so-called blue infrastructure,which
includesurbandrainage accumulatiorof freshwateresourcesetc.,andassuchit is promoted
as one of the priority optionsin the constructionor reconstructionof water management
facilities, for example,in the form of greencassette®r pits for drainage,rainwaterand
stormwatercollection systemswhich are subsequentlyeusedand can be usedpreciselyto
maintainelementsf greeninfrastructureon theislands,especiallyduringthe summemonths
whentherearedry periodswith watershortagesWateris acrucialresourcentheislands both
for the daily needsof the local populationandfor the continuousdevelopmenbf economic
activities, especiallyin the summermonths, so its constantavailability must be ensured
(Zafeirakou,2022). On the islandsof Krk and Cresin the Kvarner Gulf, energytransition
initiativestowardsthe useof renewableenergysourcesalternativefuels andcleanenergyare
being promoted(Mimica et al., 2022a,b).Due to their natural and climatic conditions,the
islands are vulnerableto natural threatssuch as forest fires and droughts,as the highly
flammable Mediterraneanvegetationand very dry and hot periodsin summerfavor the
occurrenceandrapid spreadof forestfires, especiallyin the southernpartsof the Republicof
Croatia(Rosavec2022).Thelack of waterandtransporisolationmakeit difficult to copewith
suchphenomenaso measuresrerecommendetb preventandmitigatethe extentof possible
futuredamagehatnaturalthreatsmay causeo theenvironmentendtheisland'ssconomyDue
to all thesechallengesthe author has conducteda reseach on the islandsof the northern
Adriatic (Krk andCres)andtheislandsof the southerrAdriatic (UgljanandB r airl oyderto
getaroughideaof whetherthe mainactorsareawareof theimportanceof implementingsome
sustainablelevelopmenactivities,focusingon energytransitionandmunicipalinfrastructure,
includingwatersupplyandwastemanagemeni he paperis structuredo includetwo chapters
in additionto theintroduction.After theintroductionthe aspectandcharacteristicef energy
transitionandrenewableenergysourcesaswell asthe conceptof smartislandwereexamined
using islands in the United Kingdom as an example, then the challenge of municipal
infrastructuravasanalyzedvith afocusonwatersupplyandwastemanagementn thesecond
part,researclwasconductecamongkey stakeholderanda PESTLEanalysisvascarriedout.
In conclusion stakeholdersarewell acquaintedwvith the conceptof sustainablenanagement,
but areawarethat more efforts needto be madeto implementsustainablelevelopmentn the
daily lives of islanders.

2. ACTIVITIES FOR THE |IMPLEMENTATION OF SUSTAINABLE
DEVELOPMENT ON THE ISLANDS

In orderto createthe conditionsfor a betterquality of life in the islands,it is importantto
promote activities relatedto the applicationof smartand energyefficient solutionsin the
economy constructionfransportandthe provisionof municipalservicego ensuretheislands’
self-sufficiency.In addition,oneof the mostimportantactivitiesfocuseson the rehabilitation
of existingandconstructionof new municipalinfrastructurewhichis currentlyunsatisfactory
in mostislands.Thefollowing is ananalysisof the aforementionedctivities.

2.1.Energy transition on the island and renewableenergysources

In orderto increaseheisland'senergyautonomyandreduceits environmentalmpact,energy
transitioninitiatives on theislandtowardsthe useof cleanenergysourceshouldbe promoted
(Katsaprakakigtal.,2022).Developingandpromotingthedevelopmenof arenewablenergy
systemthe useof cleanenergy,andenergyefficiencywill improvetheislandpowergrid and
stimulatethe generatiorof primary energyfrom renewablesources.
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This will allow greatersecurity of electricity supply, greaterenergyefficiency in business,
buildings, transportand householdgo saveenergy,andthe useof alternativefuelsin island
transporto reducethe environmentalmpactof exhausfumesfrom motorvehiclesandships.
In additionto theintroductionof complextechnicalsolutionsin favourof energyefficiencyon
theislands,it is necessaryo carry out activitiesaimedat raisingawarenesamongtheisland
populationaboutthe possibilitiesof usingmore energyefficient solutionsandthe benefitsof
using renewableenergysources{ Kr s Ni B Il a § 8y34017).At the sametime, the
participationof thepopulationthroughenergycooperativess veryimportantto learnaboutand
reporton projectsfocusedonrenewableenergysource§ S i ®2022).Electricity supplyonthe
islandsis mainly by "import" from the mainlandthrough a distribution and transmission
networkthatincludessubmarinecablespverheadines,cablesandsubstationsAll consumers
on the islandshavethe right to distribution of electricity and accesdo the grid on the same
termsasmainlandconsumersOf particularimportancds thereplacemenodf submarinecables
thathavereachedheendof their servicelife, which cause®ccasionapoweroutageson some
islands and can lead to longerterm interruptionsin power supply. In addition, wherever
possible, the introduction of smart solutions in power systemsshould be encouraged.
Renewablenergysourcesurrentlydo not havea significantsharein the energysectoronthe
Croatianislands, although they have great potential. Due to their natural conditions and
geographicallocation, Croatianislands have resourcesthat can be usedfor clean energy
production(wind energy,solarenergy,waveenergy,biomassenergy).The energydemandof
theislandsis increasingmainly dueto the growing tourismsector.Consideringheincreased
demandn the summermonths,which cancausedifficulties in the supply of electricity, it is
necessaryo promotethe useof renewableenergysourcesallowing for additionalsecurityof
energysupply. Numerous"smartisland"” projectsare currently underwayto promotebetter
practicalsolutions(http://insulaeh2020.eu/).

2.1.1.Characteristicof theintelligent/ smartislands

Smart Islandsis a major programmeof interconnectedorojects that aims to supportthe
communityin movingtowardsalow-carbonfuturewith sustainablenergy water,sewageand
wastemanagemen(This is what the smartisland aimsto achievena primjeru Isle of Scilly,
UnitedKingdom (https://smartislands.org/):

1 Reduce electricity bills by 40% by 2025this will be achieved by reducing how much
energy it use and utilising renewable energy produced, distributed through an innovative

community venture and local energy tariff

T Generate 40% of the | sl an dighough b ewmigationafi t vy

solar, energy from waste and potentially wave, wind or tidal
71 Transition to 40% of vehicles being low carbon or electric by 2088talling infrastructure
to support electric vehicles

1 Manage waste and sewage locally and sustairialbly treatirg food and other organic
wastes in an energy from waste plant

1 Raise aspirations and provide opportunitiggovide training and job opportunities, create

links with Universities
1 Become an environmentally aware and responsible tourism destiiiabariding new
momentum and adding credibility to own identity and positioning

Figure following on the next page
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Figure 1: Theconceptof smartisland
(Source:https://scilly.gov.uk/businedgensing/smarislandg

Both public andprivateinvestmentwill supportthe programmen achievingits aims,for the
benefit of the community. Businessesre alreadybeing supportedto improve their energy
efficiency, but can now also be supportedfinancially to maketheir buildings more energy
efficient andinstal renewablesnergyinfrastructure Electric vehiclechargingpointswill help
thosewhowantto investin anelectricvehiclein thefuture.Electriccarsandvanswill becheap
to run andcould be poweredentirely by renewableenergy, makingthemalmostzerocarbon.
Low mileagetrips andlow speedsmakethe islandsan ideal location for the useof electric
vehicles.The benefitsof all the energyand profits from the projectswill be capturedfor the
communitythrougha not-for-profit communityventure . Thiswill resultin islandersenefiting
from a competitivelypriced,low carbonelectricity tariff.

2.2.Municipal infrastructure and wastemanagement

Regardingwater supply and drainage most of the inhabitedisland areais characterizedy
limited availability of waterfor humanconsumptionsoit is akeyresourceghatmustbesecured
in orderto improvethe quality of life of theislandpopulation but alsoto createconditionsfor
theactivity of islandentrepreneurandreducethe developmengapbetweerislandandcoastal
areas.It is necessaryo promotethe developmentof the water supply systemthroughthe
installation, reconstructionand rehabilitation of submarinewater supply pipelinesand the
constructionof new and reconstructiorof existing municipal water structures(water intake
points,waterstorageianks,main pipelines,associateduildingsof the watersupplynetwork).
Investmentshouldalsofocuson the constructionof the watersupply networkon the islands
themselvesandthe provisionof connectiongo householdgindbusinesseOn islandswhere
investmentin water supply throughunderwatepipelinesis unprofitable,alternativeways of
supplyingwaterfor humanusemustbe pursued suchasdesalinatiorplants,especiallythose
poweredby renewablesnergysources.
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Thereis a needto promotesystemdor the purification andreuseof recycledwastewateand
the constructiorof infrastructurefor the transportof recycledwaterfrom its point of origin to
the placeswhereit is neededRecycledwatercanbeusedin industry,agriculture public land
maintenanceandhouseholdsandit is necessaryo testtechnologicakolutionsthatbring this
waterto a healthylevel for humanconsumptionRecycledwateris becomingan economical
andenvironmentallyfriendly solution,andassuchis particularlyusefulin areasvheredemand
for water exceedssupply. Investmentsn the public drainagesystemprimarily involve the
construction reconstructionpr rehabilitationof public drainagesystembuildings, including
wastewatetreatmentacilities (Action Plan,2021).In additionto the expansiorof the public
drainagesystemtheuseof individual systemsuchascompostystemshouldbe encouraged,
especiallyon islandswherethe public drainagesystemhasnot yet beenexpandedThe useof
compostingsystemsn drainageis a more environmentallyfriendly solutionand a potential
replacemenfor semipermeableseptic tanks usedon islandswherethereis no developed
drainagenetwork.By usinga compostingsystem wasteis treatedat the point of generation,
eliminatingthe needto constructa public sewersystemandwatertreatmentplant. The water
supply and wastewatersystemon the islandsshould be developedusing smartsolutionsto
reduce the cost of water distribution, ensurethe long-term sustainability of municipal
infrastructure,and increaseenergyefficiency. Wastemanagemenincludesthe activities of
collection, transportationyecovery,including sorting, and disposalof waste,including the
monitoringof the implementatiorof theseactivities,the monitoringandactionsat the places
wherethe wastewasdisposedaswell asthe actionscarriedout by wastedealersandbrokers
in the contextof wastemanagementandrepresent®ne of the mostimportantdevelopment
needsin theislands(Luttenberger2020,Zovko et al., 2021). Reductionof wastegeneration
andpromotionof wasteseparatiorat the doorstepaswell aspropermanagemenf all types
of waste,including marinewaste createconditionsfor their reuseaccordingto the principles
of circular economy( Gv eG rkdat dl., 2020,D e k aet &l.j 2021). The island'swaste
managemensystemneedsto be improvedin orderto reducethe amountof wasteand the
pollution of spaceby waste,andto increasehe level of wasteseparationFirst andforemost,
activitiesto raiseawarenesandinform residentsandvisitors aboutthe importanceof proper
wasteseparatioratcollectionpointsmustbepromotedsothatwastecanberecycledandreused.

3.RESEARCH DESIGN

The researchwas conductedin August and Septembe022 on the islandsof the northern
Adriatic (Krk andCres)andtheislandsof the southerrAdriatic (UgljanandB r air oyderto
geta roughideaof whetherthe main stakeholder®f the islands(directorsof tourist boards,
employeesof local selfgovernmentunits, directors of larger companiesof cities and
municipalitieson the islands)are awareof the importanceof implementingsomesustainable
developmenactivities, focusingon energytransitionand municipalinfrastructurejncluding
water supply and waste managementA structured interview was conductedwith the
stakeholdersandthis paperpresentselectedelevantpositionsand presentghe resultsin a
descriptiveanda PESTLEanalysis.Theresearchncludeda total of 14 relevantstakeholders.
The researchfocusedon perceptionsof the conceptof "rethinking” or looking at island
developmentn a newway to betterimplementthe principlesof sustainability.The resultsof
the survey suggestthat all stakeholdersare familiar with the conceptof sustainable
developmenthuttheyindicatethatthedestination'sustainablelevelopmentulesarenotbeing
followed during the summermonths. Such information can be worrying, as masstourism
expressedonly in seasoncan be an obstacleto future development.Therefore, it is
recommendedo createnew tourist productsthat are attractiveoutsidethe summerseason.
Whenaskedif you believethat the introductionof the conceptof a smartislandandenergy
transitionon the islandwould havea positiveimpacton the developmenbf the island, most
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believethatthe introductionof suchprojectswould improvethe lives of the local population
andkeeptheexistingyoungpopulationontheisland.Althoughnotall respondentarefamiliar
with the conceptitself in detail, they believethat smartisland developmenteavesplenty of
room for any community that decidesto take this stepto determinethe appearancend
functionality of its environmentitself, while respectingthe historical, cultural, artistic, and
socialheritageof eachneighbourhoodThe respondentsvant moderndevelopmentbut at the
samdimetheywantto preserveheindependencef theirenvironmentintroducingtheconcept
of smartdestinationgequiresdiversity, creativity, and the developmenbf cultural facilities
along with stronger information and communication infrastructure and sustainable
transportation( K o v 2022)IWhenaskedwho they think is mostresponsiblgor the new
thinking andimplementatiorof sustainablelevelopmentall agreethatall stakeholder# the
destinatiorshouldwork togetherto achievethe goalsset. Theabovefindingspointto the need
for a constantconnectionbetweenall stakeholdersn the communityin orderto improvethe
quality of life of islandersAccordingto researchit is evidentthattheislandof Krk is apioneer
in implementinghe concepbf "rethinking”, asit implementamanymeasureselatedto energy
transitionandwastemanagemen(youngetal., 2020).Basedontheanalysisof secondargata
andpreviousresearchandtakinginto accounthe input obtainedthroughin-depthinterviews
andfocusgroupswith key stakeholder# islanddevelopmentuncontrolledvariablesrom the
environmenwereincludedin the analysiswith theaim of identifying andhighlightingcritical
factorsthat significantly influence the currentand future Croatianislands. The analysisof
PESTLE:is presentedn the tablebelow, which identifiesimportantfactorsfor the sustainable
developmenbof islandsin the Republicof Croatia.

With afavorableinfluence With anunfavorable  With afavorableinfluence With anunfavorableinfluence
influence(-
9 internationainitiativesin f excessive 9 developmenbfisland 9§ vulnerability of theislands
thefield of island inequalitybetweetand product economy
development andislands 9 circulareconomyonthe § dominanceof tourismon
9 EUFunds2021.i 2027. 9 insufficient islands theislands neglectof
communicatiorbetweeny] investmenin sustainable  agriculture
thedifferentlevelsof formsof tourism

administration
Sociologicalfactors Technologicalfactors
With afavorableinfluence With anunfavorable  With afavorableinfluence With anunfavorablenfluence

) influence (-) (+) ()
1 preservatiorof theisland'q negativedemographic 9 theuseof renewable 9§ high costsof introduction

culturalandhistorical indicators(population energysources andrenewalof electricity

heritageandnatural exodusfrom theisland) § wastemanagement andwatersupplynetworks

resources 9 theseasonalityf system 9 speedof maritimetraffic
9 belongingto theisland tourismaffectsthelife of

communityandthe theislanders

developmenof theisland

identi

Environmental factors Legal factors

With afavorableinfluence With anunfavorable  With afavorableinfluence With anunfavorablenfluence
(+) influence (-) (+) @)

9 energytransitiononthe 9 landfills ontheislands 9 legalregulations  intertwiningof
island 1 highinfrastructurecosts of theEU andthe responsibilitiesof
{ adaptatiorto climate for thetreatmenbf Republicof differentinstitutions
changeprotectionand rainwaterand Croatia

managementf the wastewater

environment
Tablel: PESTLEanalysisof theenvironmenbn theisland of the Republicof Croatia
(Source:Author'selaborationaccordingto the Nationallsland DevelopmenPlan 2021 -
2027)
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4. CONCLUSION

Theislandsfacemanychallengesn their developmentespeciallyduringthe summemmonths
whenthe numberof touristsexceedghe numberof residentsConstraintssuchaswaterand
energy shortageswaste accumulation,problemswith transportationinfrastructure,climate
changegtc.areemerging Climatechanges oneof the greatesthreatsto biodiversity,sothe
useof renewableenergysourcesandenergyefficiency measure®ecomethe key to managing
andmitigatingclimatechanggKelman,2014,P e r&iGlv e 6k d2017).In theconservation
of marineandterrestrialhabitats the mainthreatto islandbiodiversityis pressurdrom human
activities, especiallyexploitationof mineral resourcesillegal wastedumping, marinelitter,
expansiorof constructionareasandillegal and unsustainableonstructionsoit is necessary
to provide mechanismdor the protectionof the island landscapen the spatial planning
document®f islandmunicipalitiesandcities,with effectivemonitoringandfunctionalremoval
of buildingsandremediatiorof contaminate@reason theislands Environmentaprotectionin
the island territory should be promotedthrough the use of alternative fuels and smart
technologies,appropriatewaste managementpromotion of energy and environmentally
sustaimble production processestransition to more energyefficient and environmentally
friendly meansof transportation,and the use of information and telecommunications
technologiesto reduce physical traffic wherever possible (working from home, online
shopping,businesswith public administration,telemedicineetc.). As part of an increased
implementationof sustainabledevelopment,it is necessaryto invest in the creation of
documentsbasedon scientific knowledge,such as risk assessmentand spatial planning
documents raising awarenessamong island residents,the constructionof fire roads,the
protectionandmaintenancef watersourcesthe conservatiorandmanagemenf forests the
strengthenin@f infrastructureandensuringnonitoringmeasuredMeasures$o mitigateclimate
changeand adaptto its consequencesiustbe includedin the spatialplanningdocumentsof
islandmunicipalitiesandtowns,alsobecausdand usechangegfrom forestto agriculturalland
or constructionland) is consideredne of the main causeof the increasdan greenhousgas
emissionsin theareaof islandagriculture traditionalagriculturalpracticeghat strengtherthe
resilienceof ecosystemshabitats,and spedes to climate changeneedto be valued and
promotedandin theareaof fisheries,adaptatiorto potentiallynewconditionsfor fisheriesand
aquaculturas neededbecausef projectedincreasesn oceantemperatureshat may leadto
increasesn alien speciesand impactson native species.The conceptof a "smartisland” is
baseddn continuousmprovementhroughtechnologicakolutionsin the procesof sustainable
developmentywhichin its essenceresupposeanintelligent,interconnectedystemAsislands
developthroughtheir utility infrastructuretheimportanceof informationandcommunication
technologyand integratedsolutionswill continueto grow and becomeirreplaceable Smart
islandswill be measuredby the degreeof integrationof ICT infrastructureat all levels,
interconnectedby the energy, health, transport, ecology and administrationsectors. The
researchesultsof this work canhelpimportantpeopleat regionalandlocal levelsin decision
making.Theresultsobtainedcanserveasabasisfor policy decisiongo createamoreproactive,
smarter,and sustainablasland. Local developmenipolicymakersurgently needto take the
necessargtepgo find solutionsto providemorequality servicego morepeople whichmeans
agreaternnflux of peopleto theislands.This requiressomekind of rethinkingof development
thatofferstheisland'sappealyearround,not just in the summemmonths.Therearea number
of shortcomingsn this work. Thelimitation of the researcHies in the analysisof a relatively
smallnumberof stakeholdersin additionto a largersampleof respondentsf is necessaryo
conductheresearclon aslargeasampleof theislandaspossible Recommendationfer future
researcltanbe acomparisorof Croatianislandswith theislandsof othercountriesaswell as
researcton thetopic of financingsmartsolutions which wasalsonot addressedh this paper.
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ABSTRACT
Bankruptcy is an very important institution in modern business. Articlef & Constitution
of the Republic of Serbia stipulates that the economic system in the Republic of Serbia rests on
a market economy, open and free market, freedom of entrepreneurship, independence of
economic entities and equality of private and otlbemf of property. Bankruptcy occurs when
the debtor's property is reduced to such an extent that his debts to creditors exceed the property
value that was the cover to pay such debts. This is actually a situation in which the debtor is no
longer able to garantee the creditors the performance of the assumed obligations, against the
value of the property at his disposal. According to the Law on Bankruptcy of the Republic of
Serbia, bankruptcy is implemented through bankruptcy or reorganization. In thistipart,
paper will deal with the concept and importance of bankruptcy as an institution that contributes
to safer business operations of economic entities, and is equally important for both creditors
and debtors. However, bankruptcy, as an important institutif commercial law, is exposed
to various possibilities of abuse. If the acts of abuse are more serious and significantly disrupt
stable business operations, abuses in the field of bankruptcy qualify as criminal acts, which are
regulated by the CriminaCode of the Republic of Serbia. Criminal offenses that have
bankruptcy as a protective object belong to the group of criminal offenses against the economy
and are therefore part of an important area of criminal law, which is called economic crime.
In thispart, the paper will deal with the segment of economic crime in the part related to abuses
in bankruptcy, and the subject of analysis will be current judicial practice in the part of filed
criminal charges and judgments for criminal offenses relevant tdkro@tcy. The paper is
methodologically based on a theoretical analysis of relevant contemporary positions in theory,
a normative analysis of legislative sources, and a quantitative analysis of statistical indicators
in the domain of the research subjethe research is based on official statistical data of the
Republic Institute of Statistics.
Keywords: Abuses in the field of bankruptcy, Bankruptcy, Business operations, Business
entities, Economic crime

1. INTRODUCTION

Bankruptcy as a commercial law institution occurs when the debtor's property is reduced to
such an extent that his debts to creditors exceed the property value, which was the cover to
settle such debts. This is actually a situation in which the debtorl@ger able to guarantee

the creditors the performance of the assumed obligations, against the value of the property at
his disposalBankruptcy is an extremely important institution in modern business. Article 82

of the Constitution of the Republic oeia (2006) stipulates that "economic organization in

the Republic of Serbia rests on the market economy, open and free market, freedom of
entrepreneurship, independence of economic entities and equality of private and other forms of
property”.Business mtities enter into many legal relationships within which certain rights and
duties arise for them.
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According to the fact that these duties are very often of a financial nature, it is clear that business
entities enter into defureditor relationships primarily due to the need to provide funds that
they need at a certain moment, but which they do nog lzvtheir disposal in specific
circumstances. As long as the debtor is solvent in the specific ambthtor relationship, there

IS no problem in business. However, complications in business arise when the debtor finds
himself in a situation where herge#ot settle his debt to his creditors, i.e. when he becomes
insolvent. In such a situation, one of the possibilities is definitely bankruptcyefficient )
bankruptcy system, according to Cvetkovil (2
becauset ensures security for creditors, the recovery of companies with financial difficulties
and the faster return of blocked funds to usehis part, the paper will deal with the concept

and importance of bankruptcy as an institution that contributeddplaasiness operations of
economic entities, and is equally important for both creditors and delitorsever,
bankruptcy, as an important institution of commercial law, is exposed to various possibilities
of abuse. If the tortious actions are more seriand significantly disrupt stable economic
operations, abuses in the field of bankruptcy qualify as criminal acts, which are regulated by
the Criminal Code of the Republic of Serbia. Criminal offenses that have bankruptcy as a
protective object belong the group of criminal offenses against the economy and are therefore
part of an important area of criminal law, which is called economic crime. In this part, the paper
will deal with the segment of economic crime in the part related to abuses in bankamatcy

the subject of analysis will be current judicial practice in the part of filed criminal charges and
judgments for criminal offenses relevant to bankrupldye work is methodologically based

on the theoretical analysis of relevant contemporary pasitin theory, a normative analysis

of legislative sources, and the quantitative analysis of statistical indicators in the domain of the
research subjecthe research is based on official statistical data of the Republic Institute of
Statistics.

2. LITERATURE REVIEW

Companies very often, especially in conditions of economic crisis, find themselves in financial
difficulties and become insolvent towards their creditors. Insolvency in its primary meaning
"refers to the debtor's inability to pay his debtghey fall due" (Honsberger, 1972, p. 200).

This situation most often arises "if the debtor's liabilities exceed his assets, and lead to a
decrease in the funds available to the debtor, and limit his ability to settle his obligations to
permanent creditof{Babatunde Onakoya and Eunice Olotu, 2017, p. 7Ad)ording to the
opinion of numerous foreign authors, the essence of the existence of bankruptcy lies in the
settlement of creditors with an attempt to get the company out of the crisissandturing, as

key elements for understanding the dynamics of industry and evolution (Decker and Mellewigt,
2007; Ghemawat and Cassiman, 2007; Ketchen, et al., 2004), because specifically, "credit
constraints of a business entity significantly affeetstze and growth of the company" (Beck,

et al., 2005; Fagiolo and Luzzi, 200Betermining the essence of the conceptual definition of
bankruptcy, the legal and economic aspects can be distinguisioed.a legal point of view,

"bankruptcy is a proceduren whi ch al | creditors of the ban
2017, p. 30), i.e. itis "judicial seizure of the debtor's entire property in favor of joint creditors"
(Dragojlovil, et . al ., 2019, p . 1 8 astatethhr om ar

which a debtor who has suspended payments or whose assets are insufficient to settle the claims
of all creditors whose claims are threatened by the suspension of payments or the over
indebtedness of their jodmio,demp.t o). (Aol \wwliHK
56) states here, "bankruptcy is a condition that causes the disappearance of a business entity
from economic life."The significance of bankruptcy for the economy and business operations

of entities is very great. It i;afe to say that bankruptcy provides valuable advantages not only

to creditors, but also to debtors themselves.
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According to Stevanovil (2005, p. 15), "an e
by entrepreneurs, reduces economic losses, attfaign investments and encourages the
development and increase of the wealth of the whole socE#ytkruptcy legislation should

help "redirect resources from uneconomic, unproductive or unprofitable enterprises to where
they will be used more efficidly." It sets up a system within relocation can be carried out, but

at the same time (to the extent possible in the circumstances) protects the contractual and real
rights of the various parties to the proceedings, including business owners, creditors and
workers. Each of these groups must bear a part of the losses caused by the bankruptcy of the
company, and each of them must sacrifice a part of their interests to the redistribution of assets
that are not sufficient pib).Accortlingyo Adicetl ofthe al | "
Law on Bankruptcy (2009), "bankruptcy, in terms of this law, is implemented by bankruptcy

or reorganization." Bankruptcy means the settlement of creditors from the value of the entire
property of the bankrupt debtohat is, the bankrupt debtor as a legal entity. "Reorganization”
means the settlement of creditors according to the adopted reorganization plan by redefining
debtorcreditor relations, status changes of the debtor or in another way provided for in the
reorcanization plan.Also, according to the provisions of Article 11, paragraph 1, of the
aforementioned Law on Bankruptcy (2009), "bankruptcy proceedings are opened when the
existence of at least one bankruptcy reason is established, whereby bankruptcynmelsians
permanent inability to pay, threatened inability to pay, awdebtedness, failure to act
according to the adopted reorganization plan and if the reorganization plan was implemented
in a fraudulent or illegal manneccording to the provisionsf Article 11, paragraph 2 of the

same law, "a more permanent inability to pay exists if the bankrupt debtor: cannot meet his
financial obligations within 45 days from the due date of the obligation; completely suspend all
payments for a continuous periofl 30 days. Threatening insolvency exists if the bankrupt
debtor makes it likely that he will not be able to meet hispisting financial obligations when

they fall due. Overindebtedness exists if the bankruptcy debtor's assets are less than his
liabilities. If the bankruptcy debtor is a company of individuals, overindebtedness does not exist

if that company has at least one partner or general partner who is a natural person. Failure to
act according to the adopted reorganization plan exists whennkeiptidebtor does not act
according to the reorganization plan or acts contrary to the reorganization plan in a way that
significantly jeopardizes the implementation of the reorganization plan" (Bankruptcy Act,
2009).At this point, it is important to dafe the basic lines of bankruptcy, both in theory and
inthelexgeneralilawkdAc cor di ng t o Ve |-26)'the goalsiofbankr@pttylabe, p .
realized in bankruptcy proceedings. The first goal of bankruptcy proceedings is to ensure a joint
and preortionate settlement of creditors of the bankrupt debtor. This can be achieved either by
reorganization and rehabilitation of the bankrupt debtor, or by his bankruptcy. Another goal of
bankruptcy proceedings is the economic protection of social inténasi@re threatened by the
irrational operation of an economic organization that cannot fulfill its economic and social
obligations. Bankruptcy removes an incompetent entity from economic life, in order to prevent

it from continuing to cause damage to otlpersons with whom it enters into business
relations".According to the provisions of Article 2 of the Law on Bankruptcy (2009), "the goal

of bankruptcy is the most favorable collective settlement of bankruptcy creditors by achieving
the highest possiblealue of the bankrupt debtor, that is, his assétewever, regardless of

the fact that the state, through the appropriate law, has regulated the conditions and manner of
initiating and conducting bankruptcy proceedings before the appropriate courtitlieas,

various forms of criminality appear in practice in this area, among which the following are:
devaluation of capital, its incorrect assessment or incorrect presentation of real values;
agreement between individuals from bankruptcy authorities padons participating in
bankruptcy proceedings as potential buyers; by the agreement of individuals from the
bankruptcy authorities, valuable assets are separated from the bankruptcy estate, which enables
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purchase at lower prices; entering into harmfudlsldor the assets of companies that are in
bankruptcy" ( Bo ¢lR4pAsialfeady @rptiagized ipthe infral&tion, if the
tortious actions are more serious and significantly disrupt stable economic operations, abuses
in the field of bankrupte qualify as criminal acts, which are regulated by the Criminal Code of
the Republic of Serbia. Special emphasis in this area is placed on fraudulent activities in the
area of bankruptcy. Bankruptcy frauds are committed with the intention of avoiding mtayme

of the obligations that the company has due to bankruptcy by apparent or real decrease in value.
If it is the result of consciously negligent work or deliberate provocation, bankruptcy can be
defined as a classic form of economic and financial fraudchwdis such becomes one of the
more significant forms of economic crinéhe Criminal Code (2005) prescribes three criminal
offenses in the field of bankruptcy fraud that can significantly help to see and analyze the
representation of bankruptcy fraud lation to the representation of other criminal offenses

in the field of economic crime (primarily referring to the group of criminal offenses against the
economy ), but also in relation to the representation of bankruptcy frauds in relation to total
criminality in the Republic of Serbia. These are the following criminal acts: Causing bankruptcy
under Article 232 of the Criminal Code, Causing false bankruptcy under Article 232a of the
Criminal Code and Damage to creditors under Article 233 of the Crimwae. Che research

part of this work will analyze the representation of these criminal acts in the practice of judicial
authorities in the Republic of Serbia, expressed through the following parameters: submitted
criminal reports of adult persons for comtinity fraudulent acts in the field of bankruptcy for

the period from 201:2020. and convictions of adult persons for fraudulent acts in the field of
bankruptcy for the period from 202®D20. yearsOn this occasion, the representation of
criminal offensesn the field of bankruptcy in the Republic of Serbia can be seen in the best
way through the analysis of the official number of filed criminal reports and convictions for the
said criminal offences, recorded by the Republic Institute of Statistics.

3. RESEARCH METHODS

The subject of analysis in the paper is the representation of the criminal acts Causing bankruptcy
from Article 232 of the Criminal Code, Causing false bankruptcy from Article 232a of the
Criminal Code and Damage to creditors from Article 888e Criminal Code, in the practice

of judicial authorities in the Republic of Serbia, expressed through the following parameters:
filed criminal reports of adults persons for committing fraudulent acts in the field of bankruptcy
for the period from 201:2020. and convictions of adult persons for fraudulent acts in the field

of bankruptcy for the period from 202®20. yearsThe research is based on the available
official statistical data of the Republic Institute of Statistics. Within the frameworkaf is
mentioned above, it is important to analyze the representation of bankruptcy frauds in relation
to the representation of other criminal offenses in the field of economic crime (primarily
referring to the group of criminal offenses against the ecghaas well as the representation

of bankruptcy frauds in relation to the overall criminality in the Republic of SéFh@mwork

is methodologically based on a theoretical analysis of relevant contemporary positions in
theory, a normative analysis of Istfitive sources, and a quantitative analysis of statistical
indicators in the domain of the research subject. The research is based on official statistical data
of the Republic Institute of Statistics.

4. RESEARCH RESULTS

According to the provisions of Article 232 of the Criminal Code (2005), bankruptcy is caused
by a person who "in the subject of economic operations that has the characteristics of a legal
entity, by irrational spending of funds or their alienation for mathexcessive borrowing,
taking on disproportionate obligations, frivolous conclusion of contracts with persons unable
to pay , by failing to fulfill claims in a timely manner, by destroying or concealing property or
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by other actions that are not in aatamnce with conscientious business practices, causes
bankruptcy and thereby damages another, shall be punished by imprisonment from six months
to five years". According to the provisions of Article 232a of the Criminal Code (2005), causing
false bankruptcis committed by a person who "in a business entity that has the status of a legal
entity, in order for that entity to avoid paying obligations, causes the bankruptcy of that entity
by apparent or real reduction of its assets, in such a way that: 1) qpadirar part of the
property of the business entity, sell it ostensibly, sell it below the market value or give it away
for free; 2) creates fictitious debt contracts or recognizeaxastent claims; 3) business books

that the business entity is obligexlkeep by law, covers up, destroys or alters them in such a
way that the business results or the state of assets or liabilities cannot be seen from them, or by
creating false documents or otherwise presenting them in such a way that on the basis of it can
be opened by bankruptcy”. The perpetrator of this criminal offense will be punished with
imprisonment from six months to five years. The provisions of the aforementioned article
stipulate that the perpetrator will be punished with imprisonment of tvemtpdars, if this act

has resulted in serious consequences for the creditor. According to the provisions of Article 233
of the Criminal Code (2005), damage to creditors is committed by a person who "within the
subject of economic operations, knowing theg subject has become unable to pay, by paying

off the debt or in another way puts the creditor in a more favorable position and thereby
significantly damages another creditor". The perpetrator of this criminal offense will be
punished with imprisonmentdm three months to three years. The same provisions provide
that the perpetrator will be punished with imprisonment from three months to five years, "if,
knowing that the subject has become unable to pay, and with the intention of defrauding or
damaging tk creditor, admits a false claim, draws up afalse contract, or damages the creditor".
Finally, if by committing this criminal act "largecale damage was caused to the creditor or if,
according to the injured party, forced settlement or bankruptcy proggediere initiated
because of this, the perpetrator will be punished with imprisonment from one to eight years".
In the following text, the subject of analysis is the representation of the criminal acts Causing
bankruptcy from Article 232 of the Criminab@e, Causing false bankruptcy from Article 232a

of the Criminal Code and Damage to creditors from Article 233 of the Criminal Code, in the
practice of judicial authorities in the Republic of Serbia, expressed through the following
parameters: submitted orinal applications of adult persons for committing fraudulent acts in

the field of bankruptcy for the period from 262020. and convictions of adult persons for
fraudulent acts in the field of bankruptcy for the period from 22020. years. Table 1 will
tabulate and analyze data in the area of the number of criminal charges filed against adults for
the criminal acts of Causing bankruptcy, Causing false bankruptcy and Damage to creditors, in
the period from 201:2020. years. In the table, data from Buiiedi77 (2021) on adult offenders

in the Republic of Serbia, Republic of Statistics Office, as well as Bulletin 665 (2020) on adult
offenders in the Republic of Serbia, Republic Office of Statistics will be consulted.

Table following on the next page
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20109. 2020.
o o o o
o o o o
< g S8 | % | SB
5 ss |28 |5 S5 |23
= g8 | g2 |F g8 | g8
z S 58 | Z g8 |58
REPUBLIC OF SERBIA 92.797 64.695 28.102 | 74.394 51.863 | 22.531
CRIMINAL OFFENSES AGAINST | 2.461 1.970 491 1.814 1.362 | 452
THE ECONOMY
Causing bankruptcy 7 6 3 2 1
Causing a false bankruptcy 3 3 - 2 2 -
Damage to creditors 30 30 - 19 18 1

Table 1: Criminal charges against adults according to the criminal offense, for the period
20192020

Table 2 will tabulate and analyze data in the area of the number of convictions, rejections and
acquittals against adults for the criminal acts of Causing bankruptcy, Causing false bankruptcy
and Damage to creditors, in the period from 2@Q0920. years. Ithe table, data from Bulletin

677 (2021) on adult offenders in the Republic of Serbia, Republic of Statistics Office, as well
as Bulletin 665 (2020) on adult offenders in the Republic of Serbia, Republic Office of Statistics

will be consulted.
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REPUBLIC OF SERBIA 28.112 | 897 1.465 25.487 749 1.330
CRIMINAL OFFENSES 1.008 |79 150 842 72 132
AGAINST THE ECONOMY
Causing bankruptcy - - - 2 - -
Causing a false bankruptcy - - 2 - - -
Damage to creditors 12 - 1 10 - 2

Table 2:Convictions, refusals and acquittals against adults for criminal offences, for the
period 20192020

As can be seen, the data agawkich the numerically presented data for each individual

criminal offense were compared are: 1.) total numerically expressed criminality in the territory
of the Republic of Serbia for the given year; 2.) total values for the group of criminal offenses
aganst the economy in which the individual criminal offenses are observed (chapter-twenty

two of the Criminal Code).

5. DISCUSSION
The goal of the data analysis in table 1 is the representation of criminal reports for the crimes

of Causing bankruptcy, Causing false bankruptcy and Damage to creditors in relation to the
number of criminal reports for total criminality, for the groupcofes against the economy,

as well as the analysis of the mutual representation of all three individual crimes. It can be seen
that the dynamics of filing criminal charges against adults for the criminal offenses of Causing
Bankruptcy, Causing False Baanktcy and Damage to Creditors indicate that the number of
criminal charges for the offense of Damage to Creditors is significantly higher compared to the
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number of charges for the other two criminal offences, as well as that the number of filed

criminal rgoorts in the observed thrgear period showed a tendency to decrease:

1 in 2019, 7 criminal reports were filed for the criminal offense of Causing Bankruptcy, 3
criminal reports were filed for the criminal offense of Causing False Bankruptcy, while 30
criminal reports were filed for the criminal offense of Damage to Creditors.

1 in 2020, 3 criminal reports were filed for the criminal offense of Causing Bankruptcy, 2
criminal reports were filed for the criminal offense of Causing False Bankruptcy, while 19
criminal reports were filed for the criminal offense of Damage to Creditors.

Then, the goal of the data analysis in Table 2 is the representation of the number of convictions,
rejections and acquittals for the criminal offenses of Causing bankruptcyin@datse
bankruptcy and Damage to creditors in relation to the total number of judgments at the level of
the Republic of Serbia, for the group of criminal offenses against the economy, as well as
analysis of the mutual representation of the number ofaterfibr all three individual crimes.

It can be seen that the dynamics of passing judgments of conviction, rejection and acquittal in

the observed twiyear period against adults for the criminal offenses of Causing bankruptcy,

Causing a false bankruptcycaBamage to creditors, do not record major oscillations:

1 in 2019, not a single verdict was passed for the criminal offense of Causing bankruptcy, for
the criminal offense of Causing false bankruptcy, 2 acquittals were handed down, while for
the criminal ofense of Damage to creditors, 12 convictions and 1 acquittal were handed
down;

1 in 2020, not a single verdict was handed down for the criminal offense of Causing a false
bankruptcy, the criminal offense of Causing bankruptcy resulted in 2 guilty verdmiks, w
for the criminal offense of Damage to creditors, 10 convictions and 2 acquittals were handed
down.

If we analyze the ratio of the number of criminal reports submitted for the above three individual
crimes, in relation to the total criminality and rielation to the group of criminal offenses
against the economy, criminal offenses have an insignificant representation, which indicates
the fact that according to official data, they cannot threaten the national economic and economic
stability. The same ewlusion can be drawn for the rendered judgmeadsviction, rejection

and acquittal. On the other hand, this issue is interesting from the perspective of future
criminological studies, because there is a possibility that the officially insignificaististd
representation of a certain phenomenon indicates the existence ofcdléedd'dark figures”,

which actually means that there is a possibility that a certain number of committed criminal acts
in this area were not detected, nor registered itis8tal databases. This possibility can
certainly influence the future economic trends in national economies and is an important
multidisciplinary issue, which will be dealt with not only by legal disciplines (mainly
commercial law and criminal law), batso by economic disciplines.

6. CONCLUSION

Business entities enter into many legal relationships within which certain rights and duties arise
for them. According to the fact that these duties are very often of a financial nature, it is clear
that busines entities enter into delsteditor relationships primarily due to the need to provide
funds that they need at a certain moment, but which they do not have at their disposal in specific
circumstances. The reasons for which a debtor may fall into difesulibusiness can be very
different. Therefore, in the case of insolvency of the debtor, one of the solutions is certainly to
initiate bankruptcy proceedings for the sake of an equal and most favorable settlement of the
creditors, by realizing the highgsbssible value of the debtor's property.
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However, regardless of the fact that the state, through the appropriate law, has regulated the
conditions and manner of initiating and conducting bankruptcy proceedings before the
appropriate court, in practiceasous possibilities for undertaking criminal actions in this area
appear. If the situation in our country is analyzed more closely, the last decade of the last century
was certainly marked by the process of transition, i.e. the process of economizéberabf

the economy, and the transition from a centralized to a market economy. At the same time,
transition is a process that inevitably goes along with property transformation, that is, the
transition of state and social property to private propertych again opens up the possibility

for various abuses and thus endangering economic activity in thdrstegdirst part, the paper

dealt with the concept and importance of bankruptcy as an institution that contributes to safer
operations of economentities, and is equally important for both creditors and debtors. In the
second part of the work, which also included the research of relevant data, the subject of
analysis was the representation of the criminal offenses Causing bankruptcy from A2icle 2

of the Criminal Code, Causing false bankruptcy from Article 232a of the Criminal Code and
Damage to creditors from Article 233 of the Criminal Code, in the practice of judicial
authorities in To the Republic of Serbia, expressed through the followiampters: submitted
criminal reports of adult persons for committing fraudulent acts in the field of bankruptcy for
the period from 201:2020. and convictions of adult persons for fraudulent acts in the field of
bankruptcy for the period from 202®20. yars.The conclusion that was imposed after the
analysis of the data presented in the table is that not a single analyzed individual criminal
offense is represented on a larger scale, bearing in mind the numerical data for the total
criminality in the Repulic of Serbia and the parameter for the group of criminal offenses
against the economy. However, this conclusion is not absolute and final, because there is a
possibility that the officially insignificant statistical representation of a certain phenomenon
indicates the existence of the-called "dark figures”, which actually means that there is a
possibility that a certain number of committed criminal acts in this area were not detected, nor
registered in statistical databases. This points to the fadt thatecessary to further monitor

the phenomenology and dynamics of criminal acts in the field of bankruptcy fraud, as well as
to the fact that it is necessary to approach this problem in a multidisciplinary manner, bearing
in mind that the direct crimal and criminological dimension of the problem can significantly
reflect on the economic and economic stability of society.
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ABSTRACT
The interaction between potentially toxic elements and plants is important for ecosystem
stability, which action will reduce the risk of their entery into the food chain. Heavy metals
represent a very significant group of environmental gahlts because they are potential
metabolic inhibitors. With that, a study was conducted where the content of heavy metals in the
stem was examined from wheat in the budding and leafing stages and also the plant hight were
evaluated. The aim of the reseamhs to determine the influence of heavy metals on the initial
phenophases of wheat varieties Pobeda and Ljillana. An experiment was set up in the
laboratory flasks under controlled conditions of heat and humidity with the addition of different
concentratons of heavy metal mixtures. Higher concentrations of heavy metals significantly
reduced plant growth and leaf surface in both cultivars. It was proved that there was a
significant concentration of heavy metals in the stems of the plant.
Keywords:atomic dsorption spectrophotometry, heavy metals, Triticum sp

1. INTRODUCTION

Due to the rapid increase in the population of people on earth, the requirements for the quantity
of food are increasing. However, increasing anthropogenic heavy metal deposits can reduce
yield and quality product§ P o p-Yu k €1 j i {Secon@ @ Rsgmportant way of
contamination alimentary products with heavy metals is the process of their production.
(Mickovski-St ef anovi | Ietelatienlta the othé<taje. elements cadmium is
extremely toxic to both plants and humans.A number of heatglairon, manganese, copper,

zinc) in small amounts are regarded as essential elements for the growth and development of
plants. These are microelements, but in high concentrations they are toxic to plants. Some heavy
metals belong to the functional g, plants adopt them and their presence in vegetative and
generative organs is not toxic. Selenium, cobalt, silicon are belong to this group. Other heavy
metals are toxic to plants, animals and humans plant food.
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Knowledge of factors that influence theHavior and bioavailability of heavy of metals in the

soil is necessary. In the past period, the concentration of zinc in some lands is increasing,
especially in industrialized countries as a consequence of inadequate protection the
environment from factgrpollution. For the dynamics of Zn accumulation, the most important
factors are the pH value, CaCO3 content and mechanical composition of the soil. Plants grown
on contaminated soil adopt and accumulate heavy metals in their aboveground organs
(Jakovljevi i s a Heayy métd l8ave)great negative impact on human health when they
are found in food. In agricultural products it is demanded by law that the content of heavy
metals is precisely known. In this research the analisis of regression is gseditd Cd and

Pb in wheat and contributes to uncertainty in that predictions in relation to imputs in regression
model. For each part of 500 x 500 m of soil which represents agricultural land in Nederlands, a
1000 samples was analised, variables were pBbib, organic matter and concentration of
heavy metals in soil. According to EU standards of quality, content of lead and cadmium in soll
was higher than allowed concentrations. Uncertainty of regression analisis for cadmium (Cd)
was 36% and for lead (P62% (Brus and Jansen, 200B)evated concentrations of cadmium
cause a number of negative effects in plants, such as inhibition growth, enzyme activity,
photosynthesis and changes in stomatal act{ffAitgsad, 1995)[oxic effects of cadmium it is
reflected in its affinity to the thiol group, due to which cadmium can block it functional groups

of biomolecules, the result is the inhibition of metabolic enzymatic activities plant processes,
such as photosynthesis, respiration, assimilation of nutrientdransport(Ferreira et al.,
2002).Higher concentration of toxic metals have impact on parameters that show capacity for
photosintetic exchange of gases, such is stomeconductivity (Li at al., 20k8kearch by
(Hattori and Chino, 2001), the quantitydaconcentration of toxic elements in wheat that was
grown in different tipes of soil treated with 5 concentrations of heavy metals. Soil was mixed
wih CdChk or ZnCh. Reduction of concentration of toxic elements varied depending on tipe of
soil. Wheat yelal was reduced in all tipes of soil, in different quantities depending also on tipe
of soil (Hattori and Chino, 2001Rrocentof absorbed heavy metals through leaves depends of
chemical properties of soil. Accumulation of heavy metals in wheat exposed to different
contaminants was studied. This experiments lasted 18 years on two tipes of soil. Experiments
were conducted on spgrwheat. Rise in soil contamination resulted in activity of enzymes in
leaves and roots of wheat and increase of antioxidant protection from ions of heavy metals.
Concentration of heavy metals of cadmium, zink, lead and chrome in wheat grain was
significartly smaller than in straw, while in grain there were more ions of nickel and copper
than in straw. In roots of wheat there was most ions of cadmium, nickel, zink and copper. pH
values did not have influence on content of copper, lead and chrome in plargadva, 2004).

In China, experiment was conducted to see how does contamination with heavy metals effects
plants and in which way do plants adjust to their negative effect. Inhibition of growth, damage
of plant structure, decline in physiological and dhiemical activities was observed.
Bioavailability of heavy metals depends of many factors, such as ecological conditions, pH,
tipe of element (metal) and tipe of plant. There are also studies on defencemehanisms of plants
to negative effects of heavy metalsuch as combining these metals with proteins and
detoxifications of enzimes. This are mechanisms of protection of platns against heavy metals.
As can be seen, there are two aspects of interaction, heavy metals have negative effects on
plants and plantsave their own meshanisms of defence against this negative effects. (Cheng,
2003). Effects of chlorimurepnxide and cadmium on winther wheat was examined in 2006.
Joint effect cadmium and chlorimuraxide affected wheat in regard that chlorofile formation

was weaker. Wheat activated its defence mechanisms as a response to negative effects by
increase in enzyme antioxidant peroxdase activity. Content of degradable proteins and
peroxidase activity represent biomarkers for negative effects of chemicalsis(lang and

Zhou, 2006).
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On territory of Kosovo and Metohia, in waley of rivers Ibar and Sitnica are two significant

i ndustrial cities, Kosovska Mitrovica and Ob
with their emmisions on wider area of Ka® and Metohija. Heavy metals that are released

from this industrial regions fall on earth surface in their unchanged or changed form, from
where they are absorbed by plants and accumulated in plant tissues and organs. Plants from
Plantagogenus are indators of contamination and have great accumulation ability of heavy
metals. As distance from pollutants gets bigger, the effect of pollution with heavy metals
declines. From plants that were object of experiment, the smallest accumulation was observed
in tomato,green beans and the highest cabbage. Vegetables accumulate less quantities of heavy
metals than -fTrruaijtksov( Fi |iiUpdsrathel influerze® 6f 1h)gher
concentrations lead in the plant inhibited the main processes such as gemgratigh and
development, process photosynthesis, water regime, mineral nutrition, as well as enzyme
activity (Agami i Mohamed, 2013; He i sar., 2016; Sharma i Dubey, 2005)

2. MATERIAL AND METHODS

Investigations of the influence of the concentratiortha mixture of heavy metals on the
dynamics of the accumulation of heavy metals in the wheat stem and the growth of the plant
was performing through experiments in laboratory flasks in the greenhouse Faculty of
Agriculture in Zemun where heat and humiddgnditions are controlled. The vegetation
experiment was set up in three replicates, with a total of 36 laboratory flasks, in wich two were
sown wheat varietigBobedaandLjiljana. Before sowing, the laboratory flasks were filled with

2 kg of dry extracktach Novobalt which was subsequently contaminated with a mixture of
chemical compounds of heavy metals in the form solutions of the following compounds: zinc
in the form of zineacetateZn(CHsCOO) x 2H:0, lead in the form of lead acetateHgO4Pb

x 3H0, chromium in the form of chromium trioxig@rOs, copper in the form copper sulfate
CuSQ and cadmium in the form of cadmium nitrae(NGs)2 x 4H:0.

The following concentrations of solutions werew used:
0 ppm (control), 50 ppm, 100 ppm

In addition to he heavy metals in the wheat stem, the height of the plants from the level was
first measured soil and leaf area. After that, the concentration of heavy metals in wheat stems
was determined. We choBebedaandLjiljana wheat varieties because they are tiyaggrown

in the southern region. In each laboratory flask 12 seeds were sown at a depth of 5 cm. Four
plants taken from each laboratory flask. After sampling the plant, the root was manually
separated from the wheat stem. After that, herbal t#tnass wee previously washed with
distilled water and kept for several hours in 0,1 M HCL, to remove soil and mineral oxides from
the surface. Then the plant mass was ground
was poured with 20 ml of 60% HNODone isgentle boiling for 2 hours. After cooling, 3 ml

of H20. was added and then it was distilled boiling for 15 minutes. The procedure with peroxide
was repeated. After cooling, 2 ml was added Heh@d gentle evaporation until dense white
fumes of perchloriacid appeafJones i Case, 1990\fter cooling, 5 ml of 5M HCL was
added, and then the samples were quantitatively transferred into normal laboratory flask of 50
ml. The laboratory flasks filled to the final volume with distilled water. It is a solutitemed

through quantitative filter paper. Reading was done by atomic absorption by spectrophotometry
(Varian Spectr AA 220FS apparatus), in an acetylene/air flame. The analysis of the obtained
data was done with the statistical package Statistica 8 floaddMis and SPSS Statistical 17.0
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3. RESSULTS AND DISCUSSION

3.1. Height of the steam

Average height was smaller in varid®pbeda(41,20 cm) in comparison with varietyiljana
(48,00 cm). Height in samples (repetitions) varied from 39,50 cm to 42,60 cm in variety
Pobedawhile the hight in samples of varietyiljana varied from 46,00 cm to 50,00 cm (tables

1 and 2).

Variant Zn, Pb, Cr, Cu, Cd LSD 5% LSD 1%
Control 42.60 7,9889 14,6647
50 ppm 41,60 8,1768 15,0097
100ppm 39,50 11,4729 21,06
Average 41,20

Table 1: Stem hight, variety Pobeda, cm

Variant Zn, Pb, Cr, Cu, Cd LSD 5% LSD 1%
Kontrola 50,00 1,8371 3,3723
50 ppm 46,00 14,5818 26,7668
100ppm 48,00 1,8371 3,3723
Average 48,00

Table 2: Stem hight, variety Ljiljana, cm

When soil was contaminated with mixture of metals of concentration 50 ppm, stem hight in
variety of wheatjiljana was 46,00 cm and stem hight of variPgbedawvas 41,60 cm. When

soil was contaminated with mixture of metals of concentration 100 ppm, stem hight in variety
of wheatLjiljana was 48,00 cm and stem hight of vari®gbedawas 39,50 cmThe process

of photosynthesis is most sensitive to the toxic atffef lead, longterm exposure causes
inhibition chlorophyll biosynthesi¢Ernst at al., 2000; He at al., 2014xperiments have
shown that lead has a negative effect on photosynthesis, transpiration and stomatal conductivity
when its concentration in tis®il exceeds 300 pp(fu i Wang, 2015)Differences in the stress
induced effects of elevated concentrations of toxic metals indicate different tolerance of plants
to metalgZhao et al., 2017).

3.2. The surface of a plant leaf

Research shows that total leaf surface was bigger in vé&adigda(24,38 cml) comparing it
to varietyLjiliana (14,10 cm). Samllest leaf surface (15,35 §nn varietyPobedawas when
the soil was treated with 100 ppm, whiel the biggest leaf surfacewveasitrol samples at the
same variety (31,80) (tables 3 and 4).

Variant Zn, Pb, Cr, Cu, Cd LSD 5% LSD 1%
Control 31,80 10,1436 18,6201
50 ppm 26,00 0,8007 1,4697
100ppm 15,35 8,8499 16,2453
Average 24,38

Table 3: Leaf surface, varieBobeda, cm

Variant Zn, Pb, Cr, Cu, Cd LSD 5% LSD 1%
Control 13,18 0,6010 1,1032
50 ppm 15,10 3,4220 6,2815
100ppm 14,04 0,8114 1,4894
Average 14,10

Table 4: Leaf surface, variety Ljiljana, cm
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In vegetative experiment in dishes uptake and accumulation of heavy metals in diferent parts
of salad, carrot and radish was studied. Experiment was conducted using soil that was
contaminated in different amounts with heavy metals. Results showed teav#ssenorumous
accumulation of heavy metals iron, zink, lead and cadmium, especially in leaves. Acumulated
amounts were above allowed values (MDK). In soils that were examined, originating from
gardens and in proximity of magistral road, higher levelsaof, zink, lead and nickel were
observed, but did not have negative effect

3.3. Content of heavy metals in the steam of wheat

Content of heavy metals in varietiéebedaandLjiljana varied greatly (table &nd 6).

By average content of heavy metals in stem of variety of vh@a¢daresearched heavy metals
can be lined up by descending order as follows:

1 Zink> Cadmium> Copper > Lead> Chrome

Cadmium content in stem of varie®pbedawvas on average 4,80 mkkgout varied from 0,65

mg kg! (measured content in control) to 8,45 mg!kgariant where 100 ppm of cadmium was
applied). Zink content in stem of both varieties was growing lineary with incerasing of heavy
metals apllied on soil, comparing it with ¢om sample.

By average content of heavy metals in stem of variety of whémna researched heavy
metals can be lined up by descending order as follows:

1 Zink > Cadmium > Copper > Lead > Chrome
Results of analysis (analysis ofarianceANOVA) showed that experimental factor

concentracion of heavy metal mixture for soil contamination had very significant imact on
content of same heavy metals in parts of wheat, which is shown through calculated F values.

Variant Zn Pb Cr Cu Cd Ftest LSD LSD
5% 1%
Control 19,39 2,46 1,23 449 | 0,65 | 38832,27** | 0,1197 | 0,1655
50 ppm 22,80 2,78 1,63 4,13 | 520 | 14839,17** | 0,2168| 0,2998
100ppm | 39,46 3,40 0,99 5,26 | 8,45 1094,38** | 0,4569 | 0,6318
Average | 27,20 2,90 1,30 4,60 | 4,80 - -
Table 5:Heavy metal content in wheat stem, variety Pobeda, T‘ngkg
Variant Zn Pb Cr Cu Cd Ftest LSD LSD
5% 1%
Control 29,99 2,14 0,58 4,65 | 0,39 | 38832,27* | 0,1197| 0,1655
50 ppm 69,93 3,13 0,64 505 | 9,45 | 37006,43** | 0,4607| 0,6372
100ppm 77,67 2,76 0,58 5,36 | 13,46 | 62999,44** | 0,3917| 0,5417
Average 59,20 2,70 0,60 5,00 | 7,80 - -

Table 6: Heavy metal content in wheat stem, varietyLjiljana, rﬁg kg

(Youseff and Chino, 1991) reported that the intensity of absolmtibaavy metals declines on

soils that have pH of 7 and higher. Heavy metal intake is around ten times higher through leaves
than through root in contaminated soil and the intake of iodine is the fastest through leaves.
Intake of lead from soil through @b was neglectable and the conclusion is that this metal is
primarly absorbed from air through leaves. Roothsistem of plants is not only for absorbtion of
water and nutritients, but is also has significant role in distribution of heavy metals form soil to
plant
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4. CONCLUSION

Vegetation trials in dishes with different concentrations of heavy metal mixtures was
conducted. With rising concentration of mixture, negative effect on wheat stem hight, leaf
number and leaf surface was more and more pronounced. Higher concentrdtems/ahetal
mixture had very significant negative effect on growth (hight) of both varieties, and also very
negative effect on leaf surface in vari®gbeda.
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ABSTRACT
By implementing the concept of sustainable development, it is possible to improve the quality
of the environment. Building environmental awareness can ensure environmental
sustainability, and this is achievetrough education. The research aimed to evaluate the
knowledge of elementary school students about nature and to find out their behavior in the
environment. Data collection was done through a survey questionnaire. The sample was made
up of students in thihird and seventh grades of primary schools in Vojvodina, Serbia. The
results showed that the student's behavior in the environment is related to their knowledge of
nature. Those who have shown greater knowledge behave more environmentally responsible.
The most important source of knowledge about nature was the school, which was mentioned by
55% of the students. However, there was no direct connection between their knowledge and
their living environment (rural or urban area) or the frequency of being mnea2/3 of the
students completely agreed with the statement "I like nature". Also, over 70% of students are
interested in what is happening to the environment. Almost 4/5 respondents believe that they
are environmentally conscious, with thirds being enaware than sevenths. 74% of students
agreed with the statement that they generally behave in an environmentally responsible
manner, and thiregraders also show greater responsibility, as do children from urban areas.
There were no big differences betwéla answers to the statements about the principles of
sustainable development and the environmental acceptability of students' habits, but between
higher and lower grades the differences are noticeable. The average grade of knowledge about
the nature of he thirdgrade students was 3.0, and 3.3 for the sevgrdbe students. In
general, we can be satisfied with the student's knowledge of nature. The behavior of young
people in the environment is determined by knowledge, which also depends on theireexposur
to nature and the frequency of being in nature. In the conclusion, for students to become more
interested in the environment, improve their knowledge of nature and ecology, and behave more
environmentally responsible, learning should be practiced ousd@dso, the media must play
a more pronounced role in the transfer of knowledge to young people, as must parents.
Keywords:Ecology awareness, Ecology, Environment, Knowledge about nature, Students

1. INTRODUCTION

In recent decades, there has been areased interest in the preservation of the environment.

By accepting the Rio de Janeiro Agenda (1992), humanity opted for-ttedlsd concept of
sustainable development. This does not only mean sustainable economic development, but also
social, culturgl and environmental sustainability. The primary objective of the National
Environmental Protection Program (2010) is to improve the management of the environment
and natural resources based on the principles of sustainalpibty.this purpose, the
improvement of the institutional framework, monitoring activities, the preparation of studies,
and the financing of projects in the field of environmental protection, as well as information,
education, and capital investments are foreseen (Vlada RS, 2010).
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Despite the advocacy for the introduction of an ecological paradigm in the Republic of Serbia

at the level of institutions and legislation, there is no profiling of "green political" ideology
(Pajvanlil and Ristil, 2 @drustbe thken topeeservd then a | |
ecosystem. A large number of initiatives and programs have been launched with this goal in
mind. Although it seems that some more influential countries ignore ecology, they invest huge
financial resources and provide edtimaal programs, to provide a solid basis for engagement

i n the ecol ogical sphere and preserve the en
Ecology is a science that studies the relationships between living things, as well as the
relationshipsetween them and their environment. Those relations are significantly damaged
today. In this context, ways are considered that can be effective in directing activities in the
environment in the desired direction, putting them under control and thus exctadjor risks.

In this context, it would be important to develop a general level of environmental awareness.
Environmental awareness is the understanding that the environment is very important, which is
formed by the interaction and influence of seveaatdrs and is manifested as environmental
behavior (Abun and Racoma, 2017). Environmental awareness can prevent negative processes

in the environment and promote environmental sustainability (lizuka, 2016). We are witnessing

the fact that undesirable pr@ses of species extinction are taking place in nature. We have an
important task ahead of us, which is to preserve the environment. Human behavior in the
environment must be changed or adapted. It is believed that children should be taught about
nature andhe environment from an early age. Building environmental awareness can improve
environmental sustainability. Ecology is studied at some higher education institutions in our
country. However, it seems that as a nation we are insufficiently ecologicai§cioas.

Ecology students show great concern for the environment, so a logical question arises: should
ecol ogy be studied throughout the entire ed
2020)? The impetus for research on environmental awarenesstuatehts' knowledge of

nature, ecology, and the environment comes from everyday life, which is characterized by the
irresponsible environmental behavior of citizens, often also deaisakers. Although some

research results indicate that there is not gh@onsistency between knowledge about ecology,
value systems, and ecological behavior (Pajyv
knowledge and developing ecological awareness among young people is an important task. The
work aims to evaluatihe knowledge of nature and ecology by elementary school students and

to find out their behavior in the environment.

2. LITERATURE REVIEW

Research among students shows that their daily habits were more environmentally friendly if

they had more knowledgeb out nature (Zajicek et al ., 199¢
Ristil (2011) found that about 30% of respec
awareness, which is a prerequisite for environmental behavior. The results also suggest that
environmental behavior is not rooted in people's values. The only exception is the
representatives of the oldest age group, which cherishes traditional (Rines et al., 2021).

PISA (Programme for International Student Assessin&itthe most famous educatal

survey, which measures the knowledge and skills of students aged 15 in three areas:
mathematics, functional reading, and natural sciences (Sjgberg, 2015). In the PISA 2009
survey, the results of students from Serbia were satisfactdygut 60 poirg lower than the

OECD average. Our students scored an average of 442 points. If 400 to 600 points is an average,
then the achieved result can be interpreted as good. There was a noticeable decrease in the
number of functionally illiterate compared to theyious survey (by almost 20%), and progress

was also recorded in terms of mathematical and scientific literacy, which is encouraging
(Baucal aBabiPayl »2010). Research on the envir
was conducteddbRi PmjivaaRDllran using a quest
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respondents from five towns in AP Vojvodina. Environmental awareness was analyzed through
cognitive, value, and action dimensions. The inconsistency of the dimensions of ecological
awareness, i.ethe difference between ecological knowledge, valuesd behavior, was
confirmed. Such a difference has already been theoretically confirmed, and Bell defines it as
the "A-B split" ("attitudebehavior split") (Bell, 1998). The respondents have solid
enmvronmental knowledge and values, but a significantly weaker potential for social
mobilization in the field of environmental protection. The environmental awareness of the
respondents is largely localized and reduced to the knowledge of environmentaingroble

the i mmediate environment (Pajvan]il and Ri s
of the population considers themselves environmentally conscious. Among the environmentally
acceptable activities, the most common practices are buying veog @ay, taking care not to

throw it away, taking hazardous waste to a designated place, and sorting garbage. The least
participation is in joint activities related to environmental protection and the purchase of organic
products (Joshi and Rahman, 20Ibig et al., 2019). The most important information channel

for obtaining information about the environment is still television, although the Internet is also
gaining importance, especially among the young generation (Saari et al., R828arch by
Steverson et al. (2013) among elementary school students in North Carolina showed that
students' environmental literacy was directly related to their teachers and the length of time they
spent outside (including nature classes). The group of students whoseddwth3 to 5 years

of work experience had better test results than the group whose teachers had less than 3 years
or more than 5 years of experience. In the first case, it was considered that the experience was
limited, in the second case, it was abdoirhout” or the loss of motivation of the teacher.
Students whose schools actively used outdoor learning opportunities also had significantly
higher environmental literacy (Palmberg and Kuru, 2000). It has been observed that outdoor
learning has a greatenpact on younger students than on older ones (Stevenson et al., 2013;
Yél déréem and Akamca, 2017). Through outdoor
selknowledge and are more interested in sharing experiences. Outside the classroom, student
are more likely to learn new things and are more motivated to ask questions (Usher and Kober,
2013; Gray, 2018). Outdoor learning activities should be such that the student can experiment
and thus gain new knowledge and experiences (Gray, 2018). Olgdoong has not taken off

in the Republic of Serbia, and it is practiced on a very small scale.

3. RESEARCH METHOD AND QUESTIONNAIRE CONSTRUCTION

A semistructured questionnaire was used to collect data. The survey questionnaire was
designed to ensuregeater number of responses. The survey was anonymous, respondents
were differentiated by gender and age. The survey consisted of three parts. The first part
consisted of questions about the respondent's age, place of residence, and daily habits. The
secand part consisted of questions to assess the respondent’'s knowledge of nature, and the third
part included questions based on the answers of which it would be possible to assess the
environmental behavior of the respondent. The questions are designeplitesemplified, to

make them understandable to thghde elementary school students. The research was
sampled using a combined methaowball method and convenience sample (Browne, 2005).

The sample included third and sevegtide students fromélementary schools located in the

city of Novi Sad and from the wider areatbé city of Novi Sad. We forwarded the survey to
school principals, and they passed them on to class teachers or directly to students. The research
was conducted in May 2022 the Internet environment. A total of 127 students responded to

the survey, 57 third graders and 70 seventh graders. To assess students' knowledge of nature,
the survey included opeended questions asking them to name as many common species of
plants andcanimals as possible. When assessing students' knowledge, we took into account the
number of species and names they mentioned.
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Then a scale was created, where the maximum value was the largest number of species listed
by one student and the minimum value was the smallest number of species listed. According to
the placement on the scale, each student received a grade-&omth "5" being the highest

and "1" the lowest grade. In the third part of the survey, activities for students are listed, which
could be classified as environmental and attitudes, which show the attitude of students towards
themselves, as environmentally canss persons. If the student answered that he completely
agrees with the statements, he is considered to be environmentally conscious, if the student
agrees with the statements about ecological activities, he is considered to have environmentally
friendly behavior. The Microsoft Excel program was used for data processing, along with
statistical software Statistica 13.

4. RESEARCH RESULTS

4.1. The structure of respondents and their habits in their free time

Of the third graders, 52% were boys and 48% wets, 40% of the seventh graders were boys

and 60% were girls. 56% of respondents live in cities, 34% in rural settlements, and 10% outside
settlements. 54% of third graders and 47% of seventh graders live in the city. The responses did
not show a signi@iant difference between school levels, but there was a gender difference.

4.2. Knowledge of the environment by students

Students were asked to name as many different fish, birds, mammals, trees, poisonous plants,
medicinal plants, and protected parts afune as possible. The results differed less between
sexes than between ages. The tgirade student, who listed the most for all questions, actually
listed a total of 63 names, while those who listed the least listed only 6 names. Third graders
listed anaverage of 18 names. Birds and trees are listed the most, while nature reserves and
protected plant species are listed the least. One student in the seventh grade listed a total of 97,
and one listed only 7 names. On average, the seventh graders listethi&§ 8 more than the
students of the third grade. Birds and mammals were listed the most, and nature reserves and
poisonous plants the least. Table 1 shows the number of names given by the best and worst
students, as well as the average number of nametthe most frequently mentioned answers.

Grade Max Min Average The most frequent answers
Il 7 0 3.5 Carp, pike
Fishes Vil 21 2 4.7 Carp, catfish
Il 13 0 4.0 Wolf, dog
Mamals VI 30 1 5.9 Wolf, wild boar
Il 23 2 4.8 Crow, swallow
Birds VI 36 2 5.7 Swallow, sparrow
1 19 2 4.7 Oak, acacia
Trees Vil 13 1 5.8 Oak, hirch
Poison Il 5 0 1.1 Ficus
plants VIi 6 1 1.6 Banat peony
Medicinal 11 14 1 2.5 Mint, basil
plants VI 13 0 2.4 Chamomile
Protected Il 7 0 1 Bant peony, sedge grass
species Vi 11 1 2.4 Fennel grass, elder
Nature Il 6 0 0.6 Frugka gora nat
reserves VIl 5 2 15 Frugka gora nation

Table 1: Correct most frequently mentioned answers
According to their knowledge, students were rated on a scale from 1 to 5. 13% of students

answered with "1", 30% of students got "2", 26% of students answered with "3", 12% of
students answered with " 4" and 19% of students answered with "5".
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The most imprtant source of knowledge about nature for students was school, which was
mentioned by 55% of students. 12% of students got their knowledge from their parents, 14%
from the Internet, and 6% from books. 13% of students used the answer "other" here.
Grandpaents, television, and shows about nature were mentioned as concrete answers.

4.3. Student behavior in the environment

For most of the questions related to environmental behavior, the answers of third and seventh
graders differed. There were also mindfedtences between the responses of boys and girls.
69% of students completely agreed with the statement "l love nature". 72% ofrtuiel
students and 55% of severghade students fully agreed with this statement. 60% of boys and
72% of girls completelagree with the statement (Figure 1).

Together m | completely agree

Third grade m | agree

m | don't know / I'm
not interested

m | don't agree

Seventh grade

Little girls

Boys m | don't agree at all

0% 20% 40% 60% 80%  100%
Figure 1: Al love naturehf

75% of third graders and 60% of seventh graders agreed with the statement "l am interested in

what is happening to the environment". There were no significant differences betweandoys
girls in this aspect (Figure 2).

m | completely agree

Third grade

208 aiagee
grade not interested
m | don't agree

Boys

m | don't agree at all

0% 20% 40% 60% 80% 100%
Figure 2: Al am interested in what is

28% of respondents consider themselves to be completely environmentally conscious person.
The respondents are distributed differently: 78% of thnaters consider themselves more or

less environmentally conscious, compared to 62% of sexgatters. 69% of boys and 72% of

girls consider themselves environmentally conscious.
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At the same time, there were no girls who disagreed with this statemelet, 78 of boys
answered that they did not agree with the statement at all (Figure 3).

Together

Third grade

Seventh grade

m | completely agree
m | agree

m | don't know / I'm
not interested

Little girls m | don't agree
m | don't agree at all
Boys
0% 20% 40% 60% 80% 100%
Figure 3:Al am an environmentally

consci

74% of students agreed with the statement that they mostly behave ecologically. 68% of
seventhgrade students rad their behavior as ecological, as did 83% of tgmratde students.

72% of boys claim that their behavior in the environment is environmentally acceptable and
even 79% of girls. There were slightly more boys than girls who disagreed with this statement

(Figure 4).

Together
Third grade

Seventh grade

m | completely agree
m | agree

m | don't know / I'm
not interested

Little girls m | don't agree
Boys m | don't agree at all
0% 20% 40% 60% 80% 100%
Figure4/Al behave ecologicallyh

There were no big differences between the answers of boys and girls to statements about the
principles of sustainable development and the environmental acceptability of student habits.
However, the differencdsetween the two classes were quite large. While the behavior of third
graders can be rated as quite environmentally friendly, this is not the case for seventh graders.
The biggest difference is in terms of garbage disposal. While 85% of third gradetiseyaid
would not litter the environment, this figure was only 47% for seventh graders. There is a higher
share of thirds in the aspect of saving energy at home (64% vs. 30%), riding bicycles or walking
compared to using means of transport (52 vs. 34%), aunguwvater from the tap compared

to bottled water (70 vs. 41%). City children more often agreed with the statements "I love
nature” (66% vs. 58%), | am an environmentally conscious person (46% vs. 22%) and | behave
responsibly in the environment (80% v696).
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The average grade of students in the third grade was 3.0, and that of the seventh grade was 3.3.
Overall, the average scores for boys and girls were 2.9 and 3.4, respectively. In the third grade,
the average grade was 2.8 for boys and 3.3 for ¢irlseventh grade, the average scores were

3.1 for boys and 3.5 for girls.

4.5

4
3.4 3.5
3.5 33 3.1 3.3 3.1 3.1

3 ' : 2.6
25 :
2.5 2.3

3.9

Chart 1: Average score of students

The average score of students living in the city was 2.5, while the average score of students
living in the countryside was 3.1. For thgdaders, these figures were 2.3 and 2.6, respectively.

In seventh grade, the results were slightly different: the average score of students living in urban
areas was 3.9, and the average score of students living in rural areas was 3.1.

5. DISCUSSION

The results revealed that there were gender differences. The average score of boys and girls
differed by 0.5 points in favor of girls. Girls show better theoretical knowledge. A possible
reason for this is that girls are more responsible bwys. In general, we can be satisfied with

the student's knowledge. The students listed a relatively large number of fish, birds, mammals,
and trees. However, the lack of knowledge about poisonous plants and protected species is a
little worrying. As forthe goals set in the curricula, it can be said that they were met already at
the lower level of primary education because the students knew how to name the common plant
and animal species, behave naturally, and are interested in the environment. Resmesch

that students of lower grades are more environmentally aware and consider environmental
issues more important than students of higher grades of primary education. The question about
environmental habits also showed that the environmental behawoirdfjraders was more

likely to be more environmentally friendly than seventh graders. Therefore, one gets the
impression that as education progresses, more emphasis is placed on the realization of new
goals. Although the theoretical framework statest#atision is the main source of knowledge
about nature and the environment, the obtained results say that it is a school. Apropos of the
above, teaching programs could place greater emphasis on knowledge of nature, which would
certainly contribute to amncrease in teaching hours in nature. It can be argued that the
environmentally friendly behavior of young people depends on their knowledge of nature.
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According to the place of residence, the results were different between the first and second
levels ofprimary education. In the third grade, the average grade of students who live in the
countryside was higher, but in the seventh grade, the average grade was higher among children
who live in cities. That difference is due to the greater influence of theok@and the
environment, but we have no proof for this claim. In general, the knowledge of older students
about nature was slightly better than that of younger students, which corresponds to the levels
of the curricula and is therefore not surprising. amat surprising was the fact that children

who live in the city are considered more environmentally conscious and behave more
environmentally responsible than children who live in the countryside, although the average
score was higher for children living the countryside. The results showed that third graders
considered themselves more environmentally conscious and behaved more environmentally
friendly than seventh graders. Pivello et al. (2018) state that in terms of environmentally
acceptable habitshé adult population is more environmentally responsible than the average
student. This is because adults are also motivated by economic aspects, such as power saving.
Children do not earn money and do not participate in costs, and are not motivatedveo beha
more environmentally responsible. The fact that tgiralde students are more interested in
what is happening to the environment and that they behave more environmentally friendly than
older students is worrying. It would certainly be worth furtheraegeinto the reasons for the
indifference of older students toward the natural environment. Students who cited the Internet
as their main source of information received the lowest average scores compared to the others.
The highest average grade was oladity students who acquire knowledge mainly from
books. This may be due to the abundance of information available on the Internet, which is
difficult to distinguish and separate from the irrelevant. However, the difference may also be
related to gender sicture. Boys read books less (Uusen and Muursepp, 2012). Students, who
consider themselves environmentally conscious, received a slightly higher average score than
students who do not know how to take a position on this topic or do not consider themselves
environmentally conscious at all. This, in turn, is confirmed by the results of previous studies,
i.e. students with better knowledge are more interested in environmental issues and are more
likely to behave in more environmentally friendly (Harun et2011; Palmer, 1998; Zajicek et

al., 1999).

6. CONCLUSION

The student's behavior the environment is related to their knowledge of nature. Students who
have demonstrated greater knowledge behave more environmentally responsible. The key result
is that students' attitudes towards the environment and environmentally friendly bemavior
directly related to their knowledge. There were no major differences between boys and girls in
terms of sustainable outdoor habits, but there were differences between education levels. Third
graders are more interested in the environment and alstepyate more environmentally
conscious. A comparison of the knowledge of students who live in urban and rural areas did
not reveal significant differences, but students who live in the city more often considered that
they are completely environmentally aeand that they mostly behave ecologically. The most
important source of knowledge about nature was the schoolifiivds of the students declared

that they love nature and are interested in what is happening to the environment. Almost 4/5
respondents lieve that they are environmentally aware and claim that they mostly behave
ecologically. Thirdgrade students express greater environmental responsibility, as do city
children. There is a lot of room for improving students' knowledge of ecology and ingprov
environmental behavior. For students to become more interested in the environment, improve
their knowledge of ecology, and behave more responsibly towards nature, outdoor learning and
multimedia teaching content should be practiced. Also, the medigphays more pronounced

role in the transfer of knowledge to young people, as well as parents.
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ABSTRACT
Due to the importance of financial servicestlre economic development of a country, the
subject of our research is the analysis of the international turnover of financial services with
the aim of pointing out dynamic changes and key factors of change. For the purposes of the
research, data from thenternational Trade Center on the movement of exports, imports and
the balance of foreign trade exchange of financial services at the global level and in the
Republic of Serbia has been used. The research covers the period from 2010 to 2019. The
percentageshare of the export of financial services in the total export, and the dynamic
movements of the foreign trade exchange of financial services, as well as the oscillations in
five-year periods, have been analyzed. The findings indicate that at the gloddahlene is a
significant increase in the export of financial services compared to the import, which is
accompanied by a surplus. Regarding the Republic of Serbia, the situation is far less favorable,
i.e. the deficit of foreign trade exchange in finan@alkvices is the result of a far more
significant increase in imports compared to exports, in the analyzed period. Explicitly charged
and other financial services have dominated the import structure of financial services.
Keywords:financial services, ecamic development, foreign trade exchange, Republic of
Serbia

1. INTRODUCTION

In recent decades, the service sector occupies an increasingly important place in the modern
business environment. This sector is characterized by a significant increasgloyment
(Ennew & Waite, 2007)iGagioViolsaahde@adgoviGave2o
the trend of liberalization of international trade, as well as the development of modern
technology that is applicable in the service sector, has fattoeegreater interchangeability of

various services and the intensification of competition between countries (p. 188). Services
have significantly stimulated economic growth, especially in the economies of developed
countries, as the wellbeing in sagideads to a higher demand for services than the demand

for goods (1 ghgmkdsgielv,i I2®2 V)apaDue to the i mp
the economic development of a country, the subject of our research is the analysis of the
internationalturnover of financial services with the aim of pointing out dynamic changes and

key factors of change, on a global level and in the Republic of Serbia.

2. LITERATURE REVIEW

Hanil and Domazet (2012) emphasi zliéeinsunance f i na
services, banking services, deposit operations, financial leasing, credit operations, foreign
exchange operations, emission operations (issuance of securities and their handling), depot
operations (keeping cash and securities and handlingpetm)t transactions with effects
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(purchase and sale of securities), guarantee transactions (issuance of guarantees, guarantees,
endorsements), payment transaction transactions, brokerage transactions, i.e. securities trade
mediation, purchase and collectiohreceivables, other financial services such as forfeiting,
factoring, |l easing, financi al consul ti-ng, fi
Gagovi l (2012) note that the services basect
technology, fnancial services, insurance services, and the like, are an increasingly important
subject of foreign trade exchange. As they participate in the creation of GDP and the
competitiveness of the economy, these services represent a support for the develbihaent o
Serbian economy (Ristil et al, 2021). The ke
with companies in the world that possess modern "khow", attracting foreign investors, as

well as the development of the domestic education system ttadraxide highly educated
personnel in that field. (Milosavljevil et
Matijagevili and Caril (2011) point out that
payment transactions, mobilization of dep®sand financing of investments. Indicators
measure the use of different sources of financing, use of financial markets, use of financial
services, measure the percentage of companies with bank loans, measure the percentage of
companies with financial repis and accounts. Information and communication technologies

are the driver and carrier of economic development, while innovation contributes to increasing
production, exports and the competitiveness of the economy as a whole. Western Balkan
exporters aren the markets of the EU and countries of CEFTA with their exports gradually
increasing, following the process of transition towards a functional market economy while
CEFTA region is significally more important for the Republic of Serbia as an exporttmarke
than i mport market (Vapa Tankosil et al., 20
of financial services in the period 26Q009, was at a very low level in most CEFTA countries,

I.e. the volume of exports of financial and insurance serviceselats/ely small below 200
million euros per year (Handgi ski & Gestovil
factor in sustainable economic growth, whether in developing or developed countries. Ali et al.
(2021) addressed the issue of the retethip between exports and economic growth in Bahrain

for the period 1986 to 2018 and how their findings indicate that there is no causal relationship
between exports, capital imports and economic growth. They point out that such a conclusion
should encorage the government to create a policy to control international trade in capital and
financial services in order to avoid unsustainable economic growth. Cheng and Xiao (2011)
indicated that China's financial services industry developed rapidly in thel pé26062010,

but the competitiveness of financial services trade is relatively weak. They point out that it is a
period of high inflow of foreign capital or FDI, which is positively correlated with the import

export of service trade.

3. MATERIALS AND M ETHOD

Financial services have been a significant segment of the service sector for many years. The
research examined financial services: 7.1. Financial intermediation services indirectly
measured (FISIM) and 7.2. Explicitly charged and other financialcgsrin the world and in
Serbia. Due to the importance of financial services in the business of domestic countries and at
the global level, the subject of the research is the analysis of the international turnover of
financial services in the period fronD20 to 2019. For the purposes of the research, ITC
(International Trade Center) data on the movement of exports and imports of financial services
at the level of the world and the Republic of Serbia were used. The data of the ITC center for
export and impd of services in general and services of the financial sector were used in the
research. Different methods were used in the work in order to ensure basic methodological
requirements, reliability, objectivity and systematicity.
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4. RESULTS AND DISCUSSION

Table 1 shows foreign trade in services at the global level. The average value of service exports
in the period 2012019 is $5,082,044 million. Within the export of services, the export of
financial services ranks sixth and averages $450,424 millione wind value of imports is
$221,065 million. Considering the more significant exports at the global level, a surplus is
realized in the average amount of $229,359 million per year. The percentage increase in exports
in 2019 compared to 2010 is 46.82%, an@arts 56.6%, and the surplus also had an increasing
trend (37.9%).

Rank | Service name Value in Average Average Value in Average (Ii)’feirrtl:;r;t:Sg:
2010 20102014 | 20152019 2019 20102019
2019/2010
EXPORT
Total services| 3,962,021.4 4,625300.{ 5,538,787.] 6,097,846.{ 5,082,044.] 53.91
g | Financial 348,665  416,427.] 4844214 5118953 450,424/ 46.82
services
IMPORT
Total services| 3,888,733.6] 4,515,511.4] 5,297,952.8| 5,746,618.8| 4,906,732.1 17.12
7 | Financial 166,181.8| 195,503.2| 246,627.1| 260,242.2|  221,065.1 56.60
services
BALANCE
Financial 182,484.1| 220,924.1| 237,7945 251,653.1| 229,359.3 37.90
services

Table 1: Values of exports, imports and the balance of trade in services in the world in the
period 20162019 (in $ million)
(Source: https://intracen.org/resources/trasiatistics-ITC, UNCTAD, WTO trade in
services database based on Eurostat, International Monetary Fund, Organisation for
Economic Ceoperation and Development (OECD) and relevant national statistical

A

authorites 6 st ati sti cs)

Structure of export and import of Serbian services in the period fromZDis shown in

Table 2. The results of the research indicate the unfavorable position of the financial services
sector. The average value of the export of servitetal) is $ 5,197,414 thousand, and the
export of the financial services sector is an average of $35.9 million, and the value of the import
is $80.37 million. A significant value of imports indicates a deficit in the amount of $44.38
million per year. Irthe period 2012019, the export of financial services increased by 14.61%,
and the import by 127.38%.

Table following on the next page
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Rank | Service name Value in Average Average Value in Average Efe iﬁfrr;t:g:
2010 20102014 | 20152019 2019 20102019
2019/2010
EXPORT
Total services 3,519.7 4,258.57 6,136.26 7,796.10 5,197.41 1215
1 | Financial 36.63 38.78 33.21 37.42 35.99 14.61
services
IMPORT
Total services 3,5633.63 3,984.79 5,.086.28 6,624.75 4,535.54 87.47
12 | Financial 58.307 74.99 85.76 132.58 80.377 127.38
services
BALANCE
10| NSinancial 21.681 36.21 52,56 95.16 -44.385 338.93
services

Table 2: Values of exports, imports and the balance of exchange of services in Serbia in the
period20162019 (in $ million)
(Source: https://intracen.org/resources/trasiatistics- ITC, UNCTAD, WTO trade in
services database based on Eurostat, International Monetary Fund, Organisation for
Economic Ceoperation and Development (OECD) and relevant national statistical
authorite s 6 st ati sti cs)

According to the ITC methodology, services are further classified into: 7.1. Financial
intermediation services indirectly measured (FISIM) and 7.2. Explicitly charged and other
financial services. The continuation of the research is deuvot¢he analysis of exports and
imports of two suksectors of the financial services sector. In relation to this classification,
Table 3 shows the value$ exports, imports and balance of exchange of financial services in
the world in the period 2012019. The total value of export and import of financial services
indicates the dominance of 7.2. Explicitly charged and other financial services, with a decrease
at the rates of 14.21% and 37.92%, respectively, in 2019 compared to 2010. In the first and
seond five-year periods, there was an increase in the export of financial services, which was
followed by an increase in imports, but at a lower rate. Such export tendencies resulted in a
surplus worth $53,080 million for subgroup 7.1. (Financial intermiediagervices indirectly
measured (FISIM) and a surplus of $171,556.1 million for subgroup 7.2. (Explicitly charged
and other financial services). Average export value of subgroup 7.1. (Financial intermediation
services indirectly measured (FISIM) for theadyzed period indicates a decrease in value of
7.35% in 2019 compared to 2010 and an average value of $67,082 million. Importfealues
subgroup 7.1. were also reduced, i.e. a reduction of 58.3% was achieved in the analyzed period.
Average value of imprt of financial services of subgroup 7.2. was $34,954.9 million. Average
export value of subgroup 7.2. (Explicitly charged and other financial services) for the analyzed
period indicates a decrease in value of 14.21% in 2019, compared to 2010 witlage sa&re

of $316,014 million. Import valuefr subgroup 7.2. were also reduced, i.e. a reduction of
37.92% was achieved in the analyzed period. The average value of import of financial services
of subgroup 7.2. was $144,458 million.

Tablefollowing on the next page
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Percenta
ge of
increase
2019/201
0

Ran Service Value in Average Average value in 2019 Average
k name 2010 20102014 20152019 20102019

EXPORT

Financial

intermediatio
7.1. &3%‘2355 45,844,386 63,608,484 70,556,231 67,082,358 42,474,959  -7.35
measured
(FISIM)

Explicitly

charged and
7.2. |other 251,880,047 305,823,081 326,205,558 316,014,319 216,089,153  -14.21
financial
services

IMPORT

Financial

intermediatio
7.1 Ir:]gﬁ;‘g;ss 33581,679| 35969585 33,940,248 34,954,916 14,002,352  -58.30
measured
(FISIM)

Explicitly

charged and
7.2. |other 112,928,407 133,867,125 155,049,244 144,458,184 70,111,110 -37.92
financial
services

Table 3: Values of exports and importdiofincial services in the world in the period 20610
2019 (in thousands of $) classified by 7.1. and 7.2.
(Source: https://intracen.org/resources/trasiatistics -ITC, UNCTAD, WTO trade in
services database based on Eurostat, International Monetary Ringdnisation for
Economic Ceoperation and Development (OECD) and relevant national statistical
authoritiesd statistics)

In the continuation of the research, the dynamics of export and import of the financial services
sector in the Republic @erbia were analyzed, which is shown in Table 4. The data indicate
the export of subsector 7.2. and imports of both subsectors. However, batbctois have a
deficit in the analyzed period, nameh2$,142 million (for suksector 7.2) and $21,813 miltio

(for subsector 7.1). The initial value of exports of financial services ofsadbor 7.2 was
$36.63 million and with some fluctuations it was $37.42 million in 2019, an increase of 2.16%.
The average value of exports in the entire analyzed period aeabtcn$35.42 million. The

initial value of import of financial services of sslkctor 7.2 was $46.75 million and with some
oscillations it was $114.86 million in 2019, an increase of 145.69%. The average value of
exports in the entire analyzed period amed to $58.57 million. In second place in terms of
the value of the import of financial services are the services of subgroup 7.1. Initial value of
import of financial services of subsector 7.1. was $11.56 million and $17.72 million in 2019,
with an incrase of 53.31%. The average value of exports in the entire analyzed period
amounted to $21.81 million.

Table following on the next page
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Rank

Service name

Value in 2010

Average
20102014

Average
20152019

Value in 2019

Average
20102019

Percentagg
of increase
2019/2010

EXPORT

7.2.

Explicitly
charged and
other financial
services

36,626

25,355

32,068

35,424

37,417

2.16

7.1.

Financial
intermediation
services
indirectly
measured
(FISIM)

5,684

IMPORT

7.2.

Explicitly
charged and
other financial
services

46,750

53,147

63,984

58,566

114,861

145.69

7.1.

Financial
intermediation
services
indirectly
measured
(FISIM)

11,558

25,355

21,779

21,813

17,720

53.31

Table 4: Values of exports and imports of finanseivices in the Republic of Serbia in the
period 20162019 (in thousands of $) classified by 7.1. and 7.2.
(Source:https://intracen.org/resources/tragatistics- ITC, UNCTAD, WTO trade in
services database based on Eurostat, Internatitfadetary Fund, Organisation for

The results of the analysis shown in Table 5 indicate that the total value of exports of financial
services fronSerbia in 2019 increased compared to 2010. At the global level, an increase of
only 2.16% was achieved, while exports to EU countries decreased at a rate of 1.34%. If Austria

Economic Ceoperation and Development (OECD) and relevant national statistical
authorities statistics)

and Germany are excluded, where there is an increase in exports, exports touwitrées
have decreased.

. . Percentage

Importing countries Export in Average Average Export in Average I I——
2010 20102014 | 20152019 2019 20102019 2019/2010

World 36,626 38,779 32,068 37,417 35,424 2.16
Europe 35,793 35,958 25,276 N,A, 31,952 -15.06
European Union (EU 28) 23,862 30,360 24,007| 23,543(2018) 27,536 -1.34
Austria 5,303 6,177 6,319 7,882 (2017) 6,230 48.63
Belgium NLA, 1,328 1,114 1,126 (2017) 1,199 -15.27
Croatia NLA, 1,349 1,126 1,126 (2017) 1,293 -18.99
Cyprus 1,326 2,226 1,126 1,126 (2017) 1,951 -15.08
France 1,326 1,589 1,114 1,126 (2017) 1,411 -15.08
Germany 2,651 4,501 3,717 4,504 (2017) 4,207 69.90

Table 5: List of importing markets for a service (7.2) exported from SerbiaZWM (in
thousands of $)
(Source:https://intracen.org/resources/tragstatistics ITC, UNCTAD, WTO trade in

services database based on Eurostat, International Monetary Fund, Organisation for
Economic Ceoperation and Development (OECD) and relevaational statistical
authorities statistics)
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The results of the analysis shown in Table 6 indicate that the total value of the import of
financial services to Serbia in 2019 increased (at the global level) by 145.69%. However, the
analysis of imports in #first five countries in terms of import value shows increases, while
only in Austria there is a decrease in imports (a decrease of 15.16%). In the given table, high
values of increase in imports can be observed in France (112.37%), Belgium (69.45%) and
Croatia (69.83%).

Exporting countries Import in Average Average Import in Average Ef{ﬁgg:g:
2010 20102014 | 20152019 2019 20102019 2019/2010

World 46,750 53,147 63,984 114,861 58,566 145.69
Europe 42,422 47,034 40,880 N,A, 44,727 11.48
European Union (EU 28) 41,096 44,906 41,062 48,295(2018) 43,198 17.52
Austria 10,605 8,524 10,018 9,008 (2017 9,084 -15.06
Belgium NA, 1,333 1,489 2,252 (2017 1,400 69.45
China NA, NLA, 1,118 1,126 (2017 1,118 1.44
Croatia 1,326 1,327 1,489 2,252 (2017 1,408 69.83
Cyprus NLA, 1,307 N,A, 5,630 (2017 1,307 3.19
France 2,651 3,977 4,094 7,882 (2017 4,021 112.37

Table 6: Markets from which Serbia imports 7.2 Financial services in the period22080)
(in thousands of $)
(Source:https://intracen.org/resources/tragatistics- ITC, UNCTAD, WTO trade in
services database based on Eurostat, International Monetary Fund, Organisation for
Economic Ceoperation and Development (OECD) and relevant national statistical
authorities statistics)

The research findings shown in Table 7 indicate that the total value of exports of financial
services from Serbia (at the global level) in 2019 has been increased by 53.31% and to EU
countries by 104.12% compared to 2010.

. . Percentage
Importing countri es Export in Average Average Export in Average I I——
2010 20102014 | 20152019 2019 20102019
2019/2010
World 11,558 21,846 21,779 17,720 21,813 53.31
European Union (EU 28) 9,280 18,340 19,221 18,942 (2018) 18,731 104.12

Table 7:List of importing markets for a service (7.1) exported from SerBiaancial
services in the period 2042019. (in thousands of $)
(Source:https://intracen.org/resources/tragiatistics- ITC, UNCTAD, WTO trade in
services database based on Eurodtagrnational Monetary Fund, Organisation for
Economic Ceoperation and Development (OECD) and relevant national statistical
authorities statistics)

The importance of the financial services sector for Serbia was determined on the basis of a
guantitative indicator on the share of exports and imports of the financial services sector in the
total export and import of services. The results indicate ththeianalyzed period, the average

share of export of financial services was less than 1%, while the average share of import was
1.77%. Although the role of the overall international exchange of services is far more
significant, the aforementioned indicad@peak of the insufficient development of the financial
market and greater dependence on imports. The above data indicate that other service sectors
developed faster and as such contributed more significantly to economic development.
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In the Republic of &rbia the number of employees in the service sector has increased from 81
thousand in 2011 to 120 thousand in 2020. Although the increased number of employees in the
service sector is accompanied by a more significant participation in the creation off@DP,
service sector (if the ICT services are excluded) is not so important for international trade. Thus,
the earlier period was characterized by a far more significant participation of the service sector
in the creation of GDP than it has participatedotaltinternational trade (export of services
accounted for 26.8% of total export, and import of services 15.7% of total import of Serbia in
the period 2006 2010). Based on the data of the RZS (Statistical Office of the Republic of
Serbia, https://www.stgjov.rs/erUS) in 2021, the most significant participation in the
formation of the GDP was: the sector of processing industry and trade, the sector of real estate
business, then agriculture, forestry and fishing, the construction sector, 6.0%. Theestlictu
GDP according to aggregates of use is as follows: share of expenditures for individual
consumption (64.9%), investment consumption (23.1%), state consumption (expenditure for
individual consumption of the state sector 10.0% and for collective conisungd the state

sector 6 .9%), and net export (export of goods and services 54.5% and import of goods and
services 62.3%). In the service sector, certain services have achieved real growth in added value
(GVA). In 2021, real growth in gross added val@Vv@) of 31.8% was achieved in the
accommodation and catering services sector.

5. CONCLUSION

The role of each sector of the economy is measured by quantitative indicators and statistical
data for certain categories of services. To the problem of accurately recording the value of
exports or imports of certain goods, including financial services, tducarelessness in
displaying the gross/net amount, some service transactions are not classified in the same way,
I.e. they are not in accordance with the recommendations of the International Monetary Fund.
At the global level, the export of financialrgees is in sixth place. The percentage of the
increase in the exports in 2019 compared to 2010 is 46.82%, for the imports there is an increase
of 56.6%, and the surplus also had an increasing trend (37.9%). Structure of export and import
of Serbian serges in the period from 2012019. indicates the unfavorable position of the
financial services sector. A significant value of imports indicates a deficit. In the period 2010
2019, the export of financial services increased by 14.61%, and the import 38%27.
However, both subsectors 7.1. and 7.2 record the deficit in the analyzed period in the Republic
of Serbia. It must be remembered that the globalization of the world economy imposes a need
on our country for greater inclusion in world flows and thehaxge of goods, services, labor

and capital. The way out of this bad situation that the Republic of Serbia has in the international
exchange of financial services should be sought in the strengthening and development of
economic sustainability and competitness. From the point of view of future development
tendencies, it is important that the structure and quality of the Serbian financial services offer
needs to be adapted to the demands of the world market. In developed European countries,
which are alsahe main destinations of Serbian financial services exports, the competitive
conditions are getting tougher, so survival and improvement of the position in such markets
implies investing additional efforts to raise the level of competitiveness.
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ABSTRACT
In this paper, we havexamined the impact ofrearketing on economic growth in a sample of
six WBC. The research was conducted using panel analysis. In additiemddketing, the
impact of several other factors that are significant for economic growth was studied. The results
indicate that emarketing for country promotion, expressed through government expenditures
for promotion, has no impact on economic growth, but other side the findings indicate that the
specifics of the postommunist Western Balkan countries, in whiaghttansition process has
not yet been completed, effect on significance and direction of the impact of the other
determinants of economic growth. This finding is very important primarily for social
policymakers, in the sense that they are working to ingptio& conditions for a more favorable
impact of these determinants. The primary task of social policymakers is to work on changing
the structure of the economy, reducing import dependence, comparing the efficiency of public
administration, and increasindné export of sophisticated products and services.
Keywords: E-marketing, determinants of competitiveness, panel daféestern Balkan
countries

1. INTRODUCTION

Marketing, which evolved from the productive concept to the selling and then the marketing
coneept to the social concept, found its applications on the internet within the framework of
what has been termed as fAEl ectronic Marketin
prospects and great opportunities. Digital marketing provides enormtmmgipbbenefits. The
question that arises is whether digital marketing can be used for the economic growth of the
country. Economic growth represents the growth of the gross domestic product, as one of the
basic indicators of economic activity over a |lgregiod of time in a national economy. It is an
important driver of economic development and social -weihg. Namely, it is generally
known that very small changes in economic growth rates lead to very significant differences in
the achieved standard b¥ing. Barro and Sakx Martin (2004) argue that continuous and
sustained economic growth is important for improving the welfare of individuals and that
aggregate growth is probably the single most important factor affecting individual levels of
income.Due to the importance of economic growth, attainment of high economic growth rates
is a major national objective of any country (Sendi et al., 2021). However, on the other hand,
as a consequence of a large number of factors and their interactions, eagnoevthianay not

lead to economic development and improvement of the-lvegtlg of citizens in a national
economy. Having in mind the above, it is not surprising why economic growth is the subject of
research by many authors. Numerous authors studieditnenice of various economic factors,

as well as their impacts on the economic growth process, as a result of which a substantial
number of economic growth models have been introduced along with the theory of economic
growth. Despite that, the analysisbfé | i t er at ure indicates that
some countries are rich while others are poor, and what determines the rate of growth.
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Madzar and Jovanovic (1991) claim it depends on available factors of production and the
changes in the pduction function. Sendi et al., (2021) have a similar view, pointing out that it
depends on the initial conditions. Schiller (2019), Hartmann (2020), and Schiller and Hellmann
(2021) also add the quality of the macroeconomic environment in the broasieo$éme term.

The authors of these studies indicate that strong democracy and good governance often go hand
in hand with sustainable economic growth in a country. Molua (2010) claims that a poor
macroeconomic environment negatively affects demand, egehaate, foreign funding and
aggregate production. These inefficiencies result from ineffective government policies that
stifle competition and limit economies of scale. Isaksson (2007) states that it depends on the
quality of human resources. He argueat tiine way society and its production are organized

can significantly explain the observed income divergence since the industrial revolution. It is
certain that there is no universal theory of economic growth or model, but different factors of
economic grwth are relevant to different stages of economic development. The specifics of
postcommunist countries, which have gone through or have continued to go through a
transition process over the last three decades, raise the question of whether these enodels ar
valid in their context. More precisely, the question arises as to whether the determinants of
economic growth that have been identified as important for the further development of
developed countries have the same significance for thecposnunist couties of Southeast
Europe, such as the Western Balkan countries. This issue is even more justified when we keep
in mind that these countries have not fully implemented the transition process yet, i.e.
privatization processes, and that large public compaaie still owned by the state, which
implies that in such conditions economic principles of business are not respected. Added to this
is the fact that the conducted privatization process has affected the structural changes in the
economy. From the poinf capitatintensive activities, the process of transition has influenced

the economy of these countries in order to be dominated by faliensive activities, i.e.
extractive industries. The war conflicts during the 90's caused them to lag behind thfe res
Europe technically and technologically. Although all the Western Balkan countries (WBC) had
relatively developed industrial sectors prior to the transition process (with the exception of
Albania), when it comes to technical and technological termsditenot lag far behind the
middle-income European countries. However, it is a completely different situation today.
Unsuccessful ownership transformations of companies that produced consumer goods have
influenced these countries to become major impodetkis type of goods in particular. The
export structure of these countries is dominated by raw materials and products of low technical
and technological quality. Unstable political and macroeconomic conditions affect these
countries to lag behind othppostcommunist countries in both East and Southeast Europe in
terms of attracting foreign direct investment (FDI). Due to frequently incorrect policies
established for the purpose of encouraging foreign investment, such as employment subsidies,
tax exemptns and other fees, an illusory picture of the positive effects of FDI has been created.
Consequently, foreign investors frequently leave these countries after the end of the subsidy
period. The findings of Koczan (2022) should be added to the abovediagctr which other
factories than spending play a larger role in the Western Balkans than in Central and South
Eastern Europe: in particular, greater (perceived) income uncertainty and more pessimistic
expectations about the future. Dissatisfaction witingy standards is especially stark and
persistent (Koczan, 202Zjaking into consideration that no studies have been conducted to
examine the impact of key macroeconomics factors on economic growth in the sample of WBC
using panel data analysis; hencee thim of this paper is to examine the impact of
macroeconomics factors selected in the cont e
economic growth in a sample consisting of the following WBC: Serbia, Bosnia and
Herzegovina, Montenegro, North MacedamnCroatia and Albania.
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These countries were chosen not only to keep in mind their shared legacy (with the exception
of Albania), but also due to the fact that they are going through similar stages of transition and
EU accession (with thexception of Croatia). Therefore, they form a more or less homogeneous
group, whose specifics must be taken into ac
was chosen while simultaneously keeping in mind that the specifics of the abovementioned
counties may influence the determinants of economic growth, which are identified by this
model as the key factors, meaning that they might exert the level of influence and significance
rather different than expected. In addition, there is no clear indicdtiofiueence of certain
determinants. Inflation represents a good example, for it has been identified as a factor exerting
a positive influence in several studies, whereas other studies demonstrate inflation in terms of
its exerting a negative influencéhe paper is structured as follows. The first part of the paper

is of introductory character. The second part of the paper gives an overview of the most
significant empirical researches which deal whit this issue and presents the results of previous
researchn this field. The third part of the paper provides a brief description of the analyzed
data and the methodology used. In the next sector the results were presented, analyzed, and
discussed. The finale part of the paper is of a concluding character, sunmarizes the
findings and outlines the conclusions of this study.

2. LITERATURE REVIEW

In the literature, there is an abundance of papers examining economic growth. In general, most
of them studied the impact of different macroeconomic factors on the rate of economic growth,
but there is not a paper which studies the impactmfigketing oneconomic growth. As a

result of that, today there are numerous models of economic growth. The characteristic of all
these theories and models is that they have changed, ie developed in accordance with the current
social systems, norms and value systerasptevailed in society at that time. In addition, they
failed to identify all the factors, ie there is no one perfect model. One of the reasons for that can
be found in the imperfection of the econometric apparatus. Namely, the appearance of
endogeneityn certain variables in the models of economic growth influenced the omission of
certain significant factors from the model. Among the first to point out this problem was Levine
(1999). Another reason lies in the fact that there are a large number of wedkfsetors that

affect economic growth, which are specific only to certain countries. In support of this is the
study conducted by Stawska (2021). Her findings point out that different EU countries react
differently to economic shocks or other crisemvi&ka and Reis (2021) have a similar view,
such as Zielenkiewicz (2020). Ristanovic et al., (2018) using the Krugman and Obstfeld model
conducted research in a sample of 61 countries and they concluded that real per capita GDP
level, private consumptiomvestments, government expenditure, exports, and imports have a
positive impact on economic growth in all selected counties, while those monetary
determinants, such as inflation, interest rate and foreign direct investment have important the
impact on ecnomic growth only in developed countries. In order to capture these unobserved
factors, the last 20 years dominate by papers examining the impact of different determinants of
economic growth using panel analysis. So, Bassanini and Scarpetta [2001], rople cla
OECD countries, studied the determinants of economic growth and found that human and
physical capital, economic openness, a healthy macroeconomic environment, R&D activity and
the developed financial market have a positive effect on economic giexttan and Hussein
(2001)using a sample of 41 middiecome developing countries, studied the impact of labour
forces, open trade policies, investment in physical and human capital and rate of inflation on
economic growth. They found that all of thesetdas have a positive impact on the rate of
economic growth. Similar factors have been studied by Fisher (1993). His results are in line
with Dewan and Hussein (2001).
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Starting from the idea of North (1990) and from the results of research by Acemadlu et
(2014) and Thornton et al.,, (2011), Aparicio et al., (2016) studied the impact of
entrepreneurship on economic development. More precisely, they studied the impact of formal
and informal institutions on the development of entrepreneurship as detetsnari economic
development. The survey was conducted for the period from 2004 to 2014 on a sample of 43
Latin American countries. They concluded that informal institutions have a greater impact on
the development of entrepreneurship, and thus on ecorntewétopment, compared to formal
institutions. Interestingly study conducted by Kilic (2015). He examined the impact of
economic, social and political globalization on the rate of economic growth of 74 developing
countries in the period from 1981 to thel20year. For purpose of the research, he used the
Granger causality test and revealed that there is a positive relationship between economic, social
and political globalization and rete of economic growth. Before him, similar researches were
conducted by®l asek and Sellner (2011), who analyz
growth in the sample of EU countries and Rao (2011). Even though there is still no consensus
on atypical set of factors that affect economic growth, the analysis of existingheselicates

that it is possible to identify several significant factors. Thus, Khan and Kumar (1997), Fowowe
(2008), AbouAli, et al., (2009) and Anyanwu (2014) indicate that investment is the most
fundamental determinant of economic growth. The impodanf this factor has been proven

both in the nealassical and endogenous growth models. Exports and trade openness are also
factors that have been identified in both neoclassical and endogenous growth models as key
determinants of economic growth. Thesgive impact of these determinants is evidenced by

the research of Baliamoune aktavrotas(2009) Arezki and Gylfason (2011Assa(2012),
AdamsandGl¢ck (2015).Chirwa and Odhiambo (201&pollmeyerandPeterg2019) There

are several studies that dimo conclusive evidence of the causal relationship between these
factors and GDP growth. Ruldapoles (2001) argues that even in cases where increasing
exports has a positive effect on production expansion, such an effect may be limited and offset
by increasing manufacturing imports displacing domestic production. Doubts about the
importance of this factor were also raised by Awokuse (2003), while Fouad $tha{2005)

warns that the results depend on the type of analysis aedzakidis (2002andWang and

Wong (2009) find a negative relationship between openness to international trade and
economic growth. The impact of public expenditure has also been identified as an important
variable affecting economic growth. Proponents of Keynesian teachimgsiisiic expenditure

as a dependable function of income. On the other side there are substantial numbers of
economists who believe that higher consumption can stimulate economic ¢bmlstbnogov
andlgbal, 2007). The findings of these studies vary from the fact that small and moderate public
spending has a positive effect, to lasgenomic growth (Barro (2003), Anaman (2004)). In the
context of public expenditureDoumbia (2019) specifically mentions the effiaey of
government. He points out that the growth of vibeing of the poorest population, as the
ultimate goal of economic growth, is nonlinear and decreases with the level of corruption.
Onofreiet al., (2020)n general see public finances as a key dateant of economic growth

in the EU.Studying the inclusive growth of the Nordic countries, Balasubramanian et al., (2021)
found that monetary and fiscal policy factors, trade openness, and strong public institutions are
key drivers of economic growth. lation has also been identified as an important
macroeconomic determinant affecting economic growth (Fischer (1992, 1993), Barro (2003),
Albanesi (2007), Manamperi (2014), Sendi et al., (2021), Stawska, et al., (2021), Stawska and
Jabgonska (dh@soRthese sflidies rarfgé from the fact that medium and high
inflation hamper economic growth due to the adverse impact on the efficient distribution of
resources by changing relative prices, until that inflation exhibits threshold effects on economic
growth.
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Studying the determinants of inclusive growt
(2022) identified that the real effective exchange rate is an important determinant of economic
growth, such as consumption, interest rates and FDI. Sistidies were made by Barro and

Lee (2000), Dollar and Kraay (2002), Anand et al., (2013), Alekhina and Ganelli (2020),
Stawska, et al., (2019, 2021). However, despite the theoretically expected impact of these
determinants on economic growth, the findirgf these authors are contradictoijthough

based on previous research, it is not possible to identify the optimal set of determinants, there
is still a certain set of determinants that have been identified as significant, from the perspective
of classtal, neoclassical and new theories of growth (Antwi et al., 2013). However, the analysis
of these researches indicates that determinants behave differently in different sets of variables
and in different data panels. This obviously indicates that thefisgeaf different countries

must be considered, as well as that the choice of determinants should be in accordance with
proven theoretical models while respecting the conditions of validity of econometric models.
Many growth economists choose many macooeeic determinants as possible provided
(Salai-Martin et al., 2004; Ciccone et al., 2010). This is because many studies support choosing
a large number of determinants, arguing that the robustness of determinants is ensured by
including more economic gwih determinants (Doppelhofer et al., 2004; Bayraktar and Wang,
2006). However, numerous studies show that the determinants behave differently when pooled
together which may confuse policymakers on couspgcific economic policies. In addition,

most of he mentioned papers suggest the possibility of an endogenous problem.

3. DATA AND METHODOLOGY

The aim of the paper is to examine the relationship between the GDP and the major
macroeconomic factors materials, according to the model of economic greaestgniad by
Krugman and Obstfeld (2003), in which is included public expenditure-foar&eting, as a

proxy for promoting countries via the Internet. Having in mind the above, the model was chosen
because it includes all determinants that have been iéeras important, from the perspective

of classical, neoclassical and new theories of economic growth, but also the fact that it satisfies
validity conditions of the econometric model. The model is an extension of the standard model
of economic growth thagtudies the impact of GDP from the previous period, inflation, the
effects of public consumption and the openness of the economy on the current rate of economic
growth. Data are collected from the official sites World Bank and OECD, for the period
between2000 and 2020. For purpose of this study were used annual data. Description of
explanatory variables are shown in Table 1.

Table following on the next page
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Factor Proxy Description

Economic Gross Domestic Gross Domestic Product (GDPpgr capita(current in
growth* Product USD)

Public Cash payments for operating activities of the
expenditure for Expense (% of GDP) government in providing goods and services for
e-marketing* promoting country via the Internet

The sum of household final consumption expenditu
Consumption*  expenditure as % (private cqnsumption_) and general government fina
GDP consumption expenditure (general government
consumption).
Percentage change « Reflects the annual percentage change in the cost-
Inflation** the consumer price the average consumer of acquiring a basket of goo
index and services
Consists of outlays on additions to the fixed assets

Final consumption

Gross capital

Investment* . the economy plus net changes in thelaf
formation . .
inventories
ExpOrt* Exports of goods anc Represent the value of all goods and other market
b services (% of GDP) services provided to the rest of the world.
Imoort* Imports of goods anc Represent the value of all goods and other market
P services (% of GDP) services received from the rest of the world.

: . Foreign direct The sum of equity capital, reinvestment of earnings
Foreign Direct . . .
Investment* investment, net other angterm capital, and shoiterm capital as

inflows (% of GDP) shown in the balance of payments
Real National It is the lending interest rate adjusted for inflation as

Interest Rate** Real interest rate (%

measured by the GDP deflator.
The nominal effective exchange rate (a measure of
: value of a currency against a weighted average of
Exchange exchange rate index X : - :
x O several foreign currencies) divided by a price deflat
Rate (2010 =100) )
or index of costs.

All variables are transformed to fulfillppropriate econometric conditionals. The transformation was done usin
different formulas, *In regression equation these variables are shown as In(variable/100), **In regression equal
variables are shown as In(1+variable/100)

Table 1:Description of the variables
(Source: Author 6s)

Real Effective  Real effective

The econometric model is expressed as the following, to notice that rate op&@Bpita
(current in USD) is a dependent variable:

"O0O0 f f OO0 T 0OMOT 600 1 O6'YT 'O0 wf OML | "O0 0
I "000f 'Y'OY! YOOV - [1]

Where GDP is the Gross Domestic ProdietO 0 is one past period GDP, PEX denotes
public expenditure for-enarketing; CON is consumption, INR expresses rate of inflation;
INV is investment; EXP is value of exports, IMP represents value of import; FDI is foreign
direct investment, RIR represents raational interest rate, REER represents real effective
exchange rate: is model error.

The rate of Gross Domestic Product (Gpej capita(current in USD) is used as a proxy for
economic growth. The laggé@O U , in order to see the impact ofoemmic growth from the

one lagged period on the current rate. The structure of the model itself determines the choice of
estimator. The inclusion of a lagged dependent variable in the model causes a potential
endogeneity problem because it is very likélgittthe lagged dependent variable is correlated
with the model error, imposing a bias in the estimation
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According to Wooldridge (2003) and Radivojevic and Jovovic (2017) the OLS represents the
most efficient estimator. However, it true if and only ifthkk assumptions on which it is based

are met. Otherwise, it will generate biased/unbiased and consistent/inconsistent estimates (some
these combination), depending on which assumptions are not met. From the literature review
on this subject, we observeatiresearches have concluded that this topic might run the risk of
endogeneity. A welfounded objection to numerous research that examined determinants of
economic growth (which are emphasized in the paper) is that they did not take into account the
endogneity, while the choice of estimators such as Fedéekcts or Random Effects is justified

only by applying formal tests for choosing the better estimator. The endogeneity was tested
using the Hausman test. The results of the Hausman test are showleibhA abthe appendix.

The choice of estimators is determined by the structure of the model, but also by the presence
of endogeneity in the regressors. The endogeneity was tested using the Hausman test. The
results of the Hausman test are shown in TableirlAhe appendix. The results of the
endogeneity test show that follow variables are endogeneity variables: INR, EXP, IMP, FDI.
The presence of endogeneity in those variables requires finding the appropriate IV (or excluding
variables from the model) ant also, affects the choice of estimator. The choice of adequate

IV was made by the modified Okui (2005) procedure that pays attention to the effects of large
heterogeneity. The procedure is based on highagr asymptotic theory under double
asymptotic.According to the procedure were chosen following instruments: squared INR,
squared (INEXP), InIMP and squared FDI as instrumental variables. For the paper four
estimators were used: the TMBtage Least Squares (TSLS),-dviestep difference GMM,
Fixed-effects TSLS and the Panel Limited Information Maximum Likelihood (PLIML)
approach that handles dynamic effects and endogenous variables with individual effects at the
same time. These estimators were selected keeping in mind their asymptotic properties.
According to Wooldridge [2003] and Radivojevic and Jovovic (2017) the TSLSs represent the
most efficient IV estimators. However, it is true if and only if all the assumptions on which they
are based are met. Otherwise, it will generate biased/unbiased ansterdfisconsistent
estimates, depending on which assumptions are not met. The research was conducted by
Anderson et al., (2009) shows that the TSLS estimator has a much larger variance for some
values of the parameter than the LIMI estimator. Also, AkastiKunitomo (2015) have been
shown that the PLIML estimation method for the filtered data does give not only consistency
but also has asymptotic normality and often attains the asymptotic efficiency bound when the
order of orthogonal conditions is largeraany instruments in some sense. On the other hand,
according to Radivojevic et al., (2019), Cottrell and Lucchetti (2016), Chausse (2010) and
Roodman (2009), the GMM gives consistent assessments even in conditions when the
assumptions of others are naffiled. The GMM can be viewed as a generalization of many
other methods, and as a result, it is less likely to be misspecified. The GMM generates correct
standard errors andyalues, only under the condition that the defined moment conditions are
valid. It is based on a simple idea that the estimations of parameters are done by solving a set
of moment conditions. On the other hand, Hayakawa (2006) points out that the degree of
heterogeneity affects both the asymptotic bias and the variance when ussigihe

4. EMPIRICAL ANALYSIS AND DISCUSSION OF RESULTS

In table 2 are shown results of descriptive statistics thfeflata set. As can be seen from Table

2, GDP ranges from 2.869 to 8.962, which indicates very high disparity between minimum and
maximum, but it is important in noting that all countries recorded economic growth in the
observing period. The very high lua of standard deviation of the GDP testifies to large
fluctuation in the economic growth between countries. It is similar in the case of value of all
commodities. The excess kurtosis is ranging frarB863, in the case of the GDP to 50.326, in
the casef the INR. This indicates that GDP has a significant platykurtosis.
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The skewness of all the variables is different from zero, which indicates that they have
asymmetric distribution. To identify a potential problem of multicollinearity in next step was
conducted analysis of matrix correlation.

GDP PEX CON INR INV EXP IMP FDI

Mean 6.396 -1.108 -0.074 1.041 19.753 -1.067 -0.641 0.053
Standard

Deviation 1.880 0.199 0.098 0.110 2.443 0.281 0.229 0.048
Excess

Kurtosis -1.363 -1.008 -0.559 50.326 -0.885 3.511 8.942 8.517
Skewness -0.421 -0.555 0.066 6.777 -0.615 -1.002 -1.373 2.250
Minimum 2.869 -1.479 -0.256 0.984 14.660 -2.432 -1.987 0.000
Maximum 8.962 -0.827 0.150 1.950 23.333 -0.473 -0.075 0.317

No. obs. 120 68 116 120 119 120 120 120
RIR RER

Mean 0.037 0.573

Standard

Deviation 0.056 0.266

Excess

Kurtosis 10.022 0.845
Skewness  -2.180 -1.557
Minimum -0.297 0.000
Maximum 0.145 0.877
No. obs. 120 120

Table 2: Descriptivestatistic of selected variables
(Source: Author 6s)

The matrix correlation is presented in Table 3.

GDP PEX CON [INR INV.  EXP IMP FDI RIR RER
GDP 1.000

PEX -0.594 1.000
CO
N -0.567 -0.082 1.000

INR 0.117 0.055 0.086 1.000

INV 0971 -0.496 -0.556 0.148 1.000

EXP -0.056 0.231 -0.306 -0.466 -0.120 1.000

IMP -0.387 -0.266 0.301 -0.490 -0.416 0.579 1.000

FDI -0.071 -0.420 0.202 -0.113 -0.143 0.097 0.311 1.000

RIR 0.006 -0.248 -0.131 -0.596 -0.035 0.078 0.133 0.184 1.000

1.00
RER 0.494 0.124 -0.285 0.131 0.632 -0.276 -0.373 -0.410 -0.016 O
Table 3: Matrix correlation
(Source: Author 6s)
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As can be seen from Table 3, there is no strong correlation (above 0.800) between variables.
By using theonestep GMM estimator, the results are illustrated in Table 4.

Fixed-effects TSLS TSLS
Dependent variablésDP Dependent variablésDP
Endogenous: INR, EXP, IMP, FDI Instrumented: INR, EXP, IMP, FDI

Instruments: sqINR, sq(In)EXP, InIMP, sqFDI

Instruments: GDRyy, PEX,CON, INV,
sqgINR, sq(InEXP), InIMP, sgFDI, RIR, RE

Variable coefficient std. error | p-value | coefficient | std. error p-value
const 6.374 0.872 0.000 -0.705 0.103 0.000
GDPg.1 0.013 0.012 0.286 0.970 0.009 0.000
PEX 0.053 0.022 0.018 -0.008 0.007 0.223
CON 1.779 0.264 0.000 -0.190 0.061 0.003
INR -0.112 0.122 0.359 0.522 0.049 0.000
INV 0.682 0.039 0.000 0.024 0.008 0.004
EXP 1.219 0.080 0.000 -0.116 0.023 0.000
IMP -1.276 0.097 0.000 0.180 0.031 0.000
FDI 0.281 0.289 0.330 -0.345 0.085 0.000
RIR 0.212 0.228 0.353 -0.364 0.083 0.000
RER -0.103 0.096 0.281 -0.083 0.023 0.001
R-squared: 0.97 R-squared: 0.99
Wald chrs_qua.re(10) — 2.871'58 {mlue 0'000)_ Hausman test Cliquare(4) = 12.607 {p
Test for differing group intercepts F(5, 104) = value0.013)
325.36 (pvalue 0.000)
LIML IV - one step GMM
Dependent variable: ROA Dependent variable: ROA
Instrumented: INR, EXP, IMP, FDI Instrumented: INR, EXP, IMP, FDI
Instruments: const, GQR), PEX,CON, INV,
sqINR, sq(InEXP), InIMP, sqFDI, RIR, RER Instruments: const, G, PEX,CON,
INV, sqINR, sq(InEXP), InIMP, sqFDI,
RIR, RER
Variable coefficient std. error | p-value | coefficient| std. error p-value
const -7.139 0.532 0.000 -7.139 1.051 0.000
GDP¢.1 0.254 0.040 0.000 0.254 0.116 0.029
PEX 0.009 0.066 0.887 0.009 0.073 0.897
CON 0.401 0.622 0.519 0.401 0.543 0.460
INR 0.745 0.452 0.099 0.745 0.287 0.009
INV 0.599 0.034 0.000 0.599 0.094 0.000
EXP 0.466 0.223 0.036 0.466 0.155 0.003
IMP -0.507 0.296 0.087 -0.507 0.198 0.010
FDI 0.161 0.958 0.867 0.161 0.832 0.847
RIR 1.827 0.749 0.015 1.827 0.677 0.007
RER -0.915 0.233 0.000 -0.915 0.225 0.000
Equation is just identified GMM criterion: 0.000

Table 4: The onstep GMM method results
(Source: Author 6s)
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As can be seen in Table 4, the model met all the requirements for all four estimators. It is evident
that the estimators did not generate identical estimates. Based on the summary results of all four
models, it is therefore possible to draw certain comahiss Taking into consideration all the
specifics and structural changes made during the transition process, which were elaborated in
the introduction chapter of this paper, it could be noticed that consumption did not have a
significant impact on economigrowth. This is contrary to all expectations and economic
theories according to which an increase in consumptieads to an increase in production and

thus to economic growth. Namely, this finding can be explained by the fact that these countries
havebecome very dependent on imports. The structure of household consumption is dominated
by imported consumer goods whereas the structure of domestic products is dominated by
imported capitaintensive parts. Therefore, the increase in household consumypienditure

implies that it is certainly of no benefit to the country itself for the money keeps flowing out of
the country. In addition, FDIs are usually focused on lali@ensive sectors, which usually
manufacture senfinished products used as inputsthe production of final products in the
home countries of investors, as a result of which the effects of increased consumption of such
products do not sufficiently contribute to economic growth. Bearing in mind that it is
additionally combined with theatt that FDIs are supported by various subsidies, which are
primarily economic in nature and often greater than the benefits of FDIs themselves, it is clear
why our research findings are contrary to FBlated economic theories. In this context, it is
expected that FDIs will contribute to an increase in the level of economic activities, which will
eventually lead to economic growth. On one hand, there are no significant inflows of FDIs into
capitatintensive sectors and no significant technology trandfeeiwed in these countries, but

on the other hand, foreign investors in these countries transfer outdated technology, the use of
which can potentially do more harm than good. Despite the dominant public perception of FDI
in terms of its contributing excliwely to increasing social webeing and growth in the host
country, this is not usually the case. The real effects of FDIs depend on the type, structure and
intentions of foreign investors. A common example observed in these countries is related to
foreign investors executing labeintensive activities for the purpose of taking advantage of
cheap labour, at the expense of capitensive activities that they relocate to their countries.

In addition, the coefficient value of the IMP variable speakawotr of their high dependence

on import, consumer goods and sophisticated products. If these countries import raw materials
for the purpose of producing sophisticated products, then the increase in imports could spill
over into increased economic activignd ultimately into economic growth. However, this
result indicates the poor economic structure in these countries. Based on the abovementioned
facts, it is possible to draw a clear conclusion that the structure of the country's economy
determines the iportance of certain determinants of economic growth. Taking all these facts
into account, the high values of the coefficient should be interpreted, including those of the real
exchange rate (RER) variable. Namely, national currency depreciation is expewtgdtively

affect economic entities in these countries. Such a high coefficient implies that the emphasis is
not only on the import of raw materials as an input for further processing, but primarily on
finished goods and products. As for the foreigulé balance, the indicator of how influencing

this factor could be, is stronger than expected. Namely, an increase in the RER values implies
that imports are becoming more expensive nowadays. Considering the domination of imports
in comparison to exportshe positive effects of national currency depreciation on exports
cannot compensate for the negative effects of depreciation on the value of iniperts.
surprising result is that interest rates have a positive impact on economic growth. Generally,
higher interest rates can be expected to increase the value of domestic currency; thereby,
investors will have a harder time deciding whether or not to fund a loan, and in this manner
boost new investment activities. This result can be justified mainly by thia&dnterest rates

are considered to be very low, particularly the ones on large investments and mortgage loans.
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Taking into account that the aforementioned activities are often supported by various
government subsidies, the benefits of which are shovexceed the rise in interest rates. The
question arises to what extent the rise in interest rates will have a positive impact on economic
growth. One theory suggests that rising interest rates are directly responsible for encouraging
entrepreneurs to gemate more efficient outcomes, despite the fact that it could be subject to
debate and interpretation when it comes to the abovementioned countries, especially given the
economic structure and dominance of large stateed enterprises (SOEs) that are ofte
guided by noreconomic principlesinterestingly, government expenditure fomarketing

does not have a statistically significant impact on economic growth. This is contrary to all
expectations and economic theories according to which an increasenotijori leads to an
increase in the visibility of the country's brand, which should reflect favourably on the country's
reputation. The country's positive reputation, via increasing FDI, should contribute to economic
growth. Another group of researcherg out that enarketing leads to the differentiation of

the country. According to this, higher expenditure anaketing should lead to an increase in

the value of exported goods. An increase in the value of exports should contribute to economic
growth. As regards the other determinants, the finding results are as expected. Namely, the
economic growth from the previous period is expected to have a positive effect on the current
economic growth, just like an increase in investment is expected to leaditgraase in
activities, which has a positive effect on economic growth. It indicates the significance of
rational investment decisions made by entrepreneurs, complete with the fact that positive effects
of these investments are generated relatively ¢uickhis is a very important discovery,
especially given the findings of Demaria and Rigot according to which insufficient capital
investment has emerged as a major obstacle to economic growth (Demaria and Rigot, 2018). A
similar situation applies to expgsras well. However, the importance of exports should not be
viewed only in the context of increasing consumption, but also in the context of achieving
positive effects from economies of scale, exposure to competition and diffusion of knowledge.
A somewhasurprising finding reveals the positive impact of inflation. Specifically, a positive
and significant relationship was found between INR and gross domestic product (GDP). This
finding comes as somewhat of a surprise and is not consistent with the pgelitgliature

(Knight et al., (1993), Fisher (1991), Ristanovic et al., (2018), etc.). The high inflation rate is
expected to discourage businesses from investing in new projects since it correlates with a high
degree of inherent risk. However, the ressilin line with the views of Levine and Zervos
(1993), who argue that: fAvery high inflation
to inflation and hence | ead them to devel op
However, inflation is nbhigh in these countries. Given the findings of Edey (1994) and Bruno
and Easterly (1998), which pointed out that in conditions of moderate or low inflation the
correlation between inflation and economic growth is less clear, this finding is not seisgrpri
However, it is surprising when compared to the findings of Clark (1993), for this author did not
find a statistically significant correlation between inflation and economic growth.

5. CONCLUSION

In this particular paper, we examined the impact dfedént macroeconomic factors on
economic growth in a sample of six WBC. The multiple linear regression model was used in
our study. For the purpose of estimating the model parameters, we used four different
estimators. The survey covered the period 22Q09. The research findings indicated that the
significance of the indicators of certain economic growth determinants and their level of
influence varied depending on their importance and direction in the developed countries. As
regards the economic strucdy which resulted from the failure of privatization, foreign trade
imbalance, primarily on the import side, the dominance of consumer goods in the structure of
consumption, as well as inefficient public expenditure management, it played a significant role
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in influencing the determinants of economic growth, which is quite different from what was
predicted by theory. In addition, poor policies to support the inflow of foreign direct investment
(FDI) contribute to this factThe findings clearly suggested thidne governments of the
aforementioned countries should focus on implementing changes in economic structures, i.e.
on strengthening capitattensive sectors of the economy, reducing import dependence,
specifically consumer goods, changing its exportcstine and improving the efficiency of
public administration. As regards the export structure, the share of sophisticated products
should be increased, on the other hand, regarding the import structure, the share of raw materials
intended for further procesg should be increased. As for politics of popular incentives, they
should be abandoned, particularly the ones related to attracting FDI. It indicated the necessity
to create realistic conditions for attracting FDI, that would eventually lead to knaavledg
transfer, and would not result in attracting FDI aimed at the exploitation of cheap labour and
raw materials.
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APPENDIX
Choi metatests Hausman test
Variable Iggﬁgsrg (ir;) p-value | Chi-square(1)| p-value
GDP-1) 23.066 0.0272 2.008 0.156
PEX - - 0.459 0.497
CON 10.645 0.559 0.864 0.352
INR 209.641 0.000 47.001 0.000
INV 17.311 0.138 0.001 0.979
EXP 8.000 0.785 5.396 0.020
IMP 10.936 0.534 11.298 0.000
FDI 29.508 0.003 6.492 0.010
RIR 41.300 0.000 1.407 0.235
RER - 0.000 2.229 0.135

Note: After firstorder differentiations, all variables became stationary.

Table 1A: Panel Unit Root Test and the Hausman Test

(Source:
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ABSTRACT
Manufacturers of traditional food products in Serbia frequently face the issues with placement
of their products. Therefore, the aim of this research is to determine if usage of Internet more
intensively as a marketing channel for promotion and distribution of traditional food products
may improve the sales of the products in question. Furthermore, thsysuiv reveal if the
consumers in Serbia adopt Internet as a marketing channel for informing and procurement of
traditional food products, as well as what are the benefits and what may be the barriers of using
Internet. Chosen survey instrument was a tjoesaire. The questions were created in the
Google questionnaire, and the respondents ha
way that the questionnaire link was sent to email addresses of a huge number of responders,
with the plea that the links shared further. Number of filled questionnaires was 1124, out of
which the sample was reduced to 893 respondents, after the first eliminatory question. The
research was conducted on the territory of Serbia in April and May, 2022. The results have
showrthat the traditional food products in Serbia are still predominantly bought of the markets,
and directly from the manufacturers, while Internet is still on the last place as a distribution
channel. However, what is significant is the fact that the consuane widely using Internet
to get informed about the traditional food products and the manufacturers producing them, as
well as about the location where these can be bought. Furthermore, the most important
information which every website should containarder to make further procurement of
traditional food products have been identified. These results present useful guideline for both
manufacturers and sellers of the traditional food products, which might serve as principles in
making a certain websitentent.
Keywords: consumer behaviour, -eommerce, internet marketing, marketing channel,
traditional food product

1. INTRODUCTION

In 2006, the European Commission gave the following definition of tradition in relation to food.
"Traditional implies provemse in the community market over a period of time, passed down
from generation to generation; that time period can generally be described as one human
generation, at least 25 years." (European Commission, 2006). After that, the definition of
traditional bod was developed through the work of the EuroFIR Network of Excellence. Their
definition includes statements related to traditional ingredients, traditional composition, and
traditional type of production and/or processing (Trichopoulou, Soukara, & YWasilou,

2007). From the perspective of consumers, Guerrero et al. (2009) defined traditional food
products as "products that are often consumed or associated with specific celebrations and/or
seasons, usually passed down from one generation to anothereraady in a specific way
according to gastronomic heritage, with little or no processing/manipulation, are distinct and
known for their sensory properties and are associated with a specific local area, region or
country".
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Therefore, traditional food pducts are most often handmade food products that are made in
family farms, often from raw materials of organic origin in limited quantities. It is this
unigueness, specialness, lack of mass, rarity that raises their price, but also prevents mass
production and marketing of these products. Therefore, producers of traditional food products
are faced with a marketing problem, while consumers are often unable to finduailiy
traditional food products. Standardization of quality, protection through ddésignaf
geographical origin and promotion are recognized as important elements in the growth of
production and turnover of traditional food products. In recent times, marketing managers,
using modern technologies, contribute to the expansion of the mafrketditional food
products and the creation of new brands. Internet presentations and social networks are
recognized as tools for dynamizing market flows of traditional food products. In the future, the
development of ofine sales can stimulate the pumtion and trade of traditional food products,

for which the building of trust between buyers and sellers is the key. The application of digital
technologies for the purpose of contributing to the company's marketing activities serves to
strengthen relatiws with customers and create additional product value (Elghannam, Escribano
& Mesias, 2017). However, the development-abenmerce in the agfood sector is at a very

low level due to the fact that a small percentage of consumers buy fdoek palthogh the

same research shows that a significant number of consumers used Internet to search for
i nformation or compare the prices of given
(2020) the traditional food products are not sufficiently present temnet, as Internet is the

basic means of information today. Their presentation on a unique, official, promotional and
sales portal is what would significantly contribute to the popularization, visibility, availability

of traditional food products, as wels improve the competitiveness of producers. Also, it was
established that on the majority of websites of tourist organizations of cities/municipalities in
Vojvodina (province in the Republic of Serbia), the gastronomic offer remains on the list of
restamants, while the list of producers of traditional food products is the exception rather than
the rule, as well as that such an offer is available mainly (exclusively) in the Serbian language.
However, the fact is that the event of Cot@ and the wave dflobal lockdowns in many
countries around the world, led to more intensive use of Internet not only for information but
also for online shopping, in many countries of the world. For example, research by Barska and
WojciechowskaSolis (2020) indicates théte phenomenon of shopping virtualization has also
been growing in strength lately, especially among food consumers. Although Polish food e
commerce is still relatively undeveloped,-lome food sales have been the fastest growing
category of Internet sa$. According to experts, by 2026, nearly 40% of all products globally
wilbesoldonl i ne. Similar results were obtained ir
determined that the eme purchase of organic food products in Serbia increased .6y %6

during the lockdown compared to the period before the outbreak of the Covid 19 pandemic.
Therefore, the question of whether and to what extent after the Covid 19 pandemic, consumers
of traditional food products in Serbia use Internet as a marketangnehfor information and
purchase of traditional food products, was the subject of research in this paper. What motivates
them the most to use Internet, and what do they consider to be the biggest barriers to its use,
when it comes to traditional food hacts.

2. RESEARCH METOD

Survay instrument was a questionnaliiee questionnaire was not standardized but was created

on the basis of several important studies that were relevant to the mentioned topic: Barska and
WojciechowskeSo |l i s (2020), Liril et al. (2020), Li
The quesobns were created in Google Questionnaire. We selected the respondents using the
"snowball" method, by sending the questionnaire link to the email addresses of a large number
of respondents with a request to forward the link on.
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This method made it pos$to include as many respondents as possible in the research (Palys,
2008). The total number of completed questionnaires received was 1124, which is in accordance
with the methodology of selecting respondents in the study of Barska and Wojciect8nliska
(2020). Questionnaires where the answer to the first question whether you buy traditional food
products was "no" were eliminated from the total number. In this way, the sample was reduced
only to buyers of traditional food products in order to be ableatoy out a more detailed
research of the subject on the relevant sample. So the final sample was reduced to 893
respondents. The research was conducted in April and May 2022, among citizens living in
Serbia.Data processing was performed using the SP8&@m for statistical data processing.
Descriptive statistics were used to analyze the phenomena in detail.

3. RESULTS AND DISCUSSION

In order to find out whether the sample we obtained using the snowball method is adequate for
generalization to wider pmlation of consumers in Serbia, we performed analysis of the
demographic characteristics of examined sample. The obtained results are shown in Table 1.

Question Answer Number | Percent %
1. | Gender Male 369 41.32
Female 524 58.67
2. | Years Up to 25 253 28.33
26-40 342 38.30
41-60 225 25.19
Over 61 73 8.18
3. | Qualification level Elementary and High 304 3404
School
Cc_)llege and University 505 56.55
(diploma)
Other (mast_er, magister, 84 941
doctor of science)
4. | Number ofhousehold 1-2 168 18.81
members 3-4 522 58.45
5 and more 203 22.74

Table 1: Demographic characteristics of the examined sample of consumers in Serbia
(Source: created by the authors based on a survey)

Based on the results presented in the table, we see that there is approximately the same
participation of men and women in the sample, with the fact that women are slightly more
represented. There is also an even representation of members of generadigezesation vy,

while there are slightly more members of generation x and significantly fewer members of the
baby boomers generation in the sample. So when interpreting the results, it must be taken into
account that members of the baby boomers genenatoa less represented, which is not in
accordance with the age structure of the population in Serbia, but is most likely a consequence
of the fact that this age generation does not use Internet, so it was not able to be more affected
by the snowball metltbwe used in the survey. When we look at professional education, we
notice that in the sample there is approximately the same participation of respondents with basic
and secondary vocational education and respondents with higher and higher vocational
educadion, while respondents with the title of Master, Master of Science and Doctor of Science
are less represented, which is a justified sample, considering the lower participation of this
categories of respondents in the overall structure of the population.
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When it comes to the number of household members, we see that the sample includes one and
two-member households as well as fimember and mukmember households. While three

and fourmember households dominate. Based on the demographic structure xdrtiiresl

sample, we can conclude that the sample is suitable for the analysis of consumers of traditional
food products in Serbidn order to determine to what extent and what type of traditional food
products the respondents consume, we asked them doqusstthat for each group of
traditional food products they had the task of evaluating the extent to which they use them in
their own consumption from very often marked with a score of 5 to very rarely marked grade

of 1. We presented the obtained resut$able 2.

1. Dairy products 3.6
2. Honey 3.4
3. Meat products 3.2
4. Pasta, mill and bakery products 3.1
5. Juices and drinks 2.7
6. Fruit and vegetable products 1.8
7. Vegetable oils 1.4
8. Confectionery products 1.4
9. Spices and tea 1.2

Table 2:Representation of certain groups of traditional food products in own consumption
(Source: created by the authors based on a survey)

Based on the obtained results, we can conclude that traditional food products are not represented
very often in the respondents' consumption, but that there is a moderate representation of dairy
products, honey, meat products, pasta, mill and bakery pgroaiud juices and beverages, while

all other groups of traditional food products are represented very rarely in the respondents'
consumption. This is in accordance with the
out on the territory of Vojvodinawhich is a province in Serbia. The reasons for the lower
consumption of traditional food products made of fruits and vegetables, vegetable oils,
confectionery, spices and teas lie in the strong competition of products produced in a standard
way, as wellas insufficiently developed brand and recognition on the malkeatrder to
understand the tendency of consumers to consume traditional food products, we tried to find
out about the basic motives for the consumption of traditional food products amoogeons

in Serbia. Therefore, we asked the question so that the respondents had the task of evaluating
the importance of the stated motives for the consumption of traditional products. A score of 1
should indicate a completely insignificant motive, and aesod 5 a completely significant
motive.

1 Healthier than conventional ones 4.7
2 Taste better than conventional ones 4.5
3 Guarantee top quality 3.9
4 Domestic (produced in my country) 3.5
5 Confidence since | know the manufactur( 3.2
6 Better look than conventional ones 3.1
7 Better brand than the conventional 2.3
8 Better packing than the conventional 1.5

Table 3: Motives of purchase of traditional food products
(Source: created bthe authors based on a survey)
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Based on the obtained results, we can see that health care and the taste of traditional food
products are what motivates respondents the most to buy them. This is in accordance with
Popovil et al . ( S©@adhér)raditidma focsld, Setbian chelese and 'kagmald

are consumed on a daily basis, whereby cow's milk cheese and 'kajmak’ are generally perceived
as healthy food considering their composition of proteins, minerals and vitamins. This motive
for healthyfood and the perception of traditional milk products as healthy can also provide an
explanation for the result we obtained that of the traditional food products, milk products are
bought the most. Motives such as the perception of high quality as wiedl dsrnestic origin

of traditional food products also received a high rating. However, what is significant for the
subject of our research is that the motive that indicates trust between consumers and producers
Is also important because it was rated witlaagrage score of 3.2, which indicates thatioa

shopping can be a problem if trust is not built with the producer. What is also noticeable is that
the brand and packaging do not motivate respondents to buy traditional food products, which
isinlinewt h earlier research by Liril et al (202
an insufficiently developed brand of traditional food products and on the need to strengthen it
to achieve greater product competitivend&ssrder to determine the extieto which Internet

Is represented as a sales channel for traditional food products, we asked respondents where they
buy traditional food products, with the option of rounding off several answers.

1 Market 60.70%
2 Directly from the producer 48.10%
3 Supermarkets 35.60%
4 Specialized stores 23.20%
5 Internet 15.10%

Table 4: Place of purchase of traditional food products
(Source: created by the authors based on a survey)

Based on the obtained data, we can conclude that the market and direct sales of traditional food
products by producers are the dominant channels through which customers buy traditional food
products. The percentage of customers who buy this type of prodsigpermarkets is also
significant, and in this sense there is an opportunity to expand the offer of traditional food
products through their introduction into the supermarket offer. But what seems quite surprising
at the moment is that Internet is gtilorly represented as a channel for buying traditional food
productsin order to determine the precise purpose for which Internet is used when it comes to
buying traditional food products, a series of positions were defined with which consumers could
fully agree by giving a rating of 5 or completely disagree by giving a rating of 1.

1. | use Internet to find the location of a point of sale where a traditiong 4.1
food product can be purchased

2. | use Internet for more detailed information abotraditional food 3.8
product that interests me

3. | use Internet for information about a particular producer of a traditiq 3.4
food product

4. | use Internet to find recipes with traditional food products 2.7

5 | use Internet to reach a phone numbet | can call for more detailed | 2.3
information about a traditional food product

6. | use Internet to order a traditional food produclioe 1.8

Table 5: The purpose of Internet in the process of information and purchase of traditional
food products
(Source: created by the authors based on a survey)
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The obtained results indicate that Internet is mostly used to find information about the point of
sale where a certain product can be purchased. This fact speaks in favor of the fact that those
producers whalo not buy directly from the producer on his farm or in the market, but want to
buy the product in a store, use Internet to determine if and where they can find a certain product.
It is also observed that Internet is used to a greater extent to finohatfon about the product

and the manufacturer of traditional food products, which is in line with research (Elghannam,
Escribano & Mesias, 2017). While the Internet is still rated very low as a channetifoeon
shopping of traditional food products. Tatore, for the understanding of the phenomenon, the
answer of the respondents about which barriers are the most significant for the respondents,
when it comes to the dine purchase of traditional food products, which is shown in Table 6,

IS very importat.

1.| Many traditional food products 4.5
cannot be found on Internet

2.| Delivery charges are high 4.3

3.| Time of delivery is long 4.1

4.| The product offering is not consiste| 3.8

and the websites are not updated
5.| The product cannot be touched or | 3.8
smelled
6.| Trust in online retailer is important | 3.7
issue
7.| Trust in healtksafe transportation is| 3.6
important issue

8.| Design and aesthetic of online 3.2
shopping websites are important
issues

9.| Safety of personal data is importan{ 2.4
issue

Table 6: Barriers to ofline shopping of traditional food products by Internet
(Source: created by the authors based on a survey)

The obtained results indicate that the biggest problem is that many traditional food products
cannot be found on Internet, Wit h i s i n accordance with the |
Also, delivery costs and delivery time are also factors that limit the process of online shopping

of traditional food products, as well as the fact that not all traditional products are always
available, as well as that websites are not updated and do not provide correct information, which
i's in accordance with the research of L|r|I'
for producers of traditional food products because it indgctite need for a different and more
efficient organization of the chain of distribution and delivery of traditional food products. Also

due to the inability to see the products, trust in the manufacturer and seller of traditional food
products is very imprtant for the respondents. Design and aesthetic of online shopping
websites is of moderate importance to them, but it also turns out to be a possible barrier when
websites are not created to be user friendly. Concern for personal data is not something tha
restricts users from online shopping for organic food prodadtsough there is a whole series

of barriers to the purchase of traditional food products, they are of such a nature that they can
be removed if consumers believe thatlioe shopping can ring them certain benefits,
therefore we asked the question to determine whether consumers of certain benefits that are
common for odine shopping also highly value when it comes tdina shopping of traditional

food products. We presented the obtairesilts in Table 7.
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1.| There is less physical effort because the products are delivered to 1| 4.9
address

2.| There is time saving in such shopping 4.8

3.| There is a possibility of easier price comparison 3.5

4.| Faster product search 3.2

5.| Reviews andecommendations of other consumers 3.0

Table 7: Benefits of aline shopping of traditional food products by Internet
(Source: created by the authors based on a survey)

The obtained results support the fact that all the benefits associated withlithe purchase

of products are equally important in thelare purchase of traditional food products. Whereby,

the possibility to reduce the physical effort involved in yiag the purchased food, as well as
saving time when not going to the manufacturer, market or supermarket to do the shopping,
stand out as the most significant. These are exactly the benefits on which a marketing strategy
should be built in promoting eline purchase of traditional food products. What can be
observed is that the respondents do not give the highest marks to the quick search for products

and

the possibility of easier price

compar.i

(2020), whit indicates a weak presence of traditional food products on the Internet. That goes
in favor of the fact that manufacturers of traditional products should invest in the creation and
optimization of their own websites, as well as into paid advertisingtemiet in order to get
closer to potential consumersso, it was important to determine which information should be

on the website of food product manufacturers, and which is the most important for consumers.
A number of offered answers were given, which consumers were supposed to rate in order

of significance with a score of 5 being completely significant to a score of 1 being completely

insignificant.
1. Product price 5
2. Product images 5
3. Delivery method 5
4, Delivery price 5
5. Assortment 4.9
6. Package size 4.8
7. Location of the sales facility 4.8
8. Impressions of other customers 4.8
0. Certificates 4.6
10. | Awards and recognitions of the product 4.5
11. | Mobile phone number 4.1
12. | E-mail address 3.9
13. | Pictures of production facilities amdjuipment 3.5
14. | Photographs of the manufacturer 2.1
15. | Local fix telephone number 1.8

Table 8: Information on the website of importance for buyers of traditional food products

(Source: created by the authors based on a survey)

Based on the obtained results shown in the table 8, it can be seen that the most important thing
on the website is to clearly and visibly display the price of the product, images of the product,
method and price of delivery. These are factors that allbrefgmts agree are completely
significant for their purchase decision.
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This is in accordance with the research of Novak et al. (2003) who argues that product
assortments in color, design or price on the shopping websites can increase web browsing
gatheringnformation or comparison shopping. Sreeram et al. (2017) have revealed that a large
proportion of consumers consider delivery charges a major deterrent-lwfeogrocery

shopping. A lot of Indian shoppers use-lore shopping carts to compare pricessohilar
products with no intention to purchase (45 %)
they are put off from higher than expected shipping costs (54%), or face issues vath out

stock items (42%) (Laheri, Vohra & Dangi, 2019). Thereforis, Wery important to take care

of the delivery price. Also, other researches speak in favor of the importance of the assortment,
impressions of other customers and quality marks, as we have also determined. Product
assortment in the website encourage coreubuying behavior, which results in gathering

more information about the product and finally impulsive buying behaviour (Park and Kim,

2008; Park et al., 2012). Social communities and forums influence consumer attitude in both
cognitive and affective eghts. Consumers do participate in online social groups, by observing

ot hersdé6 knowledge and experience and througt
and beliefs. Social recommendations, rating and reviews are very important (Tariq et)al. 2019
Strengthening the display of food quality signs and labels and improving the authenticity,
richness and legibility of food quality information can help consumers form better perceptions

of quality and risk(Liu and Zheng, 2019).

4. CONCLUSION

Based orthe research results, we can conclude that the consumption of traditional food products
in the diet of the population of Serbia is moderate. Purchases are still mostly made directly from
producers on farms or on the market. The Internet is rarely usedhfore shopping. The
biggest use of the Internet is for information about the location of the point of sale where
traditional food products can be bought, as well as for obtaining more detailed information
about products and producers. The reasons follen@archases compared to other sales
channels can be found in the fact that the traditional food products that are bought the most are
primarily milk, meat and honey products, and for them distribution is complicated because the
usual courier serviceseaot be used for delivery, considering that a special way of transporting
them is needed. This conclusion is also confirmed by the statement which respondents state that
some traditional food products cannot be found on Internet, that delivery costsligaad/de

time are high. Some respondents cited the inability to touch and smell the product as a barrier
to ontline shopping. Also, it is stated as a problem, that the product offer is not always
consistent, that is, it happens that the product is displayeatie website but is not in stock.

Trust in the manufacturer and headthife transport is also a significant barrier. However, what

the majority of respondents positively assess, even if not everyone blige,ans that ordine
shopping enables less migal effort, reduces shopping time and enables easier price
comparison. Therefore, the recommendation for manufacturers of traditional food products is
to organize and provide suitable vehicles for the transport of traditional food products through
assocation, so that they can ensure safe, fast and cheaper delivery, because this is the main
barrier to buying these products-lome. Also, it is important that each manufacturer, separately

or through an association, has its own website, which must contadugb images, prices,
delivery method and price, and always updated assortment, package sizes, location of the sales
facility, impressions of other customers, certificates, awards, mobile phone numbenaiid e
These are information that respondentsdats very important, so it must be mandatory on the
website. In addition, it is not enough to just have a website, it is important that it has good SEO
optimization and that it invests in advertising on the internet so that potential customers appear
amory the first when they search on Google.
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ABSTRACT
Economic freedom represents the freedom of economic subjects to work, produce, spend, save,
invest in the desed way, while their security and protection is provided by the state, without
unnecessarily interfering with the aforementioned fundamental rights to work and acquire
property. The Heritage Foundation has been quantifying economic freedom for manlyyyears
constructing the Index of Economic Freedom. The activities of the governments of countries
around the world are monitored and evaluated through an index in 12 areas that are proved to
contribute to economic growth and development, but also in othes @@zh as education,
health, environment, social progress and democratic governance. The paper analyzes the state
of economic freedom in the world in the period from 1995 to 2016 with a special focus on
Europe and the Republic of Serbia. It is concluded Burope still needs to improve economic
freedom, especially in the area of fiscal freedom and public spending.
Keywords:Economic growth, Economic freedom, Europe, Index of economic freedom

1. INTRODUCTION

The Heritage foundation in the cooperation with the Wall Street Journal, every year announces

the report about the state of the economic freedom in the world. Index of Economic Freedom

of Heritage Foundation emphasizes a wide range of variables from n@rdof economic

politics, which influence is known for economic efficiency: inflation rate, taxes, public
spending, public firms, government investments, custom rates, trade barriers, prices control,
disorders of labor market, capital and other. Econdnaiex of freedom represents a statement

about institutional measures and total economic politics of some country, which Heckelman
(2000) points out as the biggest advantage of Heritage index, where the creators of economic
politics should be consideringéin forecasts and recommendations. Economic freedom in

index is represented as an unweighted average of tihdekes: Property rights, Freedom

from corruption (which form the pillar of the Rule of Law), Fiscal freedom, Public spending
(Government restrions pillar), Business freedom, Labor freedom, Monetary freedom
(Efficiency of regulation), Freedom of trade, Freedom of investment and Financial freedom
(Market openness). From the 2017, Heritage Foundation is been doing smaller changes where
now Index onsists of 12 elements (every pillar counts three elements). Achieved level of
freedom is measured on the scale from 0 to 100 where economies are reflected with epithets
Arepressedo economy (bel o950) poiimos)Py all ;b ¥ 1
69.9), mostly free economy (#@9.9) and free economy (8@00). Looking at the influence

of economic freedom on different economic indicators, some authors analyze those relations

on exact geographicsociali politic i economic grouping countriesow number of studies

pay attention to examine influence of economic freedom on different indicators of economic
growth in the European region as a whole, but also in the focus were exact groups inside of that
region: countries of European Union (Rajas&003, Hall, Lawson and Wogsland, 2011),
countries of East and West Europe (Altay & ¢
(Vukotili & Balovil, 2006, Paakk°onen, 2009, F
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Koval evil & B ar2ani5). Some aitbatshad inBoaug region of South America
(Bengoa & SancheRobles, 2003 and Alexandrakis & Livanis, 2013) with the goal to examine

if the politics of liberalization is going to reach economic growth of North America, which was
on the ober side subject of research. Karabegovic, Samida, Schlegel & McMahon (2003),
Compton, Giedeman & Hoover (2011) and Bennett (2016). African countries, from the aspect
of the level of economic freedom and consequently its influence, they were a sulgeetotin
N6Zue (2010), Ossono (2012) and Gorl ach & Le
economic and social differences, from highly developed Japan, Singapore and South Korea, to
North Korea, Afghanistan, Nepal and Myanmar, with the poorest &l expressively
repressive economies, about this part of the world especially dealt authors Paldam (2003),
Sarvananthan (2004), Nasir & Hassan (2011), Tiwari (2011) and Khan (2012). In the next
sections of article is made an analysis of economic freeddne iworld, according to the Index

of Economic Freedom of Heritage Foundation, with the special review on European region and
inside groups. Also, analysis is executed on the Republic of Serbia through the prism of
economic freedom.

2. ECONOMIC FREEDOM IN THE WORLD

The creators of the Index of Economic Freedom from year to year have been increasing the
number of observing countries, starting from 101 in 1995, where 27 years later that number has
increased to 177 countries according to economiefd o més cr i teria. Altho
of 184 countries, the index is not found for 7 countries in 2022, because those countries are
located in war territory and dataset could not be relevant for this approach. On the top of the
wor | dos Istnamber bfftaintriesatmaghave been there are Singapore, New Zealand,
Switzerland, United Kingdom, USA, Ireland and Island with changing positions over time.
North Korea (always last), Cuba, Iraq, Angola, Libya, Democatric Republic of Congo, Guinea,
Bisao, Laos, Syria, Belarus, Zimbabwe are countries that are always at the bottom of the list.
Overview of the condition with countries with the most freedom and with the least freedom are
visible in the Table 1.

Most free Most unfree
1. Singapore 1. North Korea
2. Switzerland 2. Venezuela
3. Ireland 3. Cuba
4, New Zealand 4, Sudan
5. Luxemburg 5. Zimbabwe
6. Taiwan 6. Burundi
7. Estonia 7. (ritrea
8. Netherlands 8. Iran
9. Finland 9. Bolivia
10. Denmark 10. Central African Republic
vObll:e Review the most and the | east free eco
economic freedom from 2022
(Source: The author, accordi(2029) to Mil |l er

In the moment of issuing report about the state of the economic freedom in 2020 and 2021, the
world has been in the highest point of economic freedom from the moment of measuring the
index, with the worl dods aver a@d2tbefavelagewsls, whi
drop with the whole 1.6 points, which is the highest drop ever. It could be said that the world is
Aimoderate freeo according to the economic fr
moment are 54, while mainly ndree countres are 57 and 32 are still repressive with the
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average of less than 50 points. The 5 most free countries with the average more than 80 points
are Singapore (84.4), Switzerland (84.2), Ireland (82), New Zealand (80.6) and Luxemburg
(80.6). Next to the Luxeburg are for the first time as the most economic free countries

classified Taiwan and Estonia. Twertsye ven countries are consi der
the scoring between 70 and 79.9 points. Al so

69.9 wints counts 54 while a total of 88 countries which is half of the 177 countries graded in
2022 gives at least some of the moderate freedom where individuals benefits from settled
institutional environment and private enterprises benefit to pursue geeatemic prosperity

and development. One of the biggest boost for giving economic freedom comes from
investments freedom. On the very last place comes again North Korea with the index of 3.0.
The Heritage Foundation divides world in the six parts, acogrtingeographical, cultural,
historical and geopolitical characteristics. The biggest region ofSahlaran Africa which
counts 46 countries is also the least free, with eight repressive and-gigmtynostly unfree
countries. Opposite, the smallest myi North America consists of three countries: high
ranking of USA and Canada which are mostly free economies and Mexico which are mostly
unfree, and that gives this region point to be one of the most economically free and far above
the averageFor Eurom is characteristic usually free atmosphere in the economic sense,
although there is a space for improving positions and progressing in this region. Specificity of
Asian and Pacific regions is related to extremity of its countries. This region condists of

(or five) free economies and a significant number of mostly unfree where eight are repressive.
One more important characteristic in this region is that it is the most populous region in the
world. South, Central and Caribes consist of 29 countrieghwdre mostly moderate free,
while the second largest region, the Middle East and North Africa, is composed of 14 countries
with mostly moderate degrees of freedom. The furthest from the world average, at the highest
level of economic freedom, is the regiof North America, followed by Europe, while the
twentyyear average of the worsinked region of SuBaharan Africa is just above the
repressive limit.

BO
— World
Middle East / North Africa

75

0 —— Europe
65 — T~ —— North America
_____,../’-""""/_’ Asia Pacific
80 __;.-"""' _ - —— . Sub-Saharan Africa
- — Central and Latin
America/ Caribbean
50 |
NErErIEcSS2LEsE8ze2d33 498
A0 33T REREAEAEEEEEREREERS

Graph 1: Trend of movement of economic freedom
(Source Authors according to the data took ovepom www.heritage.ory

3. ECONOMIC FREEDOM IN EUROPE

The growth trend that is visible in the European region comes from large padliscahomic
changes at the beginning of 1990s where most of the socialistic countries (East Europe) made
a transition from central based economy to capitalistic system, which is liberal and market
oriented (graph 2).
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Graph 2: Index of Economic Freeddngrowth trend world and European average
(Source Authors,adjusted according to data taken from www.heritagg

Property rights are one of many criteriums o
the beginning of measuring index, reaching the lowest value in 2015 of 42 points. Drop in
protection rights is also a characteristic of European regibarenthis category in 2016 shows

the lowest point of 59.8. Established property rights are feature of ordered countries
characterized by an independent and efficient judiciary and the rule of law. Traditionally stable
countries in Europe are characteribgch strong legal and institutional framework, where court
proceedings are fair and transparent, and great importance is given to the protection of
intellectual property. The opposite is the situation in "emerging countries” where the
sluggishness of theuglicial system, riddled with corruption, prone to political influence,
collapses property rights and affects the reduction of the European average of this indicator of
economic freedomAnalyze of subindex Freedom from corruption, in developed countries of
Western Europe is seen constant and high level of index, but the influence of fight of ex
socialistic countries against corruption have brought to the trend of indicator growth, where
corruption was the heart of the bureaucratic system. Many countries are aware that fight against
corruption represents one of the most important conditions to become a part of the European
Union, which brought to improvement and growth of freedom from ption. Better ranking

region according to this measuring is just North America, but other regions are on the lower

|l evel on the scale which represents that the
and sends a si gn apolitieab eaortomit gnoblenw Gorruiptibd, srongisims t
nepotism, political safety, illegal donations are all of the features of every government in the
world on all political levels, in the more or less measure. Corruption is spread across all public
sectorsncluding police, judiciary, higher education and health care, with big consequences for
civil society and for the whole humanity. Important part of the European countries, especially
Scandinavian, characterize extremely high tax burden, while the eetativpressure is low
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because of higher economic standard and rich social programs. Fiscal freedom becomes higher
with | owering tax burden. Above the worl doés
and Spain. Undeveloped countries with lower tax buplesth average up with the purpose to

not additionally burden their population and boost economy. Low tax rates are characteristic of
Baltic countries and countries of Caucasusos
Czech Republic, Slovaki®ldomania and Turkey. The lowest tax rates in 2022 are seen in
Bulgaria (10%) and Cyprus (12.5%), Montenegro (15%), North Macedonia (18%) and Serbia
(20%). The European continent is characterized by large government expenditures. The entire
region is aboutwenty index points below the world average over the past twenty years
(Europe's average is 44.4, while the world average is 66.7) and is the lowest positioned of all
regions. From the Nordic model, France, Germany all the way to Italy, Portugal, angd finall
Greece, there are different causes, consequences and goals but the same tool: large government
spending. Therefore, the reduction of government spending and the arrangement of public
finances is therefore set as an imperative to increase the econaedenfref this part of the

world. Business freedom in Europe is at a high level due to the long tradition of free
entrepreneurship in Western and developed European countries. In the process of transition, the
former Soviet states as well as the countrigh®@Balkans moved towards the liberalization of
regulations in that area, which would have significant effects on the economies of those
countries.Labor freedomis measured from 2005 and oscillation value of subindex is not
dramatical on the world levéfrom 59.7 to 62.4), while on the European level (from 59.5 to

62.8). The report from 2015 tells that freedom of work records value of 1.6 points on the world
level, which reflects stagnation in the regulation of employment without any progress in the
flexibility of labor market. The highest rank country according to freedom of work is USA, and

in Europe is Denmark, where relative conditions of employment and dismissal of workers
maintains labor market efficient. Georgia is recognized as country thatflgixdde working

hours, United Kingdom gives less severance pay, low cost of employment for Estonia, while
other countries stagnate according to the indicator of economic fre@tm®.stability and

their market formation are the main points of subindexdtary freedom. A big growth of this
subindex between 1995 and 2001 in Europe is related with making a monetary balance for
countries in transition. Most countries hold inflation on the acceptable rate, while in Belarus,
Ukraine, Turkey and Russia are amacceptable level (18.1%, 12.1%, 8.9%, 7.8%
retrospectively) observed in the last year of included period. In the most countries there is still
distortion of prices because of big subventionste&dnf i ci ent government 06s
subventions & in areas of energetic, agriculture, food and transport, and they are not
characteristic just for smaller developed countiesording to the criterium of Trade freedom,
European region achieves bigger avewmoge fr ol
(unique trade region inside of the EU). Cust
also got Georgia (0.7%), while Switzerland and Liechtenstein do not have tariff rates. Russia
(5.5%) and Serbia (6.5%) still have the highest tariff rateSurope.Growth of Investment

freedom characterize European countries, where a good example gives countries from the ex
Socialistic Republic of Yugoslavia and Cauca
Russia, Belarus, Ukraine and Moldavia dsop this criteria, while Baltics and other developed
countries constantly free for investments. Denmark represents one of the most opened countries
to foreign investments, where they perform transparently and efficient. Italy and France are
specific for his topic where their governments invest directly to the strategic companies. In the
most countries domestic and foreign investors have same legal treatment, while the foreign
property on resource different regulated. Weak legal system could represemtfbasome
countries to make progres$t agnati on is visible on the worl
Financial freedom since the period after world economic crisis in 2008.
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In the most countries the financial sector is competitive and mostlye sigibing the full
assortment of service. In the strong countries such as Germany, France, Ireland or Norway,
banks are in governmentos property. Il n Bal
but low quality of credits and netteveloped capitainarket is burdening these countries.
Countries such as ltaly, Spain, Greece and Cyprus still feel consequence of economic crisis on
their financial sectorAn overview of the mean values$ all indicators of economic freedom in

the world and Europe, asell as the minimum and maximum valusshieved in the period

from 1995 to 2016 according to the Index of Economic Freedom of the Heritage Foundation is
given in Table 2. The positions in which Europe is below the world average, and what was
discussed marthan once are Fiscal Freedom and Government Spending.

World Number of| Middle Standard - .
[ urope observationg value deviation { inimum { Gimum
Index of| 22 59.15455 1.125771 57.1 60.7
Economic 22 64.15 3.005986 57.5 67.1
Freedom

Property 22 47.88636 4.828023 42 56.2
rights 22 62.65 2.055828 59.8 67
Freedom 22 40.44091 .9292389 39.3 42.6
from _ 22 54.76364 2.525403 45.8 57.6
corruption

Fiscal 22 72.34091 6.220357 64.2 78
freedom 22 65.70455 4.919413 53.6 72.9
Government | 22 66.76818 1.823494 62.2 69.6
spending 22 44.4 3.437469 36.3 50.1
Business 22 64.35 1.405347 62.3 68.5
freedom 22 73.03636 4.011121 66.5 77.6
Labor 12 61.35833 .6999459 59.7 62.4
freedom 12 61.58333 .8343025 59.5 62.8
Monetary 22 73.87273 3.315215 67.2 78.1
freedom 22 75.90909 4.321476 66.3 81.5
Trade 22 68.23636 6.522455 58.5 76.1
freedom 22 79.13182 |5.974978 |69.2 86.7
Investment 22 53.45 2.67239 48.8 58
freedom 22 66.21364 4.14514 60.7 74.1
freedom 22 66.21364 | 4.14514 60.7 74.1

U a b2t Mean, minimum and maximum achieved values of all indicators of economic
freedom in the world and Europe in a period of 22 years
(SourceAut hor 6s calcul ati on)

From the beginning of the measurement until 2016, economic freedom in Europe increased by
almost eight points (Chart 3). The growth of monetary and fiscal freedom, freedom of trade and
investment significantly contributed to this. The decline is noticeable in the protection of
property rights and freedom of work.
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Graph 3: Change in thendex of Economic Freedom and its components in relation to the
initial year of measurementcomparison of Europe and the world
(Source The authoy adjusted according to data taken from www.heritagg.org

4. PRESENTATION OF THE STATE OF ECONOMIC FREEDOM WITHIN GROUPS

OF EUROPEAN COUNTRIES

Overview of the economic freedom condition is given in the following sections. Circular
moving in the observing years for the exact group of countries into the regmnstte
geopolitical aspects are shown (Picture 2). Macroeconomic indicators are taken into
consideration in the analysis construction which are directly influence on forming Economic
index of freedom and taking the exact rank position on world and Eurdpes.
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Picture 1: Regional division European region made from Heritage Foundation
(Source Authors)

I n the Heritage foundation report from 2016,
mostly free economies, with ninth, thirteen aimidty sixth place (Estonia, Lithuania and Latvia,
respectively). The main parameters that dete
are open market, normative frames and the rule of law which is driven by independent judiciary
system. Effieent management of public finances and relatively easy tax system are factors of
well driven fiscal politics, although public debt is around 40%, it is still burdening Lithuania

and Latvia, while Estonia long time keeping debt above 10%. Thanks to insaiubpening
flexibility, these countries have impressive capacity for adapting on external risks, while on the
other side is still risk from corruption, and limitation on labor market, especially in Latvia.
Extremely high Economic Indexes of freedom lemewn for Nordic countries, with the long

term strategy for politic of open market with dynamic trade and investments. These group of
countries are known as a modern markets and quite high life standard. Nevertheless, judiciary
standards and transparenterof law are also implemented long time ago. Minimal percent of
corruption is as well one of the main points for high percent of freedom economy. A huge
government spending and nblexibility of workers are the most important burdening factors.
Although Denmark is honoring with liberal market and law of work (easy way of hiring and
firing workers), with flexible working hours, without restriction for night or weekend shifts,

ot her Nordic countries are placed awofve or
minimal income, they cannot praise with liberalization in this area. Progressive taxes, social
programs and huge transfers and welfare are synonyms for Nordic countries. These
characteristics are placing their positions on the economic freedomladalteis also valuing

them higher than other European and world countries.
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Mediterranean countries are in the group of moderate free economies, except Greece which are
known as mostly unfree country because of economic and debt crisis. Together, Wieshierr
countries have the same problem because all of them are recovering from the economic crisis.
Their goal was to take painful reforms to recover bank sector, to reduce number of employees
in the public sector and to raise efficiency of public companidsse countries are
characterized by high level of opening to the global market and investments, which pushed
economic index of freedom up, but still high government intensions, big unemployment
especially between young population and-poedictable fuire about economic growth holds

the index. Although in most countries law keeps property, execution of contracts and resolution
of cases is slow. Especially negative influence on the indicator of economic freedom in
Mediterranean countries goes to big takerden, nofflexible labor market, poorly managing
public finances and corruption. Between these countries is important to mention Turkey which
made a stable and significant economic growth, despite the unstable political situation. On the
other side, istitutional weaknesses and pressure on judiciary restraining economic freedom in
Turkey and restrain more dynamic growth of private sector. Economy of Western Europe
countries thanks to efficient diversification, maximum opening to the global market, well
protect property rights and high level of flexibility and stability, counting between the most
competitive and most innovative economies in the world. Nevertheless, characteristic such as
relative resilience on the external factors, institutional funclitgnand transparent judiciary
system bring to almost no corruption influence. On the other hand, economic freedom is
restrained with the lack of control in the government spending and strict labor market, while
France faces with the serious corruptioraiga of public work and defend industry. Between
mentioned countries, Switzerland is thanks to measures effectively eliminated shortage on the
labor market and in the managing public finances, always among the best placed on the world
list of economic freecountries. Also, a highly ranked place is always occupied by Ireland,
which, through the restructuring of the banking sector, disciplined fiscal measures and a sharp
reduction in wages in the public sector, regained its fiscal health and entered thefghmup
fastest growing economies in the Eurozone. High value of Index of Economic Freedom that are
valuing Netherland and Luxemburg are based on the absolutely opening to global trade and
investments, continuously maintenance competitive and flexibledasienvironment, well
normative framework and continuously implementation laws that protects property rights. Also,
these countries are dedicated to implement measures to heal public finances and fiscal
institutions, with tradition of avoiding corrupti@md well organized and functional institutions.

The main obstacles to the improving level of the economic freedom, insufficient effective
managing in public finances in Netherland, and relative closed labor market in Luxemburg.
Opposite, Belgium faces witinany problems, although it has many well features, this country

is ranked way worse than Netherland and Luxemburg. These problems are related to the huge
government spending which is caused for public debt to go above 100%, strict labor market and
high level of taxes. Further, Belgium is facing, especially in the last ten years, with the serious
political nonstability internally, which results in bigger and bigger animosity between
Walloons and Flemings. Switching from cenfpédn economy to market ecang in Central

Europe countries, came from mwyjar progress in restructuring and liberalization, which
resulted with stable and flexible economies. Thanks to opening to global trade and investments,
relative low taxes and efficient function of properights, these countries are counted among

the most attractive locations for foreign direct investments. The main problems are related to
managing public finances and fight against corruption, where Czech Republic and Poland in
the following period showedgnificant progress in these areas, which impacted on their better
position on the worlddés ranking economy free
are still face with nepotism and chronic corruption serious range, especially in the agkeof hi
education, public health care and government companies.
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Ukraine, Belarus and Russia already long time struggling with a huge systemic corruption, hard
pressence and control business from the government, complex birocratic procedure-and non
transparentand norefficient judiciary activites, which all of these points classifying them
among countries with mostly unfree economices freedom between European countries. Among
everything said, the Russikranian war has made their economies more difficulial

with, making political connections the worst in history. War has brought to the world high
inflation and disorder in supply chain, where Russia and Ukrania are one of the biggest
exporters of commodities in the world, and with stopped exporting, dhiel v suffering in

many ways such as high prices of fuel, gas, food and other. In Ukraine, unstable political
environment, Belarus unstable property rights which is driven from the Soviet era, and also lack
of honest political will in Russia to start stutral reforms are all reasons of the current state.
Economies of Moldavia and Armenia have similar strugglings but in the less scope. These
countries, especially Armenia, made a significant progress in areas of economic diversification,
progressing of kainess environment, liberalization of trade and controling of government
spending. Georgia is among these countries most free, which economy despite of serious global
and regional challenges, in the continuity makes enviable elasticity. For better pugition
contributed discipline of implementing measures to get rid off corruption, fiscal consolidation
and keeping macroecnomic stability. Deep structural reforms that are counducted, including
banks privatiozation and measures related to economic liberaityadbuilding stable and
competitive business environment, as well as modernization of regulation, enabled opening
growth and flexibility, with visible progress of Macedonian, Albanian, Bulgarian, Romanian
and Montenegro economies. Their visibility irth ar ea of fimoder ate free
primarily with low tax rates (relative low tax burden), as well as completely opened banking
sector, where most banks are in private property. Despite enviable success in many areas,
further realization on redtion plan of strict labor market and raising the level of efficiency of
judiciary system, which are still under the big political influence, presents the main importance
for these countries. There is a great need for getting back on the right patwaysiotéscal
discipline for these group of countries, whereby in this region the best results made Bulgaria
and Macedonia, with significant reduction of public debt. Between this group of countries,
except frequent institutional problems related to ptaiacof property rights, the most
pronounced factor is corruption, which is still a big problem for {amgh economic growth

and development.Although Croatia, and especially Slovenia, stand out with the biggest BDP
per capita in this group of countrieketr indexes of economic freedom mark drop since 2010,
which is related to high public debt in both countries, large number of financial institution in
government possesion and significant tax burden in Slovenia, and spreaded corruption and hard
birocracyin Croatia. Bosnia and Herzegovina is the least economic free country on Balkans
already many years ago, which economic performances are significant damaged, partially due
to global economic crisis, and mostly due to absence of rule of law, poorly manéginglic
finances and fact that privatization is not implemented to the end (government still manages a
large number of companies). Also, Bosnia and Herzegovina struggles with obviously not a little
of corruption, a big political influence on judiciaryséem, and lack of will and resources to

deal with main criminal organisations.

5. ECONOMIC FREEDOM IN SERBIA

Serbia in the past period has taken serious institutional and political reforms, while low level of
corporate tax and relative opening to global trade in a huge measure relieved process of
regulatory efficiency, and new rules are defined and implement@dha&y are directed to
regulation of bankruptcy proceedings and labor relations, while the banking sector was revived
through privatization and consolidatiddowever, in spite of visible progress that are Serbian
government made in terms of progressingkwvof public authority, and raising the level of
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transparency and responsibility of public procurement, also as the most significant problem,
next to large unemployment (especially between young population) stands out corruption
significantly. Also, implemanting the plan of protection property rights is very slow, while
excessive government spending is still disabling dynamic development of private sector. A
constant budget deficit is visible for Serbia, with the reason that the main users are government
firms, especially from the sphere of transport and energy, which constantly operate in loss. With
this in line, a public debt of Serbia goes around 53% of GDP. Serbia is characterized with

significantly lower level of tax comparing to most developed Europeamtries, with the

following income taxes: wages and independent activities 10%, for income from capital and
capital gains 15%, for other types of income 20%. The overall tax burden approximately of a
one third of GDP, while on the other side, Serbiadasage custom rate of 6.5% which is
among the highest in Europe. Other than that, the procedure of starting a business is ultimately
simplified, whereby just six administrative procedures and do not require a minimal capital,
and domestic and foreign iestors mostly have the same treatment from the government.
Opposite, modern and functional labor market is still not completely developed, due to which
a large part of the economic activities still not realized and without proper supervision of
areao.
2008 to 2013 shows mild growth, which caused that Serbia in that period was on 38 and 37

governmentt n t he

position between European countries. With that, the majority efrgléxes in theame period
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showed relative constant level, while continuously tax indiscipline and significant growth of
government spending, which is compensated with intensive progress in investment area, and in
mind that with certain success reforms are carried oesd heforms are carried out on the plan

for progressing investment environment and opening economic sectors for foreign investments.

Index of economic freedom 56.6 56.9 58 58 58.6 594 60 62.1
Property rights 40 40 40 40 40 40 45 50
Freedom from corruption 34 34 35 35 33 34 42 41
Fiscal freedom 859 832 836 841 842 831 824 843
Public spending 46.3 414 419 393 40.3 386 27.1 44.1
Business freedom 56 58.9 59 56,5 60.2 593 578 60.2
Job freedom 70 722 689 687 704 701 704 66.2
Monetary freedom 65.8 64.5 66 68 65.3 66.9 722 775
Trade freedom 78 75.2 752 779 779 77 782 77.8
Investment freedom 40 50 60 60 65 75 75 70
Financial freedom 50 50 50 50 50 50 50 50

Table 3: Movement of the index of economic freedom and its categories in Serbia

(Source Authors, adjusted according to data downloadtedn www.heritage.ory

In later years, Serbia achieved another progress and jumgdqBie economic free countries

in Europe, especially thanks to strict measures of fiscal consolidation with whom are reduced
and frozen pensions and salaries in the public sector, and improved payment of tax revenue.

Also, 2014 and 2015 are characteristic for significant growth ofrsléx that are related to

protection of property rights and fight against corruption. However, it has to be emphasized that
these moving are firstly consequence of promises and optimistic expecting based on bring the

Rule of public procurement and Naciorsttategy for fight against corruption, while in the

practice in Serbia still characterizes Aorplementation rules and strategic documents directed
on suppression of corruption, and absence of responsibility for breaking obligations and terms

that are cmes from them.
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6. CONCLUSION

From the beginning of measuring Index of Economic Freedom, the world has made a low
progress. The reason for that trend could be found in adding the number of observing countries,
which are mostly emerging economies with low ave &@ge, 2011).Comparing ght regions

inside of European region, it could be seen that all regions are made progress in economic
freedom compare to the first year of measuring. The difference between regions is visible in
the intensity of progress. Countries of Western Europegdiblarountries and countries of
Benelux made a significantly bigger progress than others, but relative the biggest progress made
countries of eastern Europe, Central Europe and Balkans, which is in line with the theory of
convergent. Naturally, it was exged that countries with the lower positions had larger space

for progress compare to countries which is index of freedom high and do not give enough space
for visible rise. Countries that are in desirable positions on economic freedom, is expected from
them to keep and sustain stability, continuity and put the focus on economic politics for which

is important to improve. Baltic countries are absolute champions in progress of economic
freedom recording growth from 12.63 points which are made from 1995 1, ¥tich
represents intensive period their process of transition. The same could be written for Balkan
countries, which progress got exactly in the peak period of transition from 2000 to 2005, making
the growth of 7.72 points according to the scale ofdioe® as well as countries of Eastern
Europe where freedom increased with 13 points in the decade between switching from 20 to 21
century. In Mediterranean countries is visible drop of economic freedom, which is consequence
of the influence of the world enomic crisis from 2008 that made a significant effects on their
economy and unemployment, as well as facts that Greece, which was deep in debts, is part of
this group of countries. West Europe keeps stability, as well as Nordic countries, while Benelux
countries have tendency of drop most of all because of huge public spending, high public debt
and high taxes which represent main problems that Belgium is facing, as one of the three
countries from this regionConsidering the state in Serbia, it could beocbated that is
necessary to make more effort to repress corruption, to reduce and to speed up bureaucracy, as
well as to strength judiciary system which is ultimately on politics influence, in order to promote
and advance economic freedom and consequempisove economic (and every other) growth

and development.
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ABSTRACT
The paper explores and describes the importance and the role of migrant entrepreneurship,
emphasizing trends and perspectives in thec&lhtries compared to the Republic of Croatia.
Migrant entrepreneurship characterizes entrepreneurial activities and ventures undertaken by
individuals outside the countries where they were born or raised. In contrast, migrants are
people who leave theioantries of birth to strive for more opportunities and personal growth.
Immigrants are more entrepreneurial and likely to take risks than domestic residents. A strong
affirmation of multiculturalism is highly associated with migrant entrepreneurship. The
methods used are historical, desk research, analysis, synthesis, and comparison. The paper is
written as secondary research using available domestic and foreign literature as a source of
data collection. Research results are based on the extensive reveseaofdary data and
historical research, identifying significant trends in migrant entrepreneurship in western
Europe and the US. Additionally, challenges and aspects of migrant entrepreneurship in
Croatia show legislative barriers and a lack of measucesupport and encourage migrant
entrepreneurship.Migrant entrepreneurship is slowly growing in Croatia but still not
significantly impacting the local economy compared to the western European countries. It is
necessary to raise awareness of the posititects of migrant entrepreneurship, emphasizing
an excellent opportunity to reduce unemployment and contribute to economic growth.
Keywords:migrant entrepreneurship, migrants, minority entrepreneurship

1.INTRODUCTION

Basedon thetheoreticaknowledgeof ethnicentrepreneurshipt canbe determinedhatthere
IS a necessityfor the unification of entrepreneurshim all its spheresandforms, especiallyin

the part that relatesto the equal, effective, and efficient inclusion of ethnic minorities in

differententrepreneuriabrganizationsAcceptingdiversity, entrepreneurprovidethe starting
assumptiondor engagingemployeeswith various demographideatures,maximizing their
knowledge communicatiorcapabilities skills, andtalent. Subsequentlythereis no wasteof

resourcesnd energy,which positively reflectsthe achievemenof organizationalyoals.It is

constitutedasa genuinelymulticultural organizationof powerthatcanprovidedynamicsand
its own organizationakulture. Entrepreneurshijis creatingsomethingvaluableand new by

devotingthe necessaryime and effort, assumingthe accompanyindinancial, psychic,and
social risk, and receiving the resulting rewardsof monetaryand personalsatisfactionand
independencéHisrich, 2008). Entrepreneurships a widely known conceptthat has been
exploredfor along time. Todayit developsn differentdirections following the dynamicsof

changeor creating changes.Entrepreneurshigs a phenomenonaltering economiesand
industriesaroundthe world. Entrepreneurareconsiderecritical driversof economicgrowth,
new job generatorsand holdersof new productsand services.Entrepreneuriaperception
developsin an individual, within or outside the organization,in profit or nonprofit

organizationsBy observingthe global market,it is possibleto perceivemanyinnovationsin

entrepreneurshigrom different forms of entrepreneurshipo sourcesof financing, market
accessideasdevelopmentbusinessnodelstechnologyselection Busineswirtualization,and
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strategicorientation(Stilin, 2019) Accordingto the researcrtonductedoy D a betdl., most
of theresearchs locatedin countriesattractinglargenumbersof migrants,suchasthe USA,
the United Kingdom, and Canada( D a Ietiall, 2020). Due to increasedmigration in EU
countries,somestudiesexploremigrantentrepreneurship EU memberstates Accordingto
the20150ECDreport,the countrywith the mostmigrantsin theworld is Germany(Szarucki,
2016). Szaruckiand colleagueshave studied migrant entrepreneurshijfn Germany,on the
exampleof migrantsfrom Romaniaand Poland.In addition, Croatiarecordsan increasen
migration,andthusthe numberof entrepreneursonsiderednigrantentrepreneursthe paper
givesan overview of immigrantsto the Republicof Croatiafrom the perspectiveof migrant
entrepreneurd herearecurrentlymoreandmoreentrepreneursiotivatedby theopportunities
for entrepreneurshigbroad Unfortunately thecurrentCOVID-19 pandemianakest difficult
for all entrepreneurto do businessHowever,with innovativeideas,it is possibleto maintain
a successfubusinessand thus ensurethe livelihood of both the domesticpopulationand
immigrants.This researctpaperappliesdeskresearchmethodology andthe datacollectedis
secondarylataprovidedby scientificandprofessionatources.

2.HISTORY AND GLOBAL TRENDSIN ENTREPRENEURSHIP
Globaltrendsarechangingapidly, andentrepreneurareseerasindividualswho recognizean
opportunity where others see chaos and confusion. Entrepreneurshiprequires seeking
opportunities taking risks, and continuouspersistenceEconomic,social, and technological
changedaveinfluencedhow they areemployed.The shift takesplacein thedirectionof self
employmentFewerlarge companieoffer long-termjob security,plannedwagegrowth, and
ensuredhealthcarefor loyalty and employeededication.Many authorsbelieve that future
entrepreneursliffer substantiallyfrom their predecessors age,origin, and gender.It will
createmanyopportunitiesaswell aschangeon a global scale.Entrepreneursvill no longer
be middle-aged but retired individuals and their children (Wilmouth, 2016) The high
unemploymentate and lifestyle changeshave createda new group of youngentrepreneurs.
Accordingto World Survey,Global Entrepreneurshiponitor, almost50% of entrepreneurs
worldwide are between25 and44 yearsold, with the highestlevel of entrepreneuriahctivity
between25 and 34 yearsof age. Theseambitiousyoung peoplehave acquiredsomework
experience resourcesand acquaintance®ut need a sufficient salary and position in the
organizatiorthatwould retainthem(Monitor, 2019).Unfortunatelyjn Croatia,youngpeople's
participationin entrepreneuriactivity is declining (GEM, 2016)Theseyoungpeoplemaybe
hiring their parentswhich changeghe ideaof family entrepreneurshipy makingit reversed
by becominga parentto parentsThenewtrendis theincreasingempowermenof womenwho
have failed to thrive becauseof the "glass ceiling,” which is increasingly turning to
entrepreneurialentures.With the awarenesshat is owning an "entrepreneurialine" is not
enoughto achievesuccesst is necessaryo possesspecificknowledgeandskills. As aresult,
the numberof immigrantswho starttheir businessegrows. Theyaremainly triggeredto start
anewbusines®ut of necessityFairlie, 2012)

2.1. Migrant entrepreneurship

Migrations are a multidisciplinary area of research where geography, demography,
anthropology.economicsurbanandrural planning,and sociologyplay an essentiarole (D.
B a b n.dl.), Brettel and Hollifield cite the importanceof a multidisciplinary approachto
migration, describingthat eachsciencehasits researchand perspectives'Every migration
involves movement,but any movementis not migratiod' (M. Mesic, n.d.)."Migration in a
broadersensempliesanyform of resettlementemporaryor permanenéalterationof theplace
of residencdrom onearea(country,region,or city) to anotherln anarrowsenseit refersonly
to permanenthangesn the placeof residencewhile thetermcirculationrefersto temporary
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changes"(Smuggling, 2005) Migrant entrepreneursaccessto resourcesand knowledge
depend®ntheirembeddedness differenttypesof networks.Forexamplejt depend®ntheir
relational (e.g., businessnetworks), social (e.g., community networks), and structural
embeddednegg.qg.,institutionalnetworks)in boththe homeandthe hostcountry(Lassalleet
al., 2020). Migration can be viewed as a relationshipbetweenmacro and microstructures.
Accordingto Gr BJ d k o p"®ohe d¢omceptof macrostructuresnpliesthe political economy
of theworld market,inter-staterelations laws, statecontrol of the mobility of involved States,
aswell asglobalinternationalrelations."On the otherhand,microstructuresmply "informal
social networkscreatedby migrantsto help overcomedifficulties in thealien " (Jakopovi
2014) Migration hasprofoundlyimpacteahroughoutistorybutstill impactsEuropearstates’
ethnic, cultural, and religious diversity. Managingand controlling migration and controlling
themcontinuouslyandintegratingmigrantgroupshavebecomekey to the constitutionof the
EuropearlUnionin recentdecade¢ Gr e g w020\ odhy,the conceptof minoritiesbinds
to nationalethniclinguistic groups.Accordingto the UN, it is definedasanygroupof persons
whoresidein asovereigrstatethatconstitutedessthanhalf of the nationalsocietyandwhose
memberssharestandardethnic, religious, or linguistic featuresdifferent from the restof the
population. Therefore, migration can only be understoodif the socicpolitical context is
considered.Mesic, while exploring migration in three different phasesof the society's
developmentbindsthreetypesof externalmigration:thefirst refersto migrationasanescape
from a closedsociety( J a k o p o v. When boun@afiedaje closedto leaving the home
countrybut opento immigration,migrationbecomeslmostimpossible. Thosewho managed
to leavethe stateknewtheir actionswereillegal. The secondphaseof socialdevelopments
characterizedby bidirectional. The boundarieswere open to entry and exit, and this
phenomenonvastopicalin 1960.Also, theadventof a surpluslaborforce goingto temporary
work overseagosesits opposingsign. ThelaststageMesicdescribess"an exit necessary
entryclosed."It emergedatthebeginningof therecessiornin westernEuropearcountriesvhen
it startedimplementingrestrictive policies toward migrants,especiallythosewithout higher
education(M. Mesic, n.d.) Entrepreneurshigvithin national minorities, or the so-called
Minority entrepreneurships anintegral part of the developmenbf economicactivity anda
confirmationof the strengthenin@f humanrights. Thenationalminority is agroupof Croatian
citizenswhoinhabittheterritory of theRepublicof Croatia. At thesametime, theirmembership
has ethnic, linguistic, and religious characteristicglistinct from other citizenswho want to
preserveit (Constitutional Law on the Rights of National Minorities, 200Dhe Croatian
Employment Service (2015) identifies the national minority as an endangeredgroup in
employmentandthe exerciseof labor marketrights. Therefore,somenationalminoritiesare
thebulk of their businesshroughfamily entrepreneuriahctivity. Minority entrepreneurshis
explainedin the contextof marginalizedgroups.Amongstauthorsin the United Statesi|t is
moreoftenidentified andassociatedavith family or socialentrepreneurshifFertalaN. 2006.,
n.d.). The sameis dueto a strongconnectionbetweenminority families and other minority
members(Li, 2001). Minority entrepreneurshipneans”investing its capital in a business
venturemarkedby anindividual'ssociologicalandculturalcharacteristicbut undertheacquis
of the host country.” Many EuropeanUnion countrieshave no defined notion of minority
entrepreneurshifputthe definitionsfrom theliteratureincludetwo elementsselfemployment
and cultural differences.Thesetwo elementsare also often referredto as forms of self
employmentof discriminatedgroupsin the labor market. The EuropeanFoundationfor the
promotionof living andworking conditions,minority or ethnicentrepreneurshifs definedas
the"working or professionahctivity of nationalminoritiesfor profit-generatingppportunities
for selfemployment,customs,and various skills and knowledgerelatedto their cultural
heritage."(Hout & Rosen, 2000Fromthe Germanperspectiveminority entrepreneurshifs
describedas "a form of family entrepreneurshipvith elementsof tradition and cultural

240



89" International ScientificConferenceon Economicand SocialDevelopmentc
"Economical Agriculturaland LegalFrameworksof SustainableDevelopment"¢ NoviSad4-5 November,2022

diversity,which aimsto achievegreateemploymenbf nationalminoritiesin theGermariabor
market" (Fertala N. 2006., n.d.)The Organisation for Economic Co-operation and
Developmentaddstwo more sociologicaldimensionsto minority Entrepreneurshipl) The
ability to maintainidentity andcultural heritageand?2) the sustainabilityandself-financingof
minority communities. Wishing to tackle social issuesand social exclusion of national
minorities, Croatia acceptedthe principles and guidelines of the EuropeanCommission
obligingmeasureo encourageninority entrepreneurshipiowever theinvolvementof public
authoritiesin supportingandadvisingminority entrepreneurss still insufficient, although,at
thelocallevel,therearecouncilsof nationalminoritiesthatshouldtakecareof this. An example
is the Office for HumanRightsandtherights of nationalMinorities of the Republicof Croatia
(OECD, 2010) Although empirical researchon the connectionbetweenimmigration and
entrepreneurships scarce,the theoriesare divided into two groups: the first relatesto
identifying the specificcharacteristic®f immigrantsto explaindifferencesn thetendencyto
starta job comparedo "non-immigrants."The secondgroup focuseson the institutionaland
cultural environmentin the hostcountry (Peroni, 2015)Accordingto previousresearchthe
first group of immigrants has a better chanceof startinga new job becauseof different
shortcomingglinguistic, racial, educationalthatencouragehemto engagean entrepreneurial
activities. Someauthorsbelievethatimmigrantsare more proneto selfemploymento avoid
lesspaid jobs or those where they cannotthrive. Other researchersighlight the cultural
characteristicef the countryfrom which theyoriginate.If thetendencyto selfemploymenin
the countryof origin is morepronouncedthe immigrantin the hostcountryis morelikely to
embarkon an entrepreneurialenture.lt emphasizeghe role of social networkingwith a
countryof origin thatgivesthemeasyaccesso resourcese.g.,laborforce,information,capital)
needed to start a business. Another approach explains immigrants' involvement in
entrepreneurshifpy focusing on the interaction betweenthe individual characteristicsof
immigrantsandthe institutionsand characteristicef the countryandthe hostmarket.Today's
migratory wavesdueto searchingfor betterworking and living conditionsor escapingwar
eventsin their own country createadditionalpressureon employmentn the hostcountry.In
additionto shapingappropriateeducationaprogramsit is possibleto encouragémmigrantsto
selfFemployment (especially in situations where they need to be sufficiently educated).
Berthomiere(2000) studiedthe Immigration of Jews(more than800,000)to Israel after the
collapseof theSovietbloc. Immigrantsmadehighly skilled personnelbuttherewasamismatch
betweenthe qualificationsthat theseimmigrants had and those that the Israeli employers
neededFacingthis problemandlaunchinga refusalto continueacceptingunskilledjobs, an
increasingnumberof former Sovietsestablishtheir own company,resultingin a negligible
numberof new entrepreneurandsocialsuccess.ProjectmanageiRenéLeicht and his team
from the Institutefor Researctof Secondanentrepreneurshipt the University of Mannheim
examinedthessignificanceof theethniceconomyfor Germanyandhighlightedthatthenumber
of independensettlersin Germanyin the last 15 Yearshadrisensignificantly. For example,
thenumberof businessndependenturksoverthe periodhasalmostdoubled.The numberof
Italianshasrisenby 50%, mainly in hospitalityandtrade.Interestingly,in 2003,Germanyhad
a total of 285 000 independenentrepreneursf foreign origin. The expertsare pleasedhat
foreignentrepreneur Germanyareopeningnewjobs,thoughpredominantlyfor memberof
their ethnic groups;this also unitesthe labor market,asit is right amongforeignersi for
example,amongTurks or Italiansi unemployments substantiallmmigrantswith their own
companiesn Germanyhaveopenednearlya million jobs. Admittedly, the "ethniceconomy”
is a significant concentrationin cateringand trade primarily becausethe two sectorsare
characterizedby relatively low barriersto marketaccessaandhigh competition(Ulrich, 2005).
Ulla-Kristina SchuleriHartje from the Germaninstitute for Urbanismin Berlin says:"When
you think aboutwhy immigrantsbecomeandependenandestablisitheir own companiesit is,
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ontheonehand,away out of unemploymentywhich hasjustin recentyearsled to thefact that
moreandmoresettlerdoecamendependentdiowever it is alsoaboutthemotivationalpotential
behindsucha decisioni theywantto be their boss.Someethnicgroupsarestill from their
homeland accustomedo tradeand entrepreneurshipnd feel relatively safein theseareas”
(Ulrich, 2005) . Ulla-Kristina SchuleriHartje also studied the "ethnic economy" as an
integrationfactor, indicating the large discountshopspushingsmall shopownersout of the
market.The entrepreneursf foreign origin setup smallshopsinstead As a meetingpoint for
differentculturestheycontributeto apeacefulnderstandinetweerforeignersandGermans.
Thestoreownercan,thereforefully advertisgor himself"thatasanimmigrantheacquireghe
opportunityfor personalgain, but at the sametime encourageshe co-existenceof citizensi
Germanandforeign customersywho meetin his shop.Moreover this stronglystrengthenghe
socialfunction” (Ulrich, 2005). However the studyalsoresultedn this: immigrantsarebelow
averagen highersectorsuchasserviceactivities,law, andconsultancyTheauthorstherefore,
requirebetterconditionsto raisethe level of educationamongethnic groups,but also more
accessibleaccessto independenentrepreneurshipespeciallyfor nonEU nationals,and to
improve the supply of information and Advisory servicesfor independenentrepreneursf
foreign origin (Ulrich, 2005) The intention of Ayse Caglar,from 2011th,teachingat the
Departmentof Social and Cultural anthropologyof the University of Vienna, was to
accommodatenigrantentrepreneurship local contextsof city restructuring.The samewas
presentedn a lecture organizedunderthe project "Creationof the city: space,culture and
identity" in cooperatiorwith the Platformfor Mobility andinternationalcooperatiorbetween
ethnologistsandcultural anthropologistgKulturpunkt. hr, 2017)A studyon the dynamicsof
immigrant/ethnientrepreneurshim differentregimesof thesocialstateghroughthe prismof
thetheoreticaframeworksdevelopedn the USA andEuropeby J e v @escrikesheoretical
reflectionsonimmigrant/ethnientrepreneurshim thecontextof thesocialstate It provesthat
in Europe,vice versa,thanin the United Statesjt is mainly politically encourage@conomic
activity with a hiddengoal of integratingimmigrantsinto the majority societyandpreserving
supportfor financial redistributionwithin the social stateregime.Thesedifferencesoriginate
from the conditionscreatedoy socialstatesandstronglyinfluencethe developmenof theories
of ethnicentrepreneurshipntwo continent§ Va h J e v glmthekJnitedStatéshere
the proportionof minoritiesin societyis significantandwherethe privatesectoris developed,
minority entrepreneurshijs a well-known term (Tranfic, 2017) Accordingto researcifrom
201Gh, minoritiesIn theUnited Statesnetwith obstaclesnddiscriminationin theappro&hing
capital for businessdevelopmentFor small minority companiesit is harderto getloansin
comparisorto non-minority. Thenumberof loanapplicantfrom minoritiesis smallerbecause
of the fear of rejection. An exampleof the USA showsthat minority entrepreneurgace
problemsestablishingontactsaandaccessingommunityinvestordfor racial,class,andgender
reasonsWhenthe systemfails, the crowdfundingcampaignand platform provide the option
for gatheringsof the minority communityasa sourceof supportin this crucial time. Besides
this, they createspacefor connectingwithout discrimination.With anexcellentcrowdfunding
platform, a platform suchasPlum Alley givesminority entrepreneurs the United Stateshe
possibility of more accessibleaccessto capital for women. They are creatingan inclusive
community and 'Ecosystemof investorsto assistwomenin acquiring more considerable
amountsof capital. The organizationknown as The Black Foundershelpsto increasethe
numberof successfublack entrepreneurs the technologysectorand encouragegconomic
developmenin African communities Crowdfundingandsocialentrepeneurshiparesurfaced
as one alternative model of funding that opens spacefor the developmentof minority
entrepreneurshipThe crowdfunding Academy also significantly contributesto the same,
providing neededknowledgeandskills to studentsThe growing numberof projectsis aimed
at personswith disabilities,refugeesminorities,andothermarginalizedyroups.
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Positive effects should, over time, contributeto more outstandinginstitutional supportand
educationainvestmenin theentrepreneuriaector Creatinga communityandfocusingsocial
andfinancial capitalon socially beneficialprojectsthus opensa new and exciting chapterin
integratingandfosteringminority entrepreneurshigTranfic, 2017) Accordingto Kekusfrom
the Centrefor PeaceStudies,migrantentrepreneurshipositively affectsthe economyof the
countrytheyimmigratedto becausehey createnewjobsandcontributeto the developmenof
innovationswith newideasin businessMigrant entrepreneurshiplso affectssocialaspects,
such as improving the self-confidenceof migrantsand fostering social leadership(Kekus,
2017). Research conducted in 2009 by Asc on the topic "High-Tech Immigrant
Entrepreneurshim the US" led to the conclusionthat migrantsplay a crucial role in opening
high-techcompaniesn the US. However,mostmigrantshavelived in the US for years,have
US citizenship,and havebeeneducatedn Americancollegesand schools.Moreover,these
companiesare locatedin areaswith a high concentrationof migrants. Therefore,it is a
migrationpolicy thatis consideregositivebecausét will influenceeducatecindexperienced
residentsto engagein high technology(Asc, 2009). In 2010, Piperopoulosjn his research
"Ethnic minority businessesand immigrant entrepreneurshipn Greece," concludedthat
immigrantentrepreneurgerepushedo sel-employmentueto racediscriminationor limited
opportunitiego work. Oncetheyestablisran EMB, theywill rely on ethnicresourcesemploy
family membersanduseinside knowledgeto spotan opportunityin the businesdandscape.
Ontheotherhand,ethnicentrepreneurarepulledto entrepreneurshipy an opportunitythey
seeservinga specificconsumerdemand.However,theseentrepreneursvill also useethnic
resourcesandfamily supportevenafter establishingan EMB (Piperopoulos2010).In 2015,
Grosupublisheda research;Dynamicsof Immigrant Entrepreneurshim Romania,"which
discussefiow migrantentrepreneurshipasbecomea fundamentaphenomenornn Romania
and that Romaniais attractive for starting a business.lt is the position of Romana, its
membershipn the EU, but alsothe historicalconnectiorthatattractsmigrantsfrom Turkeyto
start a business(Grosu, 2015). In 2017, Paoloni et al. researchecentrepreneurshigmong
migrantwomenin Italy. Theconclusionis thatthe questfor independencehe desireto move
awayfrom a conditionof hierarchicaubordinationandthedesireto carryontheirinvestment
projectsmakeimmigrantbusinessemoreandmoresimilar to nativebusinessegdowever the
difficulties of the migratorypathandthe precarioudiving conditionsin the hostcountrycause
alack of confidenceamongimmigrantwomenentrepreneursoncerningotheractorsinvolved
in businessdevelopment(Paoloni et al., 2017). In 2018, Kalitanyi and Khosa conducted
researchin South Africa. As a result, they concludedthat migrants, mostly from African
countries,do not receivefinancial assistancdrom the governmentso they decideto start
entrepreneurshifentrepreneurshipducations considerechecessaryhut mostmigrantslack
generaleducatiorapartfrom entrepreneurshipducationKalitanyi & Khosa,2018).Vazquez
dela Torreetal., in theirresearctirom 2019,analyzedhe profile of migrantentrepreneur
Spain.The analysisshowedthat mostmigrantscomefrom Latin countriesand EU countries.
However,the numberof migrantsfrom EU countriesis increasingdespitethe similaritiesin
languagewvith Latin countries Of thetotal numberof migrantsin Spain,mostaremigrantswith
primaryandsecondargducation86%aresel-employedandmostareemployedn thetertiary
sector. The crisis in 2009 contributedto significant job lossesamong migrants and their
emigration,while thosewho stayedbehinddecidedto opentheir businesse§Vazquezde la
Torreetal., 2019).In 2019, Ngotaet al. publishedresearclon skills transferredamongthe
migrantpopulation,andthe difficulty of successfukkills transferwas confirmed.Immigrant
entrepreneursxpressedlifferentwaysto conveyskills rangingfrom training,experienceand
session(Ngota et al., 2019). In the year 2009, Taniguti conductedresearchon the topic
AENt r e pranctcensumgtionofBrazilian immigrantsin Japan'in 2017, Munkejord
conductedresearch”"Becoming Spatially Embedded: Findings from a Study on Rural
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ImmigrantEntrepreneurship Norway" 2019Torre, Rojas,andNavajasRomeroon thetopic
"Analysis of the Entrepreneuriallmmigrant Profile in Spain,” researchon the topic
"CharacterizindqRussianmmigration Entrepreneurshimp Finland"wasconductedn theyear
2007 by Jumpponenlkavalko, and Karandassovandin the sameyearLevie researchedhe
subject'Immigration,in-migration,ethnicityandentrepreneurshiip the UnitedKingdom.".In
2016 Stakanowesearchedinfluenceof Immigrantson the Entrepreneurshipevelopmenin
theHostCountries,'while Mosbach Debili, andMerazgan 2018researchetFirst-generation
immigrantentrepreneurshim Malaysia:Whatdowe know sof a rIrPadlditionto theabove,
manyauthorshaveresearchedigrantentrepreneurshim differentcountries.

2.2. Research results Challenges and perspectives in Croatia

In the seconddecadeof the 21stcentury,the Europearinion facedhugemigratorywavesof
millions of peoplefrom third countries.Unlike the 19th and 20th centuries migrationstoday
arepromptedby war andinterethnicconflicts. It appliesto Syria, Iraq, Afghanistanandother
Middle Easterncountries.The challengedacing the EuropeanUnion are at severallevels:
economic, political, and social, and have becomea platform for defining multicultural
opennessDuring 2015thand 2016th,hundredf thousand®f migrantsfrom third countries
passedthrough the Republic of Croatia. They mostly moved toward Western countries,
primarily theFederaRepublicof GermanyA relativelysmallnumberof asylumseekersn the
Republicof Croatiawas morethansufficientto confrontthe governmentandthe civil sector
with many unknown problemsand challengesof political, economic, humanitarian,and
intercultural nature. Although Germanyhas a relatively elaborateplan to acceptmigrants,
Croatia has just begunto face this challenge.( n a i | , The2eOs1n8 desearchinto the
entrepreneuriahctivitiesof immigrantsin Croatiabecausét is viewedasanemigrationrather
thanan immigration country. However,labor mobility trendsover the last ten yearssuggest
that Croatiais no longeran exclusiveemigrantcountry but is increasinglybecominga labor
immigratonc ount ry ( B\asdnieycondutdrhy Boyic (2013)stateshatover50%
of respondentsometo Croatiafor higherearningpotential, althoughtheirincomeis markedly
lower thanthe CroatianaverageHowever this is morethantheywould havereceivedn their
own country, statingthat they generallyhad no financial difficulties. It is a relatively less
educategopulationcomparedo thetotal populationof CroatiaandBosniaandHerzegovina,
from which they most often come. However, comparedto the total populationof foreign
workers,workersareeitherprofessiondy educatedor their job or performwork belowtheir
educatiorievel. Furthermoremostof themplanto stayin Croatia,soit canbe concludedhat
only afew respondentseetheir stayin Croatiaastemporary Althoughthis areais notcovered
by previousresearch,t is possibleto assumethat respondentsare unlikely to engagein
entrepreneurialventures under the circumstances.Launching entrepreneurialventures
(measuredby the TEA index)in Croatiafrom 2012thto 2015this atalevel of about8%, which
is an averageof the EU, but more significantly below the averageof the countriesto whose
developmentgroup Croatia belongs.In addition, Croatia'smotivational index in favor of
business/enturess dueto the perceivedopportunity.However,it is amongthe lowestin the
EU andagroupof countriesof the samedevelopmentevel. Moreover,in 2014thand2015th,
CroatiahadthelowestmotivationalindexamongEU countriesapproachingigure 1 in 2014th.
It meanstherewere almostas many entrepreneursvho starteda business/enturedueto the
perceivedopportunityandthosewho did so becauseheyhadno otherchoice.Thereforejt is
not expectedhat immigrantswill significantly affect the changein theseindicators.Croatia
lacksentrepreneuriatulture,andtheexistingregulatory financial,andtax frameworkdoesnot
favor the significantdevelopmenbf entrepreneuriadctivities.Also, immigrantscomefrom a
countrythatdescribes similar environmen{GEM, 2016).
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Neverthelessmigrationtrendsare more pronouncedandmoreinvolvementof immigrantsin
entrepreneuriatentureamayoccurin thefuture( Ne j a g miThereis 2ogabddiscussion
of minority entrepreneurshiim Croatia,while it carriesgreatpotentialto achievepositivesocial
change.Minority entrepreneurshiplays a vital role in the integrationand employmentof
minority membersof society ( Tr an f i. iG] mia®absddiatesemphasizenumerous
additional obstaclesin the businessenvironmentfor foreign entrepreneurssuch as the
unavailabilityof informationin English,slow issuanceof OIB (knownin Croatiaaspersonal
identificationnumber) slowandinsufficienttransparenicensing highamountof sharecapital
for nonEU residentsduplicationof proceduresvith differentgovernmentabodies closureof
thegenerapopulationandpublic policy makersowardsforeigners, discriminationon various
groundsandlengthyasylumprocedures Gi etall2019).L a pandKelemeninterviewed
immigrantswho movedto Zagreband encounteredbstaclesyregardlesof their education.
Mostof themfrom themiddlesocialclassseeunderdevelopedastronomyastheir opportunity
for developmentindalsoseethemselvesn the developmenof tourismin the city of Zagreb.
However,in additionto the benefits they highlight manydifficulties, includingthe absencef
migrantpolicies,high taxes andinsufficientlegislation.In additionto theseproblemsthe City
Administrationencountershe problemthat doesnot mentionimmigrantsin the development
strategyuntil 2020, and is not recognizedas a developmenfactor ( L a galemen,2017).
Brzzowski et al. conductedthe surveyand highlightedthe lack of institutional supportfor
immigrantsin the Republicof Croatiaandthatimmigrantsarea smallnumbersotheyarestill
notjoining informal communitieghroughwhich they could operate Theyalsorecognizedhe
needto supportthe entrepreneuriahitiatives of third-country migrantswith moresignificant
restrictionson startinga businesghanimmigrantsfrom EU memberstates(Brzzowskiet al.,
2021).Someexampleof migrantentrepreneurkving andworkingin CroatiaareFarahKhalil
andOkoli Kikelomo. FarahKhalil movedto Zagrebin 2016thandopeneda restaurantvhere
she cooksLebanesalishes.Nigerian Okoli Kikelomo openeda restauransevenyearsago,
where she cooks Nigerian mealsand distributesfree mealsto the poor. (https://www.rtl.hr/
vijesti-hr/novosti/hrvatska/3559259/njirse svidja-hrvatskaa-namanjihova-hranau-centru
zagrebaokusitemomaborsevarenke/).A Thai restauranivas openedin Zagrebby Saralee
Madnui, who movedfrom Thailandto Croatiain 2015th.(https://superl.telegna.hr/relax/u
centruzagrebaotvorio-seprvi-tajlandskistreetfood-lokal-bili-smatamo/). Brian Senaratne,
who hasworkedat Microsoft for 13 yearsandwasnamedManagerof the Yearin Sri Lanka,
togetherwith his brother,hasopeneda restauranin Zagreboffering dishesfrom Sri Lanka
(https://lwww.vecerniji.hr/zagreb/visau-senije-radilo-u-microsoftuotisacje-u-zagrebi-otvo
rio-srilankanskirestoran1053214). In addition to those mentioned above, some of the
foreignerswho launchedjobs in Croatia are Adriana L u k iSHe owns Domus language,
HajnalkaLukacsPuklavecthe ownerof the companyLivicon andSimonFerjucownerof the
TetidaCompany for EU funds. (https://www.varazdinskeijesti.hr/gospodarstvo/imatoga
strancistrancidolazeu-hrvatskui-ovdje-uspjesneposlujudoznajtekako-10687/) The first
guestsat BusinesCafefor Foreignersvere PaulBradbury.Helived in V a r a gndowned
theTotal CroatiaNewsportal,andNataliaZielinska,aconsultantor EU fundsliving in Ogulin.
Both emphasize nepotism as a critical barrier to doing business in Croatia
(https://www.womeninadria.com/strangihrvatskoj/).Tasteof Homeis aprojectof theCenter
for PeaceStudiesthat has broughtimmigrantsin the Republicof Croatiato presenttheir
culinaryskills to citizensof the Republicof Croatiaandto preservahetraditionaldishesof the
countriesfrom which they come.In 2014, as part of the project, they publisheda book with
recipesand storiesaboutimmigrantswho participatedn it. Tasteof Homehasgrowninto a
companythat employsimmigrantsthat offers cateringservices,food production,cookbook
publishing,andforeignlanguagecourses.
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The companytoday brings togetherabout30 immigrantsand volunteers,and the goal is to
encouragehe financial independencef immigrantsby using their knowledge,skills, and
previous experiencey B u § i 20%7). Ih 2019, CEPORheld a roundtablediscussionon
immigrantentrepreneurshimvolving someimmigrantentrepreneurg/ho startedbusinessem
the Republic of Croatia. HermesArriaga Sierrafrom Mexico (Impact Hub), Prince Wale
Soniyiki from Nigeria (African Cuisine& Bar), andMirela Rusfrom Romania(Break Time
NauticalBraceletshighlightedobstaclestthebeginning suchasvery highamountf capital
for EU nonresidents,and compulsoryhiring a minimum of 3 Croatiancitizens. The only
institution helpingintegrateimmigrantsis the Centerfor PeaceStudies.Also highlightedare
goodpracticesrom Spain,Finland,Germany andthe NetherlandsThesecountriescarry out
activities encouragingimmigrants to engagein entrepreneurshipFor example, Germany
implementgheEntrepreneurgVithout Borderinitiative, which promoteselfemploymentand
IS now a country wheremigrantsemploy 2.2 million people.The Netherlandshaslaunched
trainingfor immigrantswho wantto engagen entrepreneurshipyhosegoalsaretheeconomic
independencef immigrantsthrough selfemployment,empowermenthroughstrengthening
entrepreneuriakills andself-confidenceandremovingprejudiceselatingto immigrants.This
projectis still in the pilot phase Spainconductsworkshopsto simplify settingup businesses
for immigrants.At the sametime, Finland connectsexisting entrepreneursvith immigrants
through mentoring programs to promote entrepreneurshipand ensure that immigrant
entrepreneurgeceiveinformationpromptly (www.cepor.hr).

3.DISCUSSION
According to the extensiveliterature review and analysisof migrant entrepreneurshighe
authoridentifiesandproposeshreeprimary motivesfor migrantentrepreneurship.

Local business

Economic motives to leave %(?1(1:11;{(;2 ?Elsel:ll ﬁge ifgflﬁ)gf development opportunities
the home country Of UNENPIoY based on specific skills and
mmingrants

knowledge of immigrants

Figure 1: Three primary motives of migrant entrepreneurship
(Source:Author's creatioi

Figure 1 shows that the first motive is that migrants are often forced to leave their countries of
origin for different reasons, where the dominant one being related to economic growth. Another
motive is that migrants often do not fipobs appropriate for their occupations, face many
cultural and financial obstacles, and consequently are forced to find their economic survival by
starting their businesses. The third motive is the business development opportunities migrants
recognize in dreign countries and therefore decide to start their businesses. They become
carriers of new ideas offering new business concepts such as introducing new or modified
products and services to the market based on their home origin, cultures, and shkiisvéy

they bring new dimensions to the local market, such as opening restaurants offering specific
dishes, producing art and craft, offering dance classes of their origin, and language schools. To
integrate into the country's lifestyle, migrants alsordoreign languages and adapt to different
lifestyle and other codes of conduct. However, at the same time, they exhibit their own cultural
and social characteristics. These differences allow foreign entrepreneurs to achieve a successful
entrepreneuriaventure that represents novelties for the host countries contributing to the
diversity of product offerings and the development of economics and GDP growth.
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The research results indicate the importance of migrant entrepreneurship for the hosting
economiesnd propose measures for the cooperative development of migrant Entrepreneurship
in the Republic of Croatia.

4. CONCLUSION

Migrant entrepreneurshiis nota humanitariaractionbut anopportunityfor newemployment
for bothforeignnationalsandlocals,creatingadditionalrevenuan the statebudget transferof
knowledgeandskills within thelabormarket,andenrichingtheinfrastructurabindtouristoffer
of thecountryof migration.In Croatia,migrantentrepreneurshigs slowly growingbutstill not
playing a significantrole in the economy,while in the west, it is becomingan increasingly
importanteconomidfactor. Thereforejt is necessaryo raiseawarenessf the positive effects
of migrantentrepreneurshiggmphasizingan excellentopportunityto reduceunemployment.
The most significant barrier that foreignersface is that the value of the sharecapital for
developingacompanyfoundedby aforeignerfrom athird countrymustexceecHRK 100,000,
thusreducingthe possibility for unemployedoreignersto starttheir businessesAccordingto
the literaturereview and otherauthorsfindings, migrantentrepreneurfaveweakersurvival
prospectsthan domesticentrepreneurdecausethey lack social capital and have difficulty
accessin@inancialresourcessinstitutionsperceivehemasrisky clients.Croatiangovernment
needsto facilitate the developmentof migrant entrepreneurshipo improve the country's
economidiversity,in particulartheremovalof administrativebarriersandchangesn people's
perceptionsof migrant entrepreneurshipGiven that the numberof migrantsin Croatiais
increasingeveryyeardueto the arrival of migrantsto the EuropeanUnion, further research
shouldfocuson the analysisof new migrants,countriesof origin, employmentandthe ageof
migrants.In additionto theabove theresearctshouldfocusonthetransferof newknowledge
from migrantsto thelocal populationandvice versaandtheanalysisof thetypesof companies
thatmigrantsopen,i.e.,which sectortheyfocuson,andinnovationin startingabusinessGiven
the currentsituationwith the COVID-19 pandemicandwar threat,it is necessaryo monitor
the developmenbf migrantentrepreneurshipndthe sustainabilityof existingenterprisesas
well asthe supporttheyreceivefrom the governmento survivein timesof crisis.

LITERATURE :

1. Babii, D. (2003). Milan Mesil , Migraciskeniar odn e

et n itemddH1) Page 11922 Available at https://hrcak.srce.hr/134993, (17.06.2019.)
2. Berthomiere, W. (2000.) De nouveaux entrepreneurs en Israél ou les « pErpéige

| 6i nt ®gr at i o-0RSS BB g rJaud if jss ke €i&(3)ePage 2242 t e me

Available at https://hrcak.srce.hr/108229, (16.06.2019.)
3.Bogil, S., Kuzmanovili, B., Barada, V. (201

https://www.ceeol.cm/search/articleletail?id=54670(17.06.2019.)

4. Bogil, S., Kuzmanovil, B., Barada, V. (201:

orijentaciie. Mi gr aci j s ke Vol. 29tNo.i 3| Page 364684m Available at:
https://hrcak.srce.hr/index.php?id_clanak_jezik=174185&show=cl&h@l})6.2019.)

5. Brzozowski, J., Gi mil ®@ercomingicdnstraims.toimnfigrapte z a ,
entrepreneurship in Croatia: the role of formal andrmfl institutions

6. Buginkil E. (2017) Taste of home, social cc

MIGRENTI Migrant (social) entrepreneuship as a tool of seeemnomic emancipation of
migrants Centre od Peace Studies & Taste od Home. Zagwaie 1119

7. Lapo, J., KeZagmeab &Li fp20m&lunarodni h migr s

i (re)skaliranja grada. Stud. ethnol. Croat., vol. 29, Zagreb. Pagie 251

247



89" International ScientificConferenceon Economicand SocialDevelopmentc
"Economical Agriculturaland LegalFrameworksof SustainableDevelopment"¢ NoviSad4-5 November,2022

8. CEPOR. | mi grant sko poduzetprepaukesr ©EPQRvVoir vat s |
okruglog stola odrganog dana <Z&EontenVuplbadsa| e 20
2015/04/CEPOPRolicy-osvritIMIGRANTSKO-PODUZETNI%C5%A0TVO.pdf
(13.7.2021.)

9. Dabil, M., VI al i iSaha®angman® 8.uGlinkd B. (2DMdraigraamt L .
entrepreneurship: A review and research agedaiarnal of Business Resear®iol. 113
Page 2838, Available at: https://www.sciencedirect.com/science/article/abs/pii/S01
4829632030177630.5.2020.)

10.nail, V., Fel ger, Begrationlofensigrantgia the Craatian 1&b2r0 1 8 . )
market - comparison with the German experiendgkonomski vjesnik: Review of
Contemporary Entrepreneurship, Business, and Economic Issues, Vol. 31FdgeZ399
411, Available athttps://hrcak.srce.hr/214458

11.Fairlie, Robert W. Immigrant Entrepreneurs and Small Business Owners and their Access
to Financial Capital (2012.) Available at: https://www.microbiz.orgbgptent/uploads/
2013/07/ImmigranEntrepreneursind SmallBusinessOwnersandtheir-Accessto-Fina
nciatCapital.pdf,(16.06.2019.)

12.Fertala, N. (2006). Determinants of Successful Immigrant Entrepreneurship in the Federal
Republic of Germany. InaugurBlissertation zur Erlangung des Doktorgrades der
Wirtschaftswissenschaftlichen Fakultat der EberléadsUniversitat Tudbingen,

Available at: https://publikationen.utiiebingen.de/xmlui/bitstream/handle/10900/47470/
pdf/Fertala_Dissertation.pdf?sequence=1&isAllowed#g,06.2019.)

13.GEM. Gl obal Entrepreneurship Moniemigpm?2. Gt o
Available at: http://www.cepor.hr/wpontent/uploads/2015/04/GEM_brosura_2016
web.pdf,(16.06.2019.)

14.Global Entrepreneurship Monitar GEM (2016): 2015/16 Global report. Available at:
https://www.gemconsortium.org/repof1,6.06.2019.)

15.Global Entrepreneurship Monitor GEM (201 6) : Gto | ini Hr vat
zemljom? GEM Hrvatska 2012015. CEPOR. Available at: http://www.cepor.hr/gem
globatentrepreneurshipmonitor/16.06.2019.)

16.Gr bi i Jakopovili, J. (20 Indvinh- Hwatdka dij@sporaci r anj
kronologija, destinacije i identitet. Zagreb: FF Press, Available at: https://www.bib.irb.hr/
677353,17.06.2019.)

17.Grosu R. (2015.Ppynamics od Immigrant Entrepreneurship in Romaieonomy of
Region Page 17282

18.Hart, D. M, Asc, Z. J., Tracy S. (200H)igh-Tech Immigrant Entrepreneurship in the U.S.

Jena Economic Research Papers

19.Hisrich D., R., Peters P., M., Shepherd A., D. (2008.) Entrepreneurship. Md@lfaw
International Edition, Boston

20.Hollifield, James F., Brettell, Caroline B. (2013\igration theory: talking across
disciplines. Available at https://trove.nla.gov.au/work/6613978?selectedversion=NBD
21279415(17.06.2019.)

21.Hout Rosen, H. (1999.) Seéimployment, Family background, afhce.The National
Bureau of Economic ResearclAvailable at:  http://www.nber.org/papers/w7344,
(16.06.2019.)

22.Hr vat ski zavod Z a zapogljavanje Republ i
http://www.hzz.hr(16.06.2019.)

23.Kalitanyi V., Khosa R. M. (2018.Jmmigrant entrepreneurial education in South Africa.

Global Business and Technology Associatibimailand. Page 74353

248



89" International ScientificConferenceon Economicand SocialDevelopmentc
"Economical Agriculturaland LegalFrameworksof SustainableDevelopment"¢ NoviSad4-5 November,2022

24 Kekug S. (2017) | mpact of mi gr MIGREN&Int r epr «
Migrant (social) entrereneuship as a tool of soeeronomic emancipation of migrants
Centre od Peace Studies & Taste od Home. Zagreb. Pabfe 11

25.Kul turpunkt . hr . Kritil ki 0 S v rAvailablen aat mi gr @
https://lwww.kulturpunkt.hr/content/kritickosvrtnamigrantskepoduzetnistvo,

(16.06.2019.)

26.Lassalle, P., Johanson, M., Nocholson, D. J., Ratajeiakek, M. (2020)Migrant
entrepreneurship and markets: The dynamic role of embeddedness in networks in the
creation of opportunities. Industrial Marketing Manageent Available at:
https://www.sciencedirect.com/science/article/abs/pii/S0019850117307356 (25.5.2020.)

27.Li, P. S. (2001): Immigrants: Propensity to Seffiployment: Evidence from Canada.
International  Migration Review, 2(35). Page 11061128, Available at:
https://onlinelibrary.wiley.com/doi/abs/10.1111/j.174379.2001.tb00054.x,

(16.06.2019.)

28.Me s i | , 2MGlobdli2a6ij® migracijaMi gr aci j s ke, 18(1),estr.i¥d2] ke t e
Available at https://hrcak.srce.hr/107346, (17.06.2019.)

29.Narodne novine (2000), Zakon o uporabi jezika i pisma nacionalnih manjina u Republici
Hrvatskoj, NN 51/00, Available altittps://www.zakon.hr/z/1851/Zakemuporabijezika
I-pismanacionalnihmanjinau-RepubliciHrvatskoj,(16.06.2019.)

30.Nej agmil , I . (2014) . | sel javanje i1z Hrvats
stoljethog procesaMi gr aci j s ke ,i30(3e Pagad 40&35. Atakabie at
https://doi.org/10.11567/met, (17.06.2019.)

31.Ngot a, B. L., Raj k ar a mfricarSimmigradteEntrgpyemeunghip: E . E
A Catalyst for Skills TransfeAcademy of Entrepreneurship Journal Vol.25, Issugage
1-20

32.0OECD (2010). Entrepreneurship and Migrants. Report by the OECD Working Party on
SMEs and Entrepreneurship. Available at: https://www.oecd.org/cfe/smes/45068866.pdf,
(16.06.2019.)

33.Paoloni, M., Valeri, M., Paoloni, P. (201T.)mmi gr ant wo memplisthezent r epr
a development model in Italy&frican Journal of Business Management. Vol. 11.(R&ape
35771 366

34.Peroni, C., Riillo, C., Sarracino, F. (2015): Entrepr eneurship and immigration: evidence
from GEM Luxembourg, Economie 8tatistiques, Working papers du STATEC, br. 81,
Available at: https://statistiques.public.lu/catalogudblications/economistatistiques/
2015/812015.pdf,(16.06.2019.)

35. Piperopoulos, P. (2010.) Ethnic minority businesses and immigrant entrepreneurship in
GreeceJournal of Small Business and Enterprise Developnitage 139 158

36.RTL. Novosti. Njima se svila Hrvatska a ne
mo mo , bor gl , varenke. Av a i thenbviosti/hrvadskal htt
3559259/nma-sesvidjahrvatskaa-namanjihovahranau-centruzagrebaokusitemom
o-borscvarenke/(20.09.2019.)

37.Gi mi Il Banovi l, R., Alpeza, M. , Brzozowski
Croatia: Exploring its potential, (rising) barriers and integratiattgons. \Working paper.
WINIR Conference' Institutions for Inclusive Societiés Global and Comparative
Perspectiveso, Lund Uni22er sity, Sweden, Se|

38.Stilin, A. (2016). ' SuvRreanetniil nir éhaPaged g nue npt
39-46. Available at https://hrcak.srce.hr/171161, (16.06.2019.)

249



89" International ScientificConferenceon Economicand SocialDevelopmentc
"Economical Agriculturaland LegalFrameworksof SustainableDevelopment"¢ NoviSad4-5 November,2022

39.Gver ko, | . (2005) . '"Studentske namjere od
"odlleva mozgova" i njegove odrednice u 1995., 1997. i 2004. godini',u gt vena
i st r agld® 480)) Rage 149-1174. Available at https://hrcak.srce.hr/18099,
(17.06.2019.)

40.Telegram. U centru Zagreba otvorio se prvi tajlandski street food local, bili smo tamo.
Available at: https://superl.telegram.hr/relagAntruzagrebaotvorio-se prvi-tajlandski
streetfood-lokal-bili-smotamo/(20.09.2019.)

41.Tranf il I . (204)lL i RLroavdrf andojn g Meaaitaplé ns k o g
at https://www.brodoto.com/blog/crowdfundingilika-zarazvoj,(16.06.2019.)

42Ul r i ¢ h, Kl aus, AEtni|l ko gospodaAvailableati i | i
https://www.dw.com/hr/etni%C4%8Dkgospodarstvali -strancis-poduzetni%C4%8D
kim-duhom/a2281068(16.06.2019.)

43.V a h Jevgni k, M. , [ Lukgi | IkhimigrantiEthnic M . (2
Entrepreneurship in tNMegfCaoitpsked¥@)PAehi hke
249-261.Available at https://hrcak.srce.hr/74487, (16.06.2019.)

44Varagdinske vijesti. Gospodar st vo.oslduma i t
doznajte kakoAvailable at https://www.varazdinskeijesti.hr/gospodarstvo/imatoga
strancistrancidolazeu-hrvatskui-ovdje-uspjesneposlujudoznajtekako- 10687/

(20.09.2019.)

45.Vazquez de la Torre, G. M., NavajRemero, V., Hernandez Rojas, 2019.) Analysis of
the Entrepreneurial Immigrant Profile in Spditediterranean Journal of Social Sciences,
Vol 10, No 1Page 93104

46.Vel|l ernji | ist. Vige mu se nije radilo u Mi
restoran.Available at: https://www.vecernji.hr/zagreb/visersenije-radilo-u-microsoft
u-otisacje-u-zagrebi-otvorio-srilankanskirestorar1053214 (20.09.2019.)

47.Wilmoth, D. (2016): The Missing Millennial Entrepreneurs. Office of Advocacy U.S. Small
Business Admiistration, Available at: https://www.sba.gov/sites/default/files/advocacy/
Millenial_IB.pdf (16.06.2019.) Women in Adria. Stranci u Hrvatskéyailable at
https://www.womeninadria.com/strangihrvatskoj.(20.09.2019.)

250



89" International ScientificConferenceon Economicand SocialDevelopmentc
"Economical Agriculturaland LegalFrameworksof SustainableDevelopment"¢ NoviSad4-5 November,2022

EMPIRICAL ANALYSIS OF THE IMPACT OF INFLATION ON THE
INSURANCE PENETRATION OF NON -LIFE INSURANCE IN
BULGARIA

Stoyan Prodanov
D. A. Tsenov Academy of Economics,
Faculty of Finance, Department of Finance and Credit, Bulgaria
s.prodanov@unsvishtov.bg

Krasimira Slaveva
D. A. Tsenov Academy of Economics, Faculty of Economic Accounting,
Department of Statistics and Applied Mathematics, Bulgaria
k.slaveva@unsvishtov.bg

Stefan Stanimirov
D. A. Tsenov Academy of Economics,
Faaulty of Finance, Department of Finance and Credit, Bulgaria
s.stanimirov@unsvishtov.bg

Beatris Lyubenova
D. A. Tsenov Academy of Economics,
Faculty of Finance, Department of Finance and Credit, Bulgaria
beatris_lyubenova@abv.bg

ABSTRACT
This study exames the inflation impact on the penetration of #ié& insurance in Bulgaria
for the period 2002021. The results of the literature review show that inflation has an impact
on insurance penetration, with the strength of this influence being differemdieidual
countries and depends on the specifics of insurance market, economic development and
financial culture of the population. The dynamics of the consumer price index in general and
by groups according to the classification of individual consuongtly purpose (COICOP/CPI)
were tracked. Special attention is paid to the analysis of the price dynamics trend of motor
insurance to property and casualty insurance. At the same time, the structure of household
consumption was analysed, thereby highlightihe defining expenses in household budgets
and their dependence on price dynamics. The modelling of the trend in the studied time series
was performed using the method of least squares, and linear anlihean functions were
tested. Testing for trendnithe dynamic series was performed using the -dirder
autocorrelation coefficient at risk of error 5% and the Heirrce (BP) and Bokjung (BL)
test characteristics. In the present study, the standard insurance penetration indicatof of non
life insurarce and the individual indicators calculated on the basis of gross written premiums
by key insurance classes are considered as the resulting (dependent) variable. The
determination of the impact of inflation on the insurance penetration cfif@omsurane in
Bulgaria was carried out by means of regression and correlation analysis of time series for the
period 20072021. Tests for the presence of correlation in the residual elements around the
regression line are based on the Durblatson coefficient (DW)The specificity of the
Bulgarian nonlife insurance market has been analysed on the basis of the private indicators
of key insurances for the market. It is known that on the Bulgarian insurance market the largest
share is compulsory Motor third party bdity insurance, which is confirmed by the structure
of household expenses and the higher rates of price growth than those prevailing in household
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consumption groups according to the classification of individual consumption by purpose
compared to motor Burance, as well as property and casualty insurance.

Keywords: inflation, nonlife insurance, insurance penetration, gross written premiums,
general insurance consumption, household consumption

1. INTRODUCTION

Rising inflation is a nightmare that periodically disrupts the normal course of economies and
wreaks havoc on economists' theories. It is accepted that inflation negatively affects the
development of the insurance market, which requires predictabilitgtabdity. Inflation is

usually understood as a general increase in the prices of goods and services or a decline in the
purchasing power of money. According to the monetarist theory, inflation is a monetary
phenomenon and the reason for its occurrentteigxcessive money supply. When aggregate
demand exceeds aggregate supply of goods and services, price pressure foratsilted so
Demandpull inflation. Increased consumer, business or government spending or an increase in
net exports are possible reasdor this. As a result, the demand for goods and services will
increase relative to their supply, providing an opportunity for firms to increase price margins.
Costpush inflation occurs when the total supply of goods and services in the economy falls.
With reduced aggregate supply and unchanged aggregate demand, there is increased
inflationary pressuréBaghestani & AbuAlFoul, 2010) As Hildebrand points out, the supply

side inflation seen today is something new for thed@syears. The pogtandemic inflation

surge is not primarily being driven by excess demand, but by limits on supply capacity. We are
in an era of severe supply constraints even though economies are below their potential
(Hildebrand,2022) The consumer price index (CPI) is the most commonly used indicator for
measuring inflation rates, measuring the change in the prices of consumer goods and services
included in the consumer basket of the average household. Among these gx®isiaes are
financial services and insurance, due to their importance for the consumption of the average
household.The insurance sector is a provider of risk transfer/insurance coverage to the
economy as well as an institutional investor. Through rasksfer, insurance companies protect
business entities from all sectors of the real economy against loss of assets or income. In the
conditions of reduced risk, companies can more calmly develop new projects, technologies and
markets, which stimulates eammic development. On the other hand, after the risk transfer,
consumption is sustainable and growing, based on the value preservation. Life insurance
companies are the largest institutional investor in economies with established insurance
traditions. Norlife insurance, in turn, facilitates market mechanisms for selecting and financing
profitable investment projects in its traditional role as a large institutional investor.

2. REVIEW OF THE LITERATURE SOURCES ON THE TOPIC

Inflation negatively affects both the life insurance and-ferinsurance. Most often, the reason

for this is the difficulty in predicting future results, the impossibility of adequately assessing
technical reserves, the deteriorating outlook for theegaation of financial assets in insurance
portfolios. Increased inflation affects the structure of the insurance market by increasing the
share of compulsory insurance. Hakansson presented gpaiidtd model of rational purchase

of insurance that allowisflation to be included as a factor without being explicitly introduced
into the analysigHakansson, 1969)n contrast to a number of operiod and tweperiod
models that do not allow the introduction of an inflation patam@®ichard, 1975)(Yaari,

1965) Babbel studied the impact of inflation on the sales of indexed life insurance policies in
an attempt to mitigate the value erosion caused by inflation. Empivickree from Brazil
proves that indexing policies does not solve the problem of inflation risk and insurance sales
decline in periods of inflatiofBabbel, 1981)Epetimehin and Fatoki analysed the insurance
market in Nigeria ath proved that the persistent high rate of inflation in the Nigerian economy
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creates a serious problem to insurance gr¢iapletimehin & Fatoki, 2011)Carlson and Parkin
concluded that at high inflation rates, expected inflateombe seen as generated by a-toat

error process in which the previous two errors are relevant, suggesting that expectations are
formed by the rate of inflation and by the rate of its chd@gelson & Parkin, 1975)nflation

also has a serious impact on fida insurance due to its loAgrm nature. Masterson measured

the impact of inflation on insurers by isolating components of the CPI that relate to specific
business linegMasterson, 1968)Inflation associated with loagerm liabilities is a major
source of risk and can significantly affect the adequate valuation of technical provisions,
thereby directly affecting future earningsAh | gr i m & [Mbkaver,ynflatiod Osk, 2 )
among other material risks, is calculated in Solvency Capital Requirements, which is also a
corrective to insurance activity, due to the discouragement of investment in financial assets
associated with the declining present eabf expected benefits. The same study notes that
macroeconomic impacts on insurers are rarely limited only to inflation. Combined with other
variables, the complex impact can be multidirectional and nuanced. For instance, high inflation
with its negativesffect may be accompanied by low unemployment, which will positively affect
insurance by improving sales, reducing some claims and possibly increasing the capital market
and investment returns. D'Arcy et al describe the inflaéidjustment mechanism. # assumed

that the inflation observed in recent years will continue in the coming years until the claims are
settled. In some cases, this can take decades. If inflation during this time period increases,
expenses will be more than expected, which willadfiengterm liabilities and will form losses
(D6Arcy, Au, . & Zhang, 2009)

3. USED METHODOLOGY

The review of publications related to the study of the impact of inflation on insurance, and in
particular the relationship betweerflation and insurance penetration in Ade insurance,

shows that a variety of descriptive and analytical methods have been used. In the present study,
the analytical possibilities provided by the available public data are used. The available
information database of the Bulgarian statistics (National Statistical InstifN&) is used for

the consumer price index (CPI) in general and by groups, according to the classification of
individual consumption by goals, for the structure of the expensesusthold budgets, as

well as for GDP. The other database is that of the Bulgarian supervisebankimg body, the
Financial Supervision Commission, for the gross written premiums ofifeomsurance, as

well as for the gross written premiums of key msice classes for the Bulgarian insurance
marketi Motor vehicle liability insurance, Land vehicles (other than railway rolling stock),
Property damage insurance. The empirical focus of the paper is on the study of the relationship
between inflation and surance penetration of ndife insurance in Bulgaria for the period
20072021. In order to clarify some features of the Bulgarian insurance market and the
consumption of insurance products, the structure of household consumption has been analysed,
therebyhighlighting the crucial costs in household budgets and their dependence on price
dynamics. Modelling of the trend in the studied time series was performed using the method of
least squares, and linear and #ioiear functions were testgtHamilton, 1994) Testing for

trend in the time series was performed using the-dirdér autocorrelation coefficient:{at

5% risk of error and the BeRierce (BP) and Boekjung (BL) test characteristicddvladdala,
1992)(Dash, et al., 2018)WWebb & Pettigrew, 1999)The selection of the most suitable trend
model was performed based on the competing models using the camretsfficient ), the

coefficient ofdeterminationF@Z), the adjusted coefficient of determinat(dﬁjdj) and Fisher

exact test(F) (Saikova, StoykovaKanalieva,A., & Saikova, S., 200Slaveva, 2018)
Research on the determinants and factor impact of financial services consumption can focus on
a range of macroeconom(iZahariev, eal., 2020a)fiscal (PavlovaBanova, Mariyana, 2018)
demographic, banking indicatq@ahariev, Angelov, & Zarkova, 202@prodanov, Yaprakov,
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& Zarkova, CAMEL Evaluation of the Banks in Bulgaria, 20&2)erms of methodology. For

the purposes of the research and the experience to extract maximum analytical information on
the given problem, the authors focus on theiappbn of methods of analysing the dynamics

and of studying factor influences. For example, an empirical analysis based on time series was
performed to establish the prevalence of -hfeninsurance by examining the relationship
between the insurance pémion ratio, the insurance density ratio, the gross written premiums

of key insurance classes per capita as dependent variables and GDP per capita, average
household income, savings, fixed assets (number of houses and cars), Gini coefficient, poverty
line, interest rate and inflation as explanatory variaffsedanov, Slaveva, Stanimirov, &
Lyubenova, 2022)in the present study, the standard insurance penetration indicatorldénon
insurance and the individual indicato@aaulated on the basis of gross written premiums by

key insurance classes are considered as the resulting (dependent) variable. The determination
of the impact of inflation on the insurance penetration ofliferinsurance in Bulgaria was

carried out by raans of regression and correlation analysis of time series for the period 2007
2021 for general inflation and for inflation for housireated insurance and for transport
related insurance. Through the Durbifatson(pw) coefficient tests for the presence of
correlation in the residual elements around the regression line were perf@@naeder &
Newbold, 1974) For the Bulgarian insurance market, the largest share has the compulsory
insurancéd " Mot or third party l|liability", foll owed
stock) o, A PrDugte this specificayrofalg 8ugarian insurance market for non

life insurance, the analysis of the impact of inflation on insurance naéinet for nonlife
insurance is deepened and is also based on the indicators of the specified key insurances for the
market.At the same time, the dynamics in the structure of household expenses were tracked, as
an additional factor affecting the dynamufsthe insurance penetration of nlifie insurance
indicator.

4. EMPIRICAL ANALYSIS

For the Bulgarian nofife insurance market during the period 288021, it is typical that the

share of nodife insurance gross written premiums in the total grosstemipremiums is
between 80% and 87%. The gross written premiums frordifeoimsurance during the period
increased 2 timeisfrom BGN 1 268.6 million in 2007 to BGN 2 651.28 million in 2021. The
average annual growth of the gross written premiums frordifeomsurance is BGN 987.64
million, with the average annual growth rate being 5.4%. n the structure of gross written
premiums by classes of insurance, the largest relative share is the motor vehicle liability
insurance, which accounts for about 45%edoent years, and its key role is determined by the
mandatory nature of motor third party liability insurance. The second place in terms of the
relative share of gross written premiums is occupied by insurance "Land vehicles (other than
railway rollingsto& ) 6, whi ch ac c e32%. Dwingfthe analysedtpeviedetirere 2 5
were changes in the structure of gross written premiums by insurance classes, the intensity of
which was determined by the integral coefficient of structural changes and diffe(Egges
calculated with a basic structure from 2007 and with a chain structure compared to the structure
for the previous year.

Figure following on the next page
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Figure 1: Dynamics of the integral coefficient of structural changesdéfiferences
(Source: FSC and author's calculations)

Figure 1 clearly shows that compared to the basic structure from 2007, the biggest changes in
the structure by types of insurance occurred in 2068-0.3687, but there is also a significant
change comgred to the basic structure in 2020s£0.3653), 2021 Ks=0.3604) and 2013
(Ks=0.3038), with the general trend being for significant changes compared to the basic
structure. The results of the analysis show that the more the base year is further lpaek in ti
the more pronounced the structural changes are, which is logical, since during the period there
were changes in the macroeconomic environment, membership in the EU, interest in the offered
insurance products gradually began to increase, the finammalngurance culture of the
population improved, etc. The integral coefficient of structural changes with a chain basis
shows that the largest changes in the structure of insurance classes occur in 2018 compared to
2017 the coefficient is 0.10796, as wal in 2010 compared to 2009, wh&r0.0954 and in

2009 compared to 2008 Ks=0.0908. For the period 202021, the biggest changes in the
structure compared to the structure of the previous year occurred in the perie20200and

they areelated to EU membership, changes in the environment and the impact of the economic
crisis, and in 2018 compared to 2017, due to market turmoil as a result of the revoked license
of an insurance company and the subsequent processes and effects on thémugkeral,

the structure by insurance classes in the Bulgarian market is relatively stable, but at the same
time it is sensitive to changes in the macroeconomic envirorinematnomic growth, inflation,
employment, unemployment, income and consumptfdhe population, etc. This statement is

also proven during the COVHD9 pandemic, when a decrease in the share etaompulsory
insurance is registered, and this is a logical résuitreased uncertainty about the functioning

of most economic activits, a decrease in disposable income, inflation, increasing
unemployment etc. Of the key insurance products for the Bulgariahfeamsurance market,

there is an increasing trend in motor third party liability premiums and land vehicles (other than
railway rolling stock) premiums, but there is a decreasing trend for the property damage
premiums. From the hypothesis testing for presence of a trend in the time series, it was found
that the firstorder autocorrelation coefficient and the Bewerce (BP) an8ox-Ljung (BL) test
characteristics were statistically significant (Table 1) and a trend existed forLiféon
Insurance gross written premiums; Motor vehicle liability insurance gross written premiums;
Land vehicles (other than railway rolling stock) irece gross written premiums; Property
damage insurance gross written premiums. The theoretical values of the autocorrelation
coefficient at a significance level of 0.05 are in the ra€0g#62 with 0.328, and since BP and

BL follow a chisquared distribin, their theoretical value at a 5% risk of error is 3.84.
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Indicators ri BP BL
Non-Life Insurancegross written premiums 0.9561 | 14.3421| 17.4154
Motor vehicle liability insurance gross written premiums 0.9579 | 14.3685| 17.4475

Land vehicles (other than railway rolling stock) insurance gross written | 0.8067 | 12.1006| 14.6935
premiums

Property damage insurance gross written premiums 0.9434| 14.1512| 17,1836
Non-Life Insurancepenetration ratio 0.9667 | 14.4004| 17.0213
Motor vehicle liability insuranc@enetration ratio 0.8672| 13.0081| 15.7956
Land vehicles (other than railway rolling stock) insurance penetration rati 0.9055 | 13.5821| 16.4926
Property damage insurance penetration ratio 0.9659 | 14.4884| 17.5930
Inflation 0.5598 | 8.3975 | 5.7085
Inflation in terms of 0.2180| 3.2699 | 3.9706
Insurance connected with transport

Inflation in terms of 0.2725| 4.0875 | 4.9633

Insurance connected with the dwelling
Table 1. Tests for presence of a trend
(Source: NSI, FSC and author's calculatipns

After testing six types of modeilslinear, parabola, cubic function, logarithmic, power and
exponential functions, it was found that the most suitable for describing the trend in the change
of NontLife Insurance gross written premiums, Motor vehicleilighinsurance gross written
premiums, Land vehicles (other than railway rolling stock) insurance gross written premiums
is the parabola model, and for Property damage insurance gross written premiums is the cubic
function, since the highest values of theriterion were obtained for them and the parameters

of the models were statistically significanP-value <0.05(Table 2).

i 2 A
Indicators Trend models r R2 RZy; F P-value

Non-Life Insurancegross written y=1559298- 105551 +120943 20.977 | 0.954 | 0.946 | 123.08 | <0.05
premiums
Motor ve_hicle ||ab|||ty insurance y=396224- 9.312 +4124:2 0.966 | 0.934 | 0.923 | 84.899 | <0.05
gross written premiums
Lar_1d vehicles (other thamilway y=702784- 6836 +4.76x2| 0.871 | 0.759 | 0.719 | 18.928 | <0.05
rolling stock) insurance gross
written premiums

Prc_)perty damage insurance grog y = 4753+1053% - 1972 +0,071®-976 | 0.952 | 0.939 | 72.937 | <0.05
written premiums
:\;?_r(‘)rLife Insurance penetration y=2.216- 0.1 +0.08%2 0.870 | 0.757 | 0.716 | 18.637 | <0.05

i

y =0531- 0.009% +0,0012 | 0.899 | 0.808 | 0.776 | 25.197 | <0.05
Motor vehicle liability insurance >0.05
penetration ratio >0.05
Land vehicles (other than railway y=1.025- 0.103 +0.0052 | 0.915| 0.837 | 0.810 | 30.911 | <0.05
rolling stock) insurance
penetration ratio

Property damage insurance y =0.1017- 0.0062 0.971 | 0.942 | 0.937 | 210.42 | <0.05
penetration ratio

nflation y=1211- 2498 +01312 | 0-826 | 0.682 | 0.629 | 12.866 | <0.05

Table 2: Characteristics of trend models
(Source: NSI, FSC and author's calculatipns

The purpose of the paper is not only to establish and model the trends in the studied, but also
to analyse the dynamics of the summarising indicator "insurance penetration”-bfenon
insurance and of the key insurances for the Bulgarian insurance awadkiet assess the impact

of inflation on them.
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Hypothesis testing for presence of a trend shows that a trend exists for insurance penetration
ratio of nonlife insurance, insurance penetration ratio of motor vehicle liability insurance,
insurance penetian ratio of land vehicles (other than railway rolling stock), which is best
described by a parabola model, and for insurance penetration ratio of property damage
insurance the linear model is most suitable. It is characteristic of the constructed parabo
models that the parameter characterising the speed of changes in the time series has a negative
sign, i.e. negative rate of changes, and with a positive sign in front of the parameter
characterising the acceleration of changes. In this case, it niedirted parabola is convex at

the bottom or there is a slow decrease until it reaches a minimum, after which it grows into an
increase. Such a development is characteristic of most of the studied indicators, since during
the studied period a decline wassebved in the years of the global financial and economic
crisis, and then a process of permanent growth began until RG2 known that inflation is

defined as an increase in the general level of prices of goods and services, and high inflation
rates a a sign of economic instability, a deteriorating macroeconomic environment and
unfavourable economic situation. Inflation affects a number of economic and social indicators,
as the difference between nominal and real incomes, between nominal and resi rates,
between nominal and real GDP, the purchasing power of the currency, etc. increases. The
analysis of inflation dynamics in Bulgaria for the period 22021 showed that from 2012 to

2020 annual inflation was between 0 and 4 in total and by gracgording to the classification

of individual consumption by goals, but during the pandemic of COGMIX began to increase,

and this trend deepens in 2022 and reaches values that for some groups of goods significantly
exceed the levels of 20®12. Secial attention is also paid to the dynamics of inflation for
insurance in connection with the dwelling and transport. Tests for presence of a trend showed
that there was a trend for the change in headline inflation for the food, transport, housing, fuel
and energy groups as well, but no such trend was found for insurances in connection with the
dwelling and transport. In this regard, it is interesting to follow the dynamics of the total
expenditure on average per household, which increased by about ti®@24 compared to

2007. In the structure of household expenditure, the relative share of consumer expenditure in
individual years is between 80% and 86%, and ofecmrsumer expenditure is between 14%

and 20%. The group of consumer expenditure incledpsnses for: food; alcoholic beverages

and tobacco products; clothing and footwear; housing, water, electricity and fuels; furnishing
and maintenance of the house; healthcare; transportation; messages; recreation, culture and
education; various goods argkrvices. The largest share in the structure of consumer
expenditure in individual years is food spending, which accounts for between 40% and 58%,
followed by housing, water, electricity and fuel spending with shares between 17% and 28%,
transport spendingave shares between 7% and 16%, for healtlicastween 6% and 12%,

etc. This structure is preserved during the period, with the dynamics in the relative shares being
minimal (the integral coefficient of structural changes is between 0.0212 and 0Wfi&9)js

defined as relatively stable and is reasonably predicted to be preserved during the following
years. Household demand for nlifie insurance is highly dependent on average household
income and expenditure structutde impact of inflation on ingance penetration of ndife
insurance is established through simple regression and correlation, and the characteristics of the
selected models are presented in Figure 2. The influence of inflation on the insurance
penetration of noflife insurance is sigificant i the correlation coefficient=0.598. The
coefficient of determinatiorr? =0.358 shows that 35.8% of the variation in the insurance
penetration indicator is explained by the variation in inflation. The regression coefficient shows
that for a 1% increase in inflation, insurance penetration increases by 0.0277 percentage points.
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Reaarding the calculated individual indicators of the influence of inflation on the insurance
penetration of the key for the Bulgarian insurance market insurance products, the following
results were obtained:

1 for motor vehicle liability insurance, the impauftinflation is also found to be significant
r= 0.51951and according to the coefficient of determination, 26.99% of the variation in the
dependent variable is explained by the variation in inflation. The impact of inflation on
insurance penetration forgarance connected with transport is wéakhe correlation
coefficient is 0.247 and the coefficient of determination is 0.0608, which means that only
6.08% of the variation in the dependent variable is explained by the action of the factor
variable.

{1 for land vehicles (other than railway rolling stock) insurance, the impact of inflation is
strongi r=0,8025, the coefficient of determination is 0.644, and the model parameters
show that with a 1% increase in inflation, insurance penetration increases &y 0.03
percentage points. The net impact of inflation on insurance connected with transport is
significant according to the correlation coefficient=Q.5182), and the regression
coefficient shows that for a 1% increase in inflation in terms of insurancesatedrwith
transport, insurance penetration based on these insurances increases by 0.0057 percentage
points. From the magnitude of the coefficient of determinatiefl £ 0.2686) it is found
that 26.86% of the variation of the dependent varigbl@ue to the action of the factor
variable.

1 for property damage insurance, the impact of inflation on insurance penetration is
moderately pronounced the correlation coefficient is 0.4262, and the regression
coefficient shows that a 1% increasarifiation corresponds to a change in the dependent
variable of 0.0035 percentage points. The coefficient of determination is 0.1816 and shows
that only 18.16% of the variation in insurance penetration for this insurance depends on the
variation in inflation. The impact of inflation on insurance connected with the dwelling is
also moderate£0.3177), and according to the coefficient of determination, 10.09% of the
variation in the insurance penetration of these insurances is due to changes in inflation on
insurance connected with the dwelling.

The multiple regression model including the study of the impact of inflation and average
household income on the insurance penetration of-lif@nnsurance shows a strong
dependence on the studied factord(7393), with the impact of general inflation being much
stronger than the inflation on insuranaesonnection wittthedwelling and transport. It
follows that the dynamics of the consumer price index by groups according to the classification
of individual consmption by goals, especially those that form a significant share of household
consumption, has a weaker impact on the consumption of insurance products. Therefore, the
impact of general inflation on insurance penetration is more pronounced than thenirdiatio
insurance$n connection witlthe dwelling and transport.

Figure following on the next page
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Impact of Inflation on Nosife Insurance Penetration
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Figure 2 Correlational dependences of inflation and insurance penetration in general and by
the main insurances
(Source: NSI, FSC and author's calculatipns

5. CONCLUSION

The scope of the influence of inflation on economic processes is wide and complex. The
analysis shows that in Bulgaria there are significant differences in the consumer price index
(CPI) by groups of goods according to the classification of individualucopgon by goals,

with the highest growth traditionally marked by food products, fuels and energy, transport,
healthcare, etc., while it is much slower expressed for the CPI for insurammoesection

with thedwelling and transport. The demand for Ade insurance by households is highly
dependent on the average income and cost structure of households, and rising prices and high
inflation lead to a decrease in the purchasing power of households, to a restriction of
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consumption and a decrease in thad#ad of living of the population, and this, in the medium
term, may lead to limiting the demand for some classes of insurance that are not compulsory.
The outpacing growth rate of the prices of other goods and services compared to the prices of
insurance inconnection withthedwelling and transport, on the one hand, is an indicator of
significant competition on the Bulgarian nbfe insurance market, but on the other hand, it
forms an additional inflation risk to insurance companies, with a view teasing the burden

of claims and the indemnities paid. In this regard, the analysis of the impact of inflation on the
summary indicator "insurance penetration” for #if@ insurance and by the main classes of
insurance proves that inflation has an advefect on both the consumers of insurance
products in terms of their demand and their propensity to take out different insurances with
voluntary nature, as well as regarding the stability of insurance companies. As a result of
inflation, the risks for ingrance companies increase, since it is possible that the real growth of
insurance premiums lags behind the growth of the indemnities paid out, which leads both to the
need for a refined assessment of technical reserves and to a reduction in the investment
resources of insurance companies, and sometimes to the deterioration of their financial
condition and solvency. The results obtained from the empirical analysis for Bulgaria confirm
the conclusions of similar studies, but also reveal specific featuras &ulgarian insurance
market in terms of the demand for insurance products, especially for those that are not
compulsory and are not related to motor vehicles.
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ABSTRACT
In the paper, an analysis of the costs and economic efficiency of the production of the three
most significant stoekxchange crops in Serbia (namely corn, wheat and soya) was carried
out. The paper is aimed at comparing the costs and profits their produictthe year that was
stable when the market is concerned (2018) and in the year which is affected by the influence
of the coronavirus pandemic and the crisis in Ukraine (2022). The results have shown that there
has been a significant increase in the@gth of the total costs in all the three crops, namely
74.5%, 63.6% and 66.5% in corn, wheat and soybean, respectively. Change in the structure of
the costs has also been perceived, namely the total production costs in the year 2022 were
dominated by dirdaosts, i.e. the costs of the reproduction material, 65.3%, 55.8% and 55.1%,
respectively. Changes in the agricultural products supply chain have caused a drastic rise in
the kernel price per unit of measure namely by 73.7% in corn, 113.1% in wheat%g#lit
the soybean kernel. Based on the analysis of the obtained parameters, the greatest economic
efficiency was perceived in the production of soybean (1.43), then wheat (0.60) and corn (0.46).
Keywords:Costs, Crisis, Food, Inputs, Price growth

1. INTRODUCTION

The majority of developing countries depend to a great extent on agriculture and the import of
agricultural products. The occurrence of the COMMD virus pandemic has significantly
influenced both critical aspects in the agricultural prodsafsply chain, those aspects being
offer and demand. The Ukrainian crisis has additionally made the situation more difficult. The
offer of and demand for food are directly connected with the food safety aspect, which is
indicative of the fact that globabdd safety is exposed to risk (Sharma et al., 2020). A
significant rise in the prices of a reproduction material, primarily mineral fertilizers, as well as
the oil prices, has influenced the drastic increase in the total costs of the production of primary

-~

C

-~

C

agricultural products. Ukraine ensures as mu
the worl dodés export of corn and 46% of the wc

that has developed in that country has disrupted the capability aingko produce and export

its main crops, thus causing higher costs in production and also creating fear of the global
shortage of food. There was an evident influence of the said on the price of food at the global
level in a very short time. According tbe report by FAO, the basic consumer basket in the
month of March was by 60% greater in comparison with the same month in the previous year,
which is the biggest rise having ever been recorded since the food price index started being
monitored, to be mer precise since 1990. In order to ensure the secure supply of the basic
foodstuffs, the European Union is planning the growth of the production of the economically
most important crops inside its borders. The areas under winter wheat and barley shodld expa
by 1%, i.e. 20.7 and 4.8 million ha, respectively, to be more precise.
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There are also expectations that the areas under rye (+5.5%) will also expand and the areas
under hard wheat (4%) will shrink. In order to ensure the suffipituction of corn, there is

a plan not to adhere to the fallow foresting rule any longer, which will ensure additional areas
for this crop in spite of the growth of the input, primarily mineral fertilizers. Given the high
prices of feed, the reduced pration of meat, as well as reduced demand for food, is expected

to be by around 1%. A reduction in the production of grains for biofuels is also expected at the
level of 8%. Projections for food demand in the European Union territory even reach as far as
159.1 million tons. The agricultural sector of the Republic of Serbia succeeds in ensuring
sufficient quantities of food although, however, agricultural producers are being faced with a
great pressure on the budget because of the growth of the input pacéisat reason, many
producers are incapable of establishing production in the planned volume which will allow them
to be able to expect an appropriate profit. In order to establish the economic sustainability and
profitability of a production line, it imecessary that all the costs generated in the production
process, primarily those variable costs, where significant differences can be noticed year after
year, should be monitored. The coverage of variable costs presented in the percentage of the
total income indicates the profitability of a production and enables the comparison of different
agricultural systems and cultures (Hadelan et al., 2015). This paper is aimed at carrying out an
analysis of the economic efficiency of the production of the mositfisigmt stockexchange

crops in Serbia prior to the COVID pandemic and the Ukrainian crisis in comparison with the
state of the matters in the year 2022.

2. MATERIAL AND METHOD

Most frequently, costs are classified into fixed and variable. In this cdsstaurdy, fixed costs

are excluded, implying that land is owned by the estate and that no rent is paid. In that case,
variable costs represent the total costs, so the gross margin becomes the same as a profit
(Adamtey et al., 2016). The variable costs uded seeds, fertilizers, soil enhancers and the
services of agricultural mechanization with the engaged workforce. The prices of machine
services are standardized according to the Machine Service Price List for the Year 2022 issued
by the Cooperative Alliace of Vojvodina and the same is valid for Serbia as a whole, whereas
the prices of the reproduction material were generated through market research. Bearing in mind
the fact that the production year is ongoing and that there are tendencies that thef prices
primary agricultural products will change the calculations for the year 2022 were made based
upon the current prices of inputs and products with the same kernel yield as per unit of soil area
in both years.

The analytical calculation based on varéabbsts was carried out by means of the following
formula (Subil et al., 2019):

MP =D1 VT,whereD =pxc (1)

where the analytical elements are presented as follows:
MP1 the coverage margin;

D the total profit;

VT i the variable costs;

pi the volume of production as per unit of meausre;

ci the price of the product as per unit of measure.
Economic efficiency was calculated as follows:

Economic efficiency = Coverage margin / Total costs (2)
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3.RESULTS AND DISCUSSION

The total costs, the value of production and the financial result in agricultural production are
determined by individual factors, primarily by the prices of the inpat{d)the market price of

a product (WGoojgaskewahkd, tAR17). The costs
and soybean, and the value of the obtained products, are shown in the tables 1 to 3. All the
relevant indicators were taken into accounthia talculations. The analysis of the total costs

and their structure indicates significant market changes between 2018 and 2022. The total costs
of the production of mercantile corn in the year 2022 are higher by 74.5% in comparison with
the year 2018 (Tdé 1).

of

The specification of the costs of materials and The Them?mt The value in RSD
operations amount measure 2018 2022
The direct costsi the costs of materials
Seeds 2.73 s.u. 13,650 21,226
NPK 16:16:16/ 8:20:30 500 kg 18,780 59,500
UREA (46%N) 300 kg 11,670 30,600
A | Protective agents L4415
I anti\_/veed treatment (prem) Mont_+ Terbis 0'.15+'1 I 5,800 6,500
Il antiweed treatment Skaut + Talisman
Total 49,900 | 117,826
The indirect costsi the costs of machine operations with theosts of fuel
Spreading mineral fertilizer before ploughing 1 ha 1,609 2,010
The basic processirigploughing up to 30 cm 1 ha 10,287 12,460
reromg e ova sy 0] 1 | ma | ase | som
Spreading mineral fertilizer before ploughing 1 ha 1,609 2,150
Presowing preparatiofh germinator work 1 ha 4,752 5,500
Sowing (pneumatic seeder) 1 ha 3,215 3,500
B | SPraying2x N
'Szztﬁqr;etg one single spraying multiplied by 2 1 ha 6.177 7160
Inter-row cultivation 1 ha 2,052 1,950
Combining corn kernels by a chopper 1 ha 13,398 14,530
The transportation of mineral fertilizer, seeds and
water for the spraying equipment 3,853 6,120
Transportation by an-Bdoubleaxle trailer 1 hour 1,964 2,230
Total 53,514 62,610
Total costs (A+B) RSD hat 103,414 | 180,436
1 | Yield 8,000.00 kg ha!
2 | The kernel price kg 19 33*
3 | Total profit RSD hat 152,000 | 264,000
4 | The coverage margin RSD hat 48,586 83,564
* Commodity Exchange Novi Sad, May 2022

Table 1:The analytical calculation of the production of mercantile corn in the years 2018
and 2022

In the year preceding the market crisis caused first by the occurrence of the Coronavirus, then
the war raging in Ukraine, the costs of the materials and machine services had almost evenly
been present (48%:52%, respectively). In 2022, however, there stiamg rise in the prices

of the reproduction material that now accounts for 65% of the total production costs.
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A drastic change like this in the cost structure was primarily provoked by the rise in the prices
of mineral fertilizers, with the price of ¢lNPK fertilizer recording a rise by 216.8%, and that

of UREA by 162.2%. The seed material recorded an increase of 55%, whereas the costs of crops
protection increased by 12.1%. On the other hand, the rise in the prices of machine services was
primarily caused by the rise in the prices of oil and oil derivatives, with the total amount of
these costs simultaneously being bigger by 17% in the year 2022 in comparison with the year
2018. The reduced volume of the production of the main agricultural cropsameland the

exports cessation have led to a shock in the st@ckange crops market. The growth of
demand for food products both raw and processed has had an influence on the drastic rise in the
price of corn that is higher by 73.7% in the year 2022aomgmarison with the year 2018.
Although production is significantly burdened by direct costs in 2022, the high prices of
agricultural products and food have enabled the growth of gross income by 74% and the
coverage margin by 73% in comparison with 2018t san be concluded that growing corn is

still lucrative for agricultural producers (Table 1). Whegit{cum aestivuni..) is one of the

most significant grown species and the basic food for more than 50% of the global population

( Dol i j an o). lhdeeetopeddnd develdpng countries, the average consumption of
wheat as per capita is 95 kg, or 61 kg (FAO, 2016). In Serbia, the average consumption of wheat
as per capita is 180 kg, which is considerably more than the consumption rate in thty major

of the European countries (USDA, 2017). Because of that, the production and price of the bread
making grain is very important not only at the national level, but also at the global level. Based
on the data accounted for in Table 2, it can be noticadeten in the production of wheat,

there has been a significant growth of total costs, the price of the kernel and the generated
income as per unit of soil area. The total costs of wheat production in 2022 are greater by 63.6%
in comparison with 2018. Bekes, a change in the relationship between direct and indirect costs

is also noticeable. Namely, in 2018, the indirect costs accounted for over 59.5% and the direct
costs were around 40.5% of the total costs of production. In 2022, that relationshiprigech

in favor of the direct costs, i.e. the costs of materials, which now account for 55.8% of the total
costs of production. The costs of the purchase of mineral fertilizers make up 35.4% of the total
costs of wheat production. On the other hand, theepf the machine services in the period
under observation have increased by 21%, which is a consequence of the growth of the price of
all energygenerating products, even oil itself, in the global market. Although the costs of
production have significantlincreased in comparison with the year 2018, the growth of the
price of wheat by 113% has ensured income greater by 113% and the coverage margin greater
by 333% in 2022.

Table following on the next page
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. . . The The unitof | The value in RSD
The specification of the costs ofnaterials and operations amount measure 2018 2022
The direct costsi the costs of materials
Seeds 225 kg 12,150 13,500
NPK 16:16:16/ 8:20:30 300 kg 7,512 35,700
SAN, AN 170 kg 3,930 18,190
Protectiveagents
Antiweed treatmenit Lancelot 450 WG 0.033
A | | fungicide treatment (the wheat intensive growth phz O 60
i Falcon EC460 0'70 l, kg 14,100 17,600
Il fungicide treatment (of the flag leaf)Amistar Extra 1 +'0 5
[l fungicide treatment (of the flowering)+the aisect '
treatment Prosaro 250EC + Fastac
Total 37,692 84,919
The indirect costsi the costs of machine operations with the costs of fuel
Spreading mineral fertilizer before ploughing 1 ha 1,609 2,010
The basigrocessing ploughing up to 20 cm 1 ha 6,349 9,600
Presowing preparatiofi the work of a germinator o 1 ha 5.834 6.690
over4 m
Sowing (pne.sej) 1 ha 3,155 3,740
Spreading 'mlneral fgrtll|zer I additional 1 ha 3217 2750
supplementation in the spring 2x
Spraying 3 x
(the price of one single spraying multiplied by 1 ha 9,386 10,740
B | treatments)
Harvest 1 ha 11,504 13,330
The transpor_tatlon o_f mineral fertilizer, seeds and w 4.340 5919
for the spraying equipment
Transportation by an-Bdoubleaxle trailer 1 hour 1,965 2,230
rolled
. bales
Straw baling up to 250 9,120 10,200
kg
Total 55,347 67,209
Total costs (A+B) RSD hat 93,039 | 152,199
1 | Yield 6,000.00 kg ha'
2 | The kernel price kg 19 40.5*
3 | Total profit RSD hat 114,000 | 243,000
4 | The coverage margin RSD ha 20,961 90,801

* Commodity Exchange Novi Sad, May 2022

In soybean production, the total costs record a 64.7% growth in the period under observation.
In the prior period, the costs of materials accounted for around 35%, and the mechanization

Table 2:The analytical calculation of wheat production in the years 2018 and 2022

costs accounted for around 65% of the total production costs. Due ftuttuations in the

market, there has been an increase in the share of the direct costs that are 55% in 2022, whereas
the costs of the mechanization participate with 45% in the total costs of production. The costs
of machine operations are greater byusard 14%, which is the consequence of the growth of

the prices of energgenerating products, oil in the first place. The growth of demand of the
soya kernel at the global level has also influenced the fixing of the price of this crop on the
domestic commaity exchange. The price of soybean on the domestic commodity exchange

records a growth of 119% in comparison with the year 2018.
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The formed kernel price exerts an influence on the gross income as per unit of measure, so the
expected linear growth of gresncome is around 119%. The coverage margin with the
mentioned kernel yield of 4,500 kg havould be almost three times as big in the current

circumstances in relation to the year 2018 (Table 3).

The specification of the costs of materials and The The unit The value in RSD
operations amount of 2018 2022
measure
The direct costsi the costs of materials
Seeds 90 kg 8,730 14,400
NPK 16:16:16/ 8:20:30 300 kg 7,512 35,700
SAN, AN 170 kg 3,468 17,850
A | Protective agents +
pre-em Velton WG +Basar, Od%§+o.15'4 kg/l 10,800 | 13,500
postem Corum+Dash,
sorghum Floyd 13
Total 30,510 81,450
The indirect costsi the costs of machine operations with the costs of fuel
Spreading mineral fertilizer before ploughing 1 ha 1,609 2,010
The basic processirigploughing up to 30 cm 1 ha 10,287 12460
Levelin_g plough_ing'f harrowing with heavyweigh 5 000
harrowing machine (over 4.5 m w.w.) 4,599 '
Clj\rltzrszwr;]ng preparatioii the work of a germinator 1 ha 5.834 6.690
Sowing (pneumatic seeder) 1 ha 3,285 3,510
Spreading .mlneral fertilizer 7 additional 1 ha 1,609 2150
5 supplgmentatlon
Spraying 3 X
E’r[gztrggﬁtes)of one single spraying multiplied by 1 ha 9.386 10,740
Inter-row cultivation 2,315 2,640
Harvest 1 ha 12,135 13,130
Transportation by an-8doubleaxle trailer 1 hour 1,965 2,030
The transportation_ of mineral fertilizer, seeds 4 6.090
water for the spraying equipment 5,300 '
Total 58,322 66,450
Total costs (A+B) RSD hat 88,832 | 147,900
1 | Yield 4,500 kg ha'
2 | Kernel price 1 kg 36.5 80.0*
3 | Total profit RSD hat 164,250 | 360,000
4 | The coverage margin RSD hat 75,418 | 212,100

* Commodity Exchange Novi Sad, May 2022

The indicators of the economic efficiency of the production of the selected crops in the year
2022 are shown in Table 4. Based upon the obtained results, it can be concluded that the best
economic efficiency an be expected in the production of soybean although the production of
this crop is burdened by the biggest costs as per unit of measure (RSD 32.9). The indicators of
the economic efficiency of corn and wheat are considerably lesser than 1, which makes the
production of these crops less ceffective and less safe even though there has been a drastic

Table 3:The analytical calculation cdoybean production in the years 2018 and 2022

increase in the kernel price.
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- Crops

The indicator Corn Wheat Soybean
Total incomeRSDhat 264,000 243,000 360,000
Total costsRSDha? 180,436 152,190 147,900
Foyerage margiigSh 83,564 90,801 212,100
Costs as per unit of
measureRSDkg™ 22.6 25.4 32.9
Economic efficiency 0.46 0.60 1.43

4

Table 4:The indicators of the economic efficiency connected with the production of corn,
wheat and soybean in the year 2022

. CONCLUSION

In the paper, an analysis of the economic efficiency of the production of corn, wheat and
soybean was carried out so as to establish a fact of changes in the production chain before and
after the crisis caused by the Coronavirus and the developmentsin&JKrhe research results

have revealed that in all three crops there has been a significant growth of the total costs at the
level of 63.6% all the way to 74.5% in wheat, and corn, respectively. A change has also been
noticed in the structure of the ceswith the growth of the directs costs at the expense of
reduction in the costs of machine operations. The changes in the agricultural product supply
chain have created a drastic rise in the kernel price as per unit of measure, namely by 73.7% in
corn, 1131% in wheat, and 119.2% in the soya kernel. Based on the analysis of the obtained
parameters, it was determined that the production of soybean demonstrated the biggest
economic efficiency, only to be followed by the economic efficiency of wheat (0.6@aand

(0.46).
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ABSTRACT
The size premiumisawaellocument ed stock mar ket anomaly
authors claim that this anomaly disappears if various factors are controlled for, there is also a
vastbody of research claiming that this anomaly is well and alive. The purpose of this thesis is
to explore the relationship between irrational factors and the size premium. The irrational
factors considered are seasonal affective disorder and thekwalln Monday effect. We use
US data for 192020 that are combined using size as well as #iookarket decile portfolios
10x10. The results partially suggest that the cold season and the Monday effect have a
significant effect on the size premium. This effppears to depend on the type of the company.
Inside each bocko-market decile, the SAD variable had smaller absolute coefficients for
relatively smaller size companiéhe effect FALL variable was close to negligible for smaller
companies, across eachdieto-market decileThe Monday effect was also associated with
coefficients closer to zero (all the coefficients were negative) for growth companies than for
value companies. The impact of TAX was significant among larger companies, and for small
value sbcks, the impact was greater than small growth stdd¢&aever, one may find evidence
of the size premium anomaly even after accounting for the irrational factors. We discuss
possible explanations and suggest further research approaches.
Highlights
1 We track the performance of 100 portfolios ranked according to size andrhadtet ratio
1 Tax effect is prominent among large firms and those with high B/M ratios
1 Monday is prominent among small and high B/M firms
Keywords:Anomaly, Premium, Tax

1. INTRODUCTI ON

Numerous papers from the early 19806s <cl air
premiums than investing in larger firms. This phenomenon has been studied in the U.S. market

as well as in other capital markets, and various assessments of ittuthaginid characteristics

were addressed in the literature. Despite the-d@tlumented sizbased findings, this market

anomaly has always been related to corporate fundamentals andfmacoml variables.

Indeed, many studies claim that this marketnaaly compensates for the risk that originates in

lower liquidity or illiquidity (DeMoor and Sercu, 2013), higher default risk (e.g.,
Andrikopoulos et al., 2008) and higher systematic risk of these firms (Wang, 2000). Amihud
(2002) proposes a measure ofdzhen the average daily ratio of absolute stock return to dollar
volume across stocks. He showed that illiquidity affects more strongly small firm stocks, thus
explaining time series variations in their premiums over time. Ibbotson et al. (2013) examined
American stocks from 1972 to 2009 and found that the liquidity effect does not fully explain

the size effect. However, firm size and liquidity are highly correlated. Kim and Qi (2010)
considered another measure, accrual quality, to predict the costdffirressqui ty capi t a
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They reported that the cost of equity is associated with fundamental risk. Hur et al. (2014) state
that the size premium is explained by distress risk only during periods of up market, whereas
the relationship between firm size and retuholds during periods of down markets. Their
results are robust to different definitions of up and down markets using credit spreads and
various estimations of beta. Their findings therefore suggest that the size effect may depend on
idiosyncratic riskor it might be associated with behavioral factors, and not on systematic risk.
These results are in contrast to those of with Fama and French (1993) who claimed that
systematic risk explains the size premildespite the growing attention to this anomalytie
literature, it seems that the literature has overlooked the role of mood in explaining the size
effect. Thus, the need for empirical analyses became crucial, particularly for establishing the
validity of irrational factors in explaining the size effeThe current research is an effort to
bridge this gap by studying two drivers that reflect the association with variations in mood
proposed in the psychology literature. The first driver is Monday, often described in the
psychology literature as the vebiday in the week (Areni el al., 2011), and the second driver is
the seasonal affective disorder (SAREurrent depressions which occur annually at the same
time (Rosenthal et al., 1984; Dolvin et al., 2009). In the present research, we investigate
compehensively the contribution of mood fluctuations associated with these factors to the size
effect. We utilize U.S. daily data over the last 94 years (July 1926 to June 2020). Finally, as
mood of investors is not directly evaluated, we utilize the Twitteppihess Index. The
literature suggests the latter to proxy people's mood (Bollen et al., 2011).

2. LITERATURE REVIEW

2.1 Size effect

Banz(1981) was the first to document the size effect using U.S. firms ranked by deciles from
1926 to 1980. His main finding indicates that f&skusted stock returns are a decreasing
function of firm size. Stocks of large companies have lower returns tluese thf small
companies. In line with Banz (1981), Reinganum (1981) estimated a monthly premium (excess
return) of 1.77% for the SMB (small minus big) deciles. Similarly, Keim (1983) conducted a
study of 10 portfolios between 1963 and 1979 ranked on tieediasze and reported a monthly
premium of 2.5%. He also noted that the premium was more pronounced in January than in any
other month. Berges et al. (1984) examined monthly returns for 391 Canadian stocks from 1950
to 1980. They divided the sample firim$o five portfolios ranked by their market value. They
documented higher returns in January, particularly for small firms. Fama and French (1993)
reported a size premium of 0.63% resulting from the difference between the average return of
the smallest ahthe largest size portfoli®oon after the first documentation of the size effect,

a body of research has depicted a contradictory picture of the size effect. Some authors have
demonstrated opposite results, inconsistencies, or lack of adequate sappuwetdize effect
anomaly. A study by Brown et al. (1983) examined the behavior of the size effect over time.
Using data from 1967 to 1979, they found the-aslusted average returns of portfolios are
linearly related to size. Handa et al. (1989) usedraple covering 1941982 and found the

size effect is sensitive to the return measurement interval, as it becomes statistically
insignificant when risk is assessed with betas measured using annual returns. Pettengill et al.
(2002) argue that the size et depends on market momentum; it varies in bull and bear
markets. Additional studies (Eleswarapu and Reinganum, 1993; Dichev, 1998; Chan et al.,
2000, Horowitz et al., 2000; Amihud, 2002) contend that the size effect no longer exists, while
others pointo the beginning of the 1980s as the turning point at which the size effect vanished
(Hirshleifer, 2001 Schwert, 2003)Finally, Goldie (2014) argues that the size effect does not
exist anymore. In his study of takeovers, he tests the impact of takebwvéy @an size and
concludes that after controlling for takeovers, the size effect fell by o%ér 40
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Although this anomaly was under fire in many studies, recent studies still support the existence
of the size effect in emerging as well as in developiragkets. For example, Sehgal et al.
(2012) tested for the existence of the size effect anomaly in the Indian market in addition to
other various anomalies (value, momentum, liquidity, accruals, profitability and net stock), and
found that the size effecd the most prominent anomaly with a monthly premium of 4.4% for
small firms. Fama and French (2012) argue that other than the Japanese market (North America,
Europe and Asia Pacific) a value premium exists in average stock returns and decreases with
size.In another international study, DeMoor and Sercu (2013) concentrate on the years after
the 1980s when presumably the size effect disappeared but failed to find a potential explanation
for the broad effect. They try to relate the anomaly to market risleguént trading, risk of
financial distress, missing book values, momentum, liquidity risk, changing business
conditions, the January effect, exchange risk, taging risk loadings and dividend yield
effects. Sehgal et al. (2014) provide support forsize anomaly in emerging markets such as
India, South Korea, and Brazil. Hur et al. (2014) establish a significant relationship between
size and returns in bear market conditions only. However, they do find a consistent size effect
in any given market catition, but this effect is limited to January alone. Hilliard and Zhang
(2015) document the clear existence of the size effect in the Chinese stock market. They also
report that the effect was stronger when China adopted a restrictive monetary poliogwAlhe
(2015) tests the relationship between momentum and size, and finds that the size effect fades
during strong up markets, allowing momentum to drive stock prices, and that the momentum
effect is more evident across large rather than small size firnmslefPaand Sigal (2016)
examine the size effect in the Indian stock market between 2003 and 2015. They confirm that
the anomaly does exist and that it is more pronounced when they control for penny stocks. Their
results are robust to different measures fiae which is generally proxied by market
capitalization) such as total assets, net fixed assets, and enterprise value. Copeland and
Copeland (2016) maintain that the size effect exists but only for negative changes in the fear
(VIX) index (i.e., market idices rise). They suggest that the benefit of owning a stapll

stock depends on the distribution of the change in the VIX in any given period rather than on
size aloneFinally, the vanishing or the absence of the size effect claim has been challenged by
recent studies. For example, Gandhi and Lustig (2015) found evidence of the size effectin U.S.
bank shares. Asness et al. (2018) provide a corrected and robust measure foeffecsized

show that it is present in 30 different industries and im&¥mational equity markets. Hou and

Van Dijk (2019) suggest adjusting the prices of stocks for profitability shocks, thereby exposing
the size effectGiven the mixeavidence about the size effect anomaly, the aim of this study is

to reexamine this issa using data that are more recent and to detect the possible role of
irrational factors in explaining even partially the existence of this effect.

2.2 Seasonal Affective Disorder

Seasonal affective disorder (SAD) is a syndrome characterized by reagpeassions that

occur annually at the same time each year (Rosenthal et al., 1984; Dolvin et al., 2009). SAD
had been shown to produce heightened pessimism and risk aversion during the fall and winter
months. Research has shown that stock analysts ekbthipptimistic and pessimistic biases

in their earnings forecast s, and subsequent
estimates (Dolvin et al., 2009). These results suggest that analysts are generally optimistic in
their forecasts but significdgitless so during SAD months. They also find this relation is more
pronounced for analysts located in northern US states, who should be the ones most impacted
by SAD. Dowling and Lucey (2008) showed that SAD was the most robust of seven mood
proxies, and ést explains variations in equity returns and variance. Further evidence of this
effect of SAD was provided by Kliger and Kudryatsev (2014) who reported augmentation of
stock price reactions to recommendation downgrades during periods of high SAD.
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Recentl vy, Hi rshleifer et albet(0® 0f)ordeivred iopie
and showed t-hatadi gthodkmo oalre more affected b
known psychological effect stems from the ddyweek, with Monday beargy some of the

strongest effects.

2.3 Monday Effect

Substantial evidence for mood fluctuatioasrossweekdays is reported in psychology

|l iterature. The most consistent finding is t
numerous authors (for exgle, Cross, 1973; Chiah and Zhong, 2019). Many authors attempt

to explain the Monday effect using the mood channel. Pettengill (1993) conducted an
investmentsimulation experiment, where investors divide their wealth among seven securities,
over a few inestment rounds. Paired portfolio choices on Monday and Friday were compared
for similar investors, and the results were consistent with the dd | ed A Bl ue Mo
hypothesis: participants invested lower proportions of their wealth in securities wiighlesth

risks on MondaysGondhalekar and Mehdian (2003) examined NASDAQ stock returns and
demonstrated that the Monday pattern in stock returns is positively correlated within different
industries and that for many industries the Monday effect is relatptbkies for pessimism

among investors, such as changes in the discounts and returns of small stocks. Abu Bakar et al.
(2014) examined its relationship with mood. They used Facebook mood data from countries
across the world and showed that when contlfor mood the Monday effect disappears.

Ulkii (2017) found that asseticing factors are strongly affected by the Monday effect. He
showed that the Fanferench's RMW profitability factor captures the value in the miss pricings
created by the Monday effedthis section attempted to provide a brief literature review relating

to the marginal effects of SAD and Monday and size premium in stock market returns, and
whether these effects exist. Overall, there seems to be some evidence in favor of these effects.
However, previous studies have not considered these irrational factors as possible explanations
for the size premium. In this study, we aim at rectifying this gap. The following section
describes the procedures and methods of this study.

3. METHOD
To assss the effects of the irrational factors (SAD, fall, Monday, taxation) on the daily returns,
a timeseries regression model (AR(p)) had been fitted to the data:

Yoo | YO | 00 00 | D00 | Y@ B QYj (O
(1)

where'Y, is the daily returns for decile|i; is an intercept; antr'd@ is defined by Equation

(2):
~vio O PG AETQD A ARATED EAAM TTAE 1 Oﬁgﬁ‘

Tt | OEAOXE

"O denotes the amount of time between sunset and sunris€Candp ¢ denotes the length

of the night relative to the annual average length of the nigbt.0 & an interactive dummy

variable that receivesY @ " for days of the year in the fall season (September 21 to December

20 in the northern hemisphere), areto otherwised 0 Uis a dummy variable that receives

the value of 1 on Mondays (or the first trading day following a long weekend) and 0 otherwise.

“YO ds a taxloss selling dummy variable that takes the value of 1 for the day prior to and the

four days following the start of a tax year and 0 otherwise. To control for autocorrelatign in

we include lag values of the dependent vari&ble @'Y
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4. DATA

The sample consists of the daily rates of return of portfolios constfucted).S. stocks traded

on the NYSE, AMEX, and NASDAQ. The data come
the period of July 1926 through June 2020. The website provides unique information about
portfolios categorized according to several factors. kKample, the database includes data on

10 decile portfolios that mirror the entire range of traded stocks sorted according to firm size.
These portfolios are rebalanced once a year in June using the Junemevi&E equity value

as breakpoints. In additiowe extract the average return on the three soaqllportfolios minus

the average return on the three lacgp portfolios, sometimes known as the Srivihus-Big

(SMB) portfolio. The SMB portfolio is generally used in the literature as a proxy foriségsit

to common risk factors in stock returns (e.g., Fama and French, 1993). More importantly, many
prior works utilize this variable to capture the premium of the size effect (e.g., Ferson and
Harvey, 1999; Zakamulin, 2013)able 1 reports the descrip#istatistics for the variables in
utilized in this study. The sample mean, median, maximum, minimum, standard deviation,
skewness, and kurtosis are given for the entire scope of the study.

Table 1: Descriptive statistics of the variables

Panel A: Full Sample (01/07/192€30/06/20)

SMB Daylight H TAX SAD FALL
Mean  0.005 12.257  11.743 0.011 -0.763  0.384
Med 0.02 12.2¢11.7 0.000.0C 0.00

Max 8.21 15.2:14.7 1.00 1.64 2.75
Min 1.¢ 9.25 8.77 0.00 2.7¢ 1..18
S.D 0.58 1.99 1.99 0.10 1.0C 0.80
Skew 0. 7: 0.03 0.03 9.45 0.8 1.90
Kurt 25. 7 1.56 1.56 90.4 2.4t 5.07
#0bs 2476 2476« 2476 2476 2476 2476

Notes: The table report the descriptive statistics of variables of the key variables tls=d in
study. The variables are daihased. Panel A addresses the entire sample period, while Panels
B, C, D and E (See Appendix PAGE-32) address 6,192 observations each, from July 01,
1926 to June 30, 2020. For each variable, we report the mean, nedizhgrd deviation,
Skewness, Kurtosis and the number of observations.

The high values of kurtosis for SMB indicate heavy tailed distributions of these variables. The
timespan of the current study is 94 years, and to verify the robustness of the prapdsé&d

we split the data into four equal sequential periods, and considered them as well: July 1926
April 1947, May 1947 May 1971, June 1971November 1995, December 1983une 2020.
Descriptive statistics for these data are given in Appendix (Pag)31

5. RESULTS

The aim of our research was to assess whether and to what extent irrational factors, namely
SAD and Monday, influence the size effect premium, measured by returns of the SMB
portfolio. The model resulting from the theory discussed above is

Yi o | YD | 00 0 0 OO0 | Y@ B Q'Yj (o
(1)
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where'Y, is the daily returns for decile|i; is an intercept; ant¥ @ is defined by Equation:

wvio O PG /TG A AMRATED EAA TIAE 1 OA%
" | OEAOXEQ
5.1 Estimation Results of Equation (1)
We fit the regression model (1) with p to account for autocorrelation. The model was
fitted to the entire dataset of 94 years, as well as to each of the four subsets of the data. Table

2 presents the least squares parameter estimates as obtained freviethe oftware
package.

Table 2: last squares parameter estimates as obtained from-thevis software
07/261 06/20  07/2604/47  04/47i 05/71  05/71-11/95  11/95- 06/20

Intercept 0.0030 0.0000 -0.0030 0.0120 0.0080
(0.530) (0.032) (-0.594) (1.513) (0.728)
SAD -0.026a -0.0160 -0.020a -0.040a -0.017¢
(-5.298) (-1.166) (-4.275) (-4.898) (-1.647)
FALL -0.031a -0.0270 -0.019a -0.055a -0.0130
(-5.190) (-1.633) (-3.284) (-5.522) (-1.022)
MON -0.046a 0.0150 -0.025a -0.117a -0.061a
(-4.762) (-0.534) (-2.764) (-7.604) (-3.034)
Tax 0.252a 0.591a 0.204a 0.231a -0.0140
(6.734) (5.781) (5.548) (3.763) (-0.172)
BMS(-1) -0.051a -0.151a 0.208a 0.0100 0.027b
(-8.083) (-12.024) (16.762) (0.804) (2.130)
Adj-R? 0.008 0.027 0.057 0.019 0.002

Notes: The table reports the estimation results for Equation (1), which reads as follows.
P Yi | | YO | "00 0 0| OO0 | Y&y B Q'Yj

0 8Yy is the daily return for the DD10 portfolio on day t] is an intercept; and

"Y® equals (H-12) for trading days in the fall and winter, and zero otheni@sé the amount

of time between sunset and sunrise. Hence, SAD denotes the lengtmaftthrelative to the

average length of the night annuall@0 0 i an interactive dummy variable that takes the

value of Y® starting from September 21 to December 20 in the northern hemispHerés

a dummy variable for Mondays (or thesti trading day following a long weekend) and zero

otherwis€ Y ds a taxloss selling dummy variable that takes the value of 1 for the day prior

to and the four days following the start of a tax year and zero otheMyseis a laggedalue

of the dependent variable that we included to control for autocorrelation. "a,” "b" and "c"

indicate statistical significance at the levels 1%, 5% and 10%, respectively.

The statistical significance of the coefficients in the model M1 (the entirpleaindicates that

all the research variables are correlated with the outcome, and reasonably explain its variance.
However, when examining the subsets individually, there are some indications of irrational
factorsdé6 effect on tidnts of SADzaad Momdaymivera statisticelly e c o
significant in sub periods M3, M4, M5, implying that these variables affect the size premium.
Monday has a negative effect on the SMB portfolio returns, where according to the data, on
average, Mondays yielded®4s less return, on average. SAD also exhibited a consistent pattern

in sub periods M3, M4, M5, and had a negative influence on the returns between July 1926 and
June 2020. Somewhat unexpectedly, in the entire sample period M1, SAD had a significantly
posiive coefficient. However, in all five models, the variable Fall had a comparable or bigger
influence on the SMB returns than SAD, so the effect of the cold season may be captured in
this variable. In the following section, we report the results of theysisaif the date.
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Table 3 below present the SAD coefficients across the one hundred portfolios for the entire
sample. The classes BM1 through to BM10 refer to the shares deciles ranging from the lowest
book to market value to the top decile of the highesk to market ratio shares. The portfolios
across the vertical direction, denoted S1 through to S10 refer to the portfolios from the highest
to the lowest size (total market value).

Table 3: The SAD coefficients across the 100 portfolfatue Weighted daily Returns
Created Based on Size and BdaokViarket Ratios (10x10)
Panel A: Full sample (1926:072020:06)
BM10 BM9 BM8 BM7 BM6 BM5 BM4 BM3 BM2 BM1

S1 -0.032 -0.037 -0.014 -0.014 -0.016 -0.006 -0.005 -0.006 -0.007 -0.002
S2 -0.033 -0.025 -0.007 -0.021 -0.019 -0.022 -0.016 -0.016 -0.022 -0.018
S3 -0.035 -0.085 -0.021 -0.022 -0.029 -0.020 -0.026 -0.018 -0.021 -0.018
S4 -0.056 -0.022 -0.029 -0.027 -0.032 -0.028 -0.023 -0.027 -0.020 -0.023
S5 -0.060 -0.031 -0.028 -0.028 -0.030 -0.031 -0.033 -0.037 -0.023 -0.041
S6 -0.034 -0.038 -0.033 -0.033 -0.031 -0.020 -0.029 -0.028 -0.031 -0.023
S7 -0.069 -0.036 -0.032 -0.029 -0.026 -0.034 -0.035 -0.027 -0.033 -0.025
S8 -0.070 -0.039 -0.035 -0.030 -0.050 -0.042 -0.029 -0.056 -0.025 -0.049
S9 -0.068 -0.049 -0.044 -0.040 -0.045 -0.048 -0.058 -0.045 -0.076 -0.051
S10 -0.072 -0.065 -0.073 -0.086 -0.068 -0.081 -0.093 -0.102 -0.084 -0.097

Figure 1: SAD Coefficients across 100 Crsestional Portfolios
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Notes: The figuredepicts the SAD coefficients across valeighted excess return of 100
portfolios ranked according to their size, and then according to theirtbenkrket ratios from

July 1926 to June 2020. BM1 denotes the lowest decile group of portfolios with test low
bookto-market ratio (i.e., growth stocks), while BM10 is highest decile portfolios with the
highest book tanarket ratio (i.e., value stocks). The figure indicates that small firms with high
bookto-market ratios (value companies) are associated naittiively very low coefficients
(except for S10) compared with those with low booknarket ratios (growth companies).
Evidently, in all bookto-market groups, the higher the size of the companies, the stronger the
SAD coefficient, that is, the effect tife mood of investors, that appears regularly each year at
the same season on the desire to invest. We examine whether the same also applies throughout
the entire period or are there differences in this effect during different sub perioals.
following tables present the SAD coefficients for the one hundred portfolios estimated for two
subperiods: 1926 to 1973; 1974 to 2020.
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Panel B:subsample(1926:071973:12)
BM10 BM9 BM8 BM7 BM6 BMS BM4 BM3 BM2 BM1

S1 0.000 -0.036 -0.018 -0.009 -0.022 -0.007 -0.004 -0.005 -0.005 -0.003
S2 -0.051 -0.019 -0.007 -0.023 -0.019 -0.021 -0.005 -0.012 -0.018 -0.015
S3 -0.038 -0.038 -0.028 -0.019 -0.036 -0.013 -0.023 -0.014 -0.016 -0.010
S4 -0.051 -0.019 -0.022 -0.025 -0.029 -0.022 -0.013 -0.019 -0.015 -0.016
S5 -0.063 -0.021 -0.030 -0.025 -0.032 -0.022 -0.032 -0.031 -0.016 -0.037
S6 -0.033 -0.042 -0.031 -0.030 -0.040 -0.018 -0.020 -0.025 -0.021 -0.008
S7 -0.069 -0.036 -0.032 -0.029 -0.026 -0.034 -0.035 -0.027 -0.033 -0.025
S8 -0.074 -0.074 -0.033 -0.023 -0.056 -0.041 -0.011 -0.013 -0.007 -0.041
S9 -0.073 -0.055 -0.042 -0.037 -0.047 -0.037 -0.062 -0.032 -0.084 -0.040

S10 -0.063 -0.055 -0.069 -0.099 -0.061 -0.080 -0.098 -0.108 -0.056 -0.066
Figure 2: SAD Coefficients across 1G0Bosssectional Portfolios
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Notes: The figure depicts the SAfefficients acrossalueweighted excess returns of 100
portfolios ranked according to their size, and then according to theirtbankrket ratios from

July 1926 to December 1973. BM1 dersattee lowest decile group of portfolios with the lowest
bookto-market ratio (i.e., growth stocks), while BM10 is highest decile portfolios with the
highest book tenarket ratio (i.e., value stocks). The figure indicates that small firms with high
bookto-market ratios (value companies) are associated with relatively very low coefficients
(except for S1) compared with those with low baoknarket ratios (growth companies).

Panel C:subsample(1974:0:2020:06)
BM10 BM9 BM8 BM7 BM6 BM5 BM4 BM3 BM2 BM1

S1 -0.056 -0.040 -0.005 -0.018 -0.008 -0.002 -0.008 -0.012 -0.018 -0.006
S2 -0.011  -0.030 -0.012 -0.024 -0.025 -0.030 -0.029 -0.028 -0.031 -0.033
S3 -0.031 -0.027 -0.019 -0.031 -0.029 -0.027 -0.029 -0.024 -0.028 -0.036
S4 -0.036 -0.021 -0.04 -0.029 -0.039 -0.034 -0.034 -0.042 -0.036 -0.038
S5 -0.064 -0.044 -0.033 -0.036 -0.030 -0.043 -0.037 -0.049 -0.039 -0.049
S6 -0.029 -0.033 -0.041 -0.044 -0.026 -0.029 -0.046 -0.038 -0.049 -0.043
S7 -0.051 -0.037 -0.042 -0.033 -0.022 -0.034 -0.040 -0.040 -0.046 -0.040
S8 -0.061  -0.050 -0.040 -0.044 -0.043 -0.045 -0.048 -0.058 -0.047 -0.058
S9 -0.058 -0.041 -0.045 -0.045 -0.042 -0.050 -0.048 -0.051 -0.054 -0.052
S10 -0.061 -0.060 -0.057 -0.057 -0.054 -0.054 -0.064 -0.071 -0.060 -0.076
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Figure 3: SAD Coefficients across 100 Craestional Portfolios
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Notes: The figure depicts the SAefficients acrossalueweighted excess returns of 100
portfolios ranked according to their size, and then according to theirtbenkrket ratios from
January 1974 to June 2020. BM1 denotes the lowest decile group of portfolios with the lowest
bookto-market ratio (i.e., growth stocks), while BM10 is highest decile portfolios with the
highest book tanarket ratio (i.e., value stocks). The figure indicabas small firms with high
bookto-market ratios (value companies) are associated with relatively very low coefficients
compared with those with low bod&market ratios (growth companies).

In a similar manner, the following tables present the FALL fadents for the one hundred
portfolios estimated for two steriods: 1926 to 1973; 1974 to 2020.

Table 4: The FALL coefficients across the 100 portfolios: \Velaeighted daily Returns
Created Based on Size and BdaokVarket Ratios (10x10)
Panel A: Full sample(1926:07#2020:06)
BM10 BM9 BM8 BM7 BM6 BMS BM4 BM3 BM2 BM1

S1 -0.008 -0.017 -0.011 -0.003 -0.005 -0.004 0.004 0.004 0.000 0.008
S2 -0.012 -0.023 -0.004 -0.020 -0.015 -0.011 -0.007  -0.001 -0.008  0.001
S3 -0.016  -0.025 -0.004 -0.017 -0.015 -0.011 -0.011 -0.005 -0.003  -0.002
S4 -0.056 -0.018 -0.013 -0.017 -0.019 -0.023 -0.012 -0.019 -0.008 -0.004
S5 -0.048 -0.022 -0.022 -0.012 -0.020 -0.018 -0.022 -0.018 -0.012  -0.026
S6 -0.033  -0.033 -0.035 -0.025 -0.027 -0.013 -0.015 -0.017 -0.015  -0.002
S7 -0.079  -0.043 -0.023 -0.022 -0.023 -0.027 -0.028 -0.015 -0.023  0.002
S8 -0.067  -0.042 -0.028 -0.027 -0.041 -0.082 -0.030 -0.039 -0.017  -0.027
S9 -0.076  -0.051 -0.043 -0.048 -0.049 -0.061 -0.052 -0.043 -0.065 -0.020

S10 -0.102  -0.077 -0.098 -0.103 -0.057 -0.077 -0.079 -0.103 -0.102 -0.127
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Figure 4: FALL Coefficients across 100 Cresactional Portfolios
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Notes: The figure depicts the FALdoefficients acrosgalueweighted excess returns of 100
portfolios ranked according to their size, and then according to theirtbankrket ratios from

July 1926 to June 2020. BM1 denotes the lowest decile group of portfolios with the lowest
bookto-market ratio (i.e., giwth stocks), while BM10 is highest decile portfolios with the
highest book tenarket ratio (i.e., value stocks). The figure indicates that small firms with high
bookto-market ratios (value companies) are associated with relatively very low coefficients
compared with those with low bodk-market ratios (growth companies).

Evidently, in all bookto-market groups, the higher the size of the companies, the stronger the
FALL coefficient, that is, the effect of the mood of investors, that appears regudahyyear

at the same season on the desire to invest. We examine whether the same also applies
throughout the entire period or are there differences in this effect during different sub periods.
The following tables present the FALL coefficients for the bnadred portfolios estimated

for two subperiods: 1926 to 1973; 1974 to 2020.

Panel B: Subsample(1926:071973:12)
BM10 BM9 BM8 BM7 BM6 BM5 BM4 BM3 BM2 BM1

S1 0.042 -0.023 -0.022 -0.012 -0.022 -0.012 -0.006 -0.009 -0.013 -0.001
S2 -0.028 -0.023 -0.016 -0.034 -0.029 -0.015 -0.009 -0.006 -0.011 0.000
S3 -0.023 -0.035 -0.022 -0.029 -0.034 -0.013 -0.018 -0.012 -0.006 -0.001
S4 -0.070 -0.024 -0.014 -0.022 -0.025 -0.026 -0.018 -0.019 -0.006 -0.002
S5 -0.068 -0.033 -0.036 -0.017 -0.031 -0.015 -0.028 -0.026 -0.010 -0.035
S6 -0.062 -0.052 -0.05b -0.029 -0.036 -0.018 -0.022 -0.019 -0.007 0.002

S7 -0.007 -0.072 -0.033 -0.031 -0.043 -0.038 -0.039 -0.014 -0.031 0.013

S8 -0.089 -0.089 -0.037 -0.040 -0.063 -0.045 -0.035 -0.037 -0.022 -0.033
S9 -0.110 -0.071 -0.057 -0.066 -0.078 -0.080 -0.086 -0.041 -0.099 -0.020
S10 -0.114 -0.085 -0.122 -0.137 -0.048 -0.075 -0.075 -0.116 -0.108 -0.122
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Figure 5: FALL Coefficients across 100 Cres=ctional Portfolios
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Notes: The figure depicts the FALdoefficients acrosgalueweighted excess returns of 100
portfolios ranked according to their size, and then according to theirtbankrket ratios from

July 1926 to December 1973. BM1 denotes the lowest decile group of portfolios with the lowest
bookto-market ratio (i.e., growth stocks), while BM10 is highest decile portfolios with the
highest book tenarket ratio (i.e., value stocks). The figure indicates that small firms with high
bookto-market ratios (value companies) are associated with relatreglylow coefficients
(except for S1, S10) compared with those with low bmekarket ratios (growth companies).

Panel C:subsample(1974:022020:06)
BM10 BM9 BM8 BM7 BM6 BM5 BM4 BM3 BM2 BM1

S1 -0.057  -0.031 -0.003 0.000 0.010 0.006 0.009 0.011 -0.002  0.006
S2 -0.004 -0.030 -0.001 -0.014 -0.014 -0.020 -0.014 -0.009 -0.019 -0.017
S3 -0.026  -0.017 -0.002 -0.015 -0.007 -0.016 -0.008 -0.004 -0.009 -0.020
S4 -0.020 -0.018 -0.027 -0.018 -0.024 -0.028 -0.013 -0.033 -0.027 -0.024

S5 -0.056  -0.023 -0.019 -0.023 -0.014 -0.034 -0.027 -0.023 -0.031 -0.029
S6 -0.011  -0.021 -0.031 -0.034 -0.030 -0.022 -0.026 -0.030 -0.042 -0.023
S7 -0.058 -0.026 -0.029 -0.023 -0.010 -0.021 -0.027 -0.025 -0.035 -0.025
S8 -0.056 -0.039 -0.028 -0.021 -0.028 -0.029 -0.037 -0.036 -0.027 -0.037

S9 -0.047  -0.036 -0.031 -0.036 -0.022 -0.039 -0.021 -0.049 -0.033 -0.030
S10 -0.077  -0.060 -0.060 -0.060 -0.057 -0.058 -0.072 -0.076 -0.065 -0.091
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Figure 6: FALL Coefficients across 100 Cresactional Portfolios
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Notes: The figure depicts the FALdoefficients acrosgalueweighted excess returns of 100
portfolios ranked according to their size, and then according to theirtbenkrket ratios frm
January 1974 to June 2020. BM1 denotes the lowest decile group of portfolios with the lowest
bookto-market ratio (i.e., growth stocks), while BM10 is highest decile portfolios with the
highest book tenarket ratio (i.e., value stocks). The figure intksathat small firms with high
bookto-market ratios (value companies) are associated with relatively very low coefficients
(except for S2, S4, S6, S10) compared with those with low -bmakarket ratios (growth
companies).

The following tables present the MON coefficients for the one hundred portfolios estimated
for two sumperiods: 1926 to 1973; 1974 to 2020.

Table 5: The MON coefficients across the 100 portfolios: Valeeghted daily Returns
Created Based on Size andd&-to-Market Ratios (10x10)
Panel A: Full sample (1926:07#2020:06)

BM10 BM9 BM8 BM7 BM6 BM5 BM4 BM3 BM2 BM1

S1 -0.223 -0.188 -0.137 -0.198 -0.150 -0.117 -0.144 -0.123 -0.153 -0.151
S2 -0.212 -0.201 -0.169 -0.170 -0.155 -0.145 -0.112 -0.121 -0.132 -0.106
S3 -0.255 -0.190 -0.125 -0.164 -0.156 -0.126 -0.120 -0.125 -0.118 -0.114
S4 -0.241  -0.173 -0.176 -0.148 -0.136 -0.120 -0.124 -0.118 -0.127 -0.107
S5 -0.184 -0.168 -0.145 -0.102 -0.112 -0.095 -0.139 -0.103 -0.100 -0.085
S6 -0.179 -0.165 -0.118 -0.140 -0.128 -0.125 -0.135 -0.123 -0.141 -0.089
S7 -0.097 -0.154 -0.132 -0.137 -0.126 -0.116 -0.115 -0.118 -0.137 -0.071
S8 -0.213 -0.135 -0.109 -0.117 -0.111 -0.146 -0.122 -0.106 -0.082 -0.093
S9 -0.179 -0.136 -0.093 -0.131 -0.121 -0.094 -0.075 -0.150 -0.104 -0.144
Si10 -0.185 -0.137 -0.092 -0.091 -0.023 -0.118 -0.105 -0.039 -0.090 -0.161
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Figure 7: MON Coefficients across 100 Crasectional Portfolios
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Notes: The figure depicts the MOdbefficients acrossalueweighted excess returns of 100
portfolios Ranked according to their size, and then according to theirtbaolirket ratios

from July 1926 to June 2020. BM1 denotes the lowest decile group of portfolios with the lowest
bookto-market ratio (i.e., growth stocks), while BM10 is highest decile portfolios with the
highest book tamarket ratio (i.e., value stocks). The figure indicalte$ $small firms with high
bookto-market ratios (value companies) are associated with relatively very low coefficients
compared with those with low bod&market ratios (growth companies).

Evidently, in all bookto-market groups, the higher size of tleenpanies, the stronger the MON
coefficient, that is, the effect of the mood of investors, that appears regularly each year at the
same season on the desire to invest. We examine whether the same also applies throughout the
entire period or are there diffarces in this effect during different sub periobise following

tables present the MON coefficients for the one hundred portfolios estimated for two sub
periods: 1926 to 1973; 1974 to 2020.

Panel B: Subsample(1926:07#1973:12)

BM10 BM9 BM8 BM7 BM6 BM5 BM4 BM3 BM2 BM1

S1 -0.394 -0.374 -0.261 -0.346 -0.279 -0.226 -0.273 -0.236  -0.270 -0.283
S2 -0.477  -0.413 -0.344 -0.331 -0.309 -0.274 -0.232 -0.265 -0.284 -0.258
S3 -0.526  -0.373 -0.285 -0.320 -0.306 -0.263 -0.253 -0.262 -0.264 -0.287
S4 -0.468 -0.366 -0.338 -0.307 -0.297 -0.265 -0.277 -0.247 -0.280 -0.279
S5 -0.389  -0.313 -0.330 -0.230 -0.240 -0.227 -0.315 -0.247 -0.236 -0.245
S6 -0.392 -0.335 -0.261 -0.313 -0.284 -0.281 -0.305 -0.285 -0.326 -0.268

S7 -0.326 -0.319 -0.291 -0.314 -0.273 -0.278 -0.253 -0.287 -0.311 -0.227
S8 -0.450 -0.450 -0.248 -0.273 -0.244 -0.307 -0.261 -0.270 -0.214 -0.290
S9 -0.391  -0.310 -0.230 -0.296 -0.280 -0.245 -0.199 -0.372 -0.286 -0.443

S10 -0.403 -0.318 -0.227 -0.230 -0.104 -0.292 -0.287 -0.189 -0.287 -0.521
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Figure 8: MON Coefficients across 100 Creasectional Portfolios
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Notes: The figure depicts the MOdbefficients acrossalueweighted excess returns of 100
portfolios Ranked according to their size, and then according to theirtban&rket ratios

from July 1926 to December 1973. BM1 denotes the lowest decile group of portfolios with the
lowest bookto-market ratio (i.e.growth stocks), while BM10 is highest decile portfolios with
the highest book tonarket ratio (i.e., value stocks). The figure indicates that small firms with
high bookto-market ratios (value companies) are associated with relatively very low
coefficierts (except for S9, S10) compared with those with low Hoakarket ratios (growth
companies).

Panel C:subsample(1974:022020:06)

BM10 BM9 BM8 BM7 BM6 BM5 BM4 BM3 BM2 BM1
S1 -0.030 -0.085 -0.080 -0.053 -0.021 -0.074 -0.050 -0.053 -0.015 -0.025
S2 -0.118 -0.121 -0.075 -0.064 -0.057 -0.073 -0.101 -0.113 -0.114 -0.140
S3 -0.171  -0.105 -0.096 -0.092 -0.096 -0.117 -0.119 -0.135 -0.123 -0.206
S4 -0.206 -0.120 -0.111 -0.102 -0.123 -0.159 -0.115 -0.132 -0.164 -0.203
S5 -0.160 -0.126 -0.113 -0.124 -0.107 -0.107 -0.145 -0.157 -0.160 -0.240
S6 -0.183 -0.132 -0.098 -0.106 -0.126 -0.120 -0.133 -0.151 -0.186 -0.238
S7 -0.151 -0.115 -0.126 -0.119 -0.108 -0.124 -0.167 -0.180 -0.169 -0.263
S8 -0.184 -0.129 -0.119 -0.128 -0.130 -0.145 -0.144 -0.171 -0.199 -0.271
S9 -0.144 -0.142 -0.136 -0.121  -0.157 -0.164 -0.190 -0.190 -0.204 -0.303
S10 -0.173  -0.159 -0.152 -0.173 -0.169 -0.191 -0.177 -0.238 -0.249 -0.361
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Figure 9: MON Coefficients across 100 Crasctional Portfolios
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Notes: The figure depicts the MOdbefficients acrossalueweighted excess returns of 100
portfolios ranked according to their size, and then according to theistbenkrket ratios from
January 1974 to June 2020. BM1 denotes the lowest decile group of portfolios with the lowest
bookto-market ratio (i.e., growth stocks), while BM10 is highest decile portfolios with the
highest book tanarket ratio (i.e., value stocks). The figure indisdtet small firms with high
bookto-market ratios (value companies) are associated with relatively high coefficients
compared with those with low bod&market ratios (growth companies).

Finally, the following tables present the TAX coefficients for the one hundred portfolios
estimated for two surperiods: 1926 to 1973; 1974 to 2020.

Table 6: The TAX coefficients across the 100 portfolios: Valeghted daily Returns
Created Based onZ and Booko-Market Ratios (10x10)
Panel A: Full sample (1926:07#2020:06)

BM10 BM9 BMS8 BM7 BM6 BM5 BM4 BM3 BM2 BM1
S1 0.219 0.106 0.146 0.104 0.014 0.064 0.101 0.045 0.056 -0.063
S2 0.273 0161 0.253 0.290 0.200 0.202 0.051 0.074 0.035 0.002
S3 0.230 0.164 0.259 0.175 0.158 0.164 0.101 0.094 0.020 0.024
S4 0.167 0.270 0.265 0.260 0.145 0.112 0.086 0.113 0.106 0.048
S5 0.302 0.295 0.247 0.217 0.157 0.145 0.058 0.073 0.208 0.080
S6 0525 0321 0.254 0.357 0.198 0.240 0.239 0.240 0.195 0.196
S7 0.273 0.383 0.342 0.368 0.200 0.191 0.199 0.226 0.240 0.315
S8 0.488 0.442 0.419 0.254 0.216 0.293 0.228 0.254 0.444 0.366
S9 0.608 0.398 0.502 0.496 0.508 0.430 0.666 0.678 0.638 0.697
S10 0.805 0.656 0.587 0.315 0.546 0.355 0.479 0.512 0.706 1.032
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Figure 10: TAX Coefficients across 100 Cragxtional Portfolios
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Notes: The figure depicts the TA2Oefficients acrossalueweighted excess returns of 100
portfolios ranked according to their size, and then according to theirtbankrket ratios from

July 1926 to June 2020. BM1 denotes the lowest decile group of portfolios with the lowest
bookto-market ratio (i.e., giwth stocks), while BM10 is highest decile portfolios with the
highest book tenarket ratio (i.e., value stocks). The figure indicates that small firms with high
bookto-market ratios (value companies) are associated with relatively high coefficienist(exce
for S7, S9, S10) compared with those with low btmknarket ratios (growth companies).

Evidently, in all bookto-market groups, the higher size of the companies, the stronger the TAX
coefficient, that is, the effect of the mood of investors, thatagpegularly each year at the

same season on the desire to invest. We examine whether the same also applies throughout the
entire period or are there differences in this effect during different sub pefioel$ollowing

tables present the TAX coefficienfor the one hundred portfolios estimated for two-sub
periods: 1926 to 1973; 1974 to 2020.

Panel B: Subsample(1926:071973:12)

BM10 BM9 BM8 BM7 BM6 BM5 BM4 BM3 BM2 BM1

S1 0.559 0.338 0.353 0.283 0.162 0.198 0.240 0.143 0.161 0.018
S2 0.544 0.391 0.501 0.538 0.414 0.334 0.128 0.169 0.193 0.09
S3 0.625 0.458 0.486 0.324 0.285 0.352 0.290 0.298 0.163 0.166
S4 0.605 0.626 0.560 0.501 0.290 0.280 0.278 0.230 0.193 0.250
S5 0.494 0.600 0.465 0.486 0.357 0.319 0.202 0.264 0.421 0.328
S6 1.017 0.648 0.481 0.684 0.353 0.490 0.473 0.542 0.423 0.475
S7 0.423 0.727 0.712 0.757 0.383 0.428 0.455 0.468 0.521 0.639
S8 1.026 1.026 0.812 0.489 0.535 0.624 0.534 0.516 0.923 0.683
S9 1.166 0.785 0.984 0.943 0.971 0.914 1.317 1.256 1.378 1.466
S10 1.444 1.180 1.052 0.526 0.940 0.604 0.919 0.986 1.429 2.011
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Figure 11: TAX Coefficients across 100 Cragxtional Portfolios
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Notes: The figure depicts the TA2oefficients acrossalueweighted excess returns of 100
portfolios ranked according to their size, and then according to theirtbankrket ratios from

July 1926 to December 1973. BM1 denotes the lowest decile group of portfolios with the lowest
bookto-market ratio (i.e.growth stocks), while BM10 is highest decile portfolios with the
highest book tenarket ratio (i.e., value stocks). The figure indicates that small firms with high
bookto-market ratios (value companies) are associated with relatively high coeffierecep(

for S7, S9, S10) compared with those with low btmknarket ratios (growth companies).

Panel C:subsample(1974:022020:06)
BM10 BM9 BM8 BM7 BM6 BMS5 BM4 BM3 BM2 BM1

S1 0.447 0273 0.176 0.157 0.156 0.148 0.111 0.092 0.079 0.030
S2 0.469 0.151 0.108 0.148 0.048 0.098 0.233 0.064 -0.005 -0.001
S3 0299 0.258 0.175 0.156 0.070 0.170 0.125 0.079 0.100 0.013
S4 0.013 0.323 0.207 0.217 0.133 0.215 0.142 0.049 0.044 -0.048
S5 0.360 0.266 0.096 0.108 0.161 0.155 0.089 0.020 0.077 -0.015
S6 0373 0.230 0.172 0.053 0.159 0.128 0.135 0.044 0.085 0.085
S7 0.418 0.226 0.136 0.189 0.153 0.134 0.143 0.097 0.037 0.093
S8 0433 0.182 0.189 0.179 0.195 0.198 0.169 0.022 0.106 0.162
S9 0422 0.269 0.263 0.228 0.289 0.273 0.274 0.230 0.333 0.390
S10 0.606 0.405 0.386 0.416 0.457 0480 0478 0422 0.600 0.562
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Figure 12: TAX Coefficients across 100 Crasxtional Portfolios
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Notes: The figure depicts the TA2Oefficients acrossalueweighted excess returns of 100
portfolios ranked according to their size, and then according to theirtbankrket ratios from
January 1974 to June 2020. BM1 denotes the lowest decile group of portfolios with the lowest
bookto-market ratio (i.e.growth stocks), while BM10 is highest decile portfolios with the
highest book tanarket ratio (i.e., value stocks). The figure indicates that small firms with high
bookto-market ratios (value companies) are associated with relatively high coefficients
compared with those with low boek-market ratios (growth companies).

6. CONCLUSIONS

This paper aimed at investigating the effect of the irrational factors Monday and seasonal
affective disorder (SAD) on the size premium in stock returns.ifVestigation was rather
exploratory, and the results imply certain effects of the irrational factors on the returns of the
SMB portfolio exist. The effect of Monday on the SMB returns is statistically significant, but
does not expl ai nvariamgec The intérestind fimdingseappear whenwe sort
the 100 portfolios by boeto-market ratio and size. The inconsistency of the negative Monday
effect was most pronounced in the last-pebod (19742020). The coefficients the 100
portfolios in thisperiod suggest that large size is associated with a more negative excess return
on Monday. We found that Seasonal Affective Disorder is significantly negatively correlated
with SMB returns during the entire periods and allpeliod except 1926947. Wha the 100
portfolios were examined detail, we found that the strongest effect of SAD was on larger size
portfolios, almost regardless of their betmkmarket value. The effect of Fall on the was
dramatic for the largest market size companies, and almgkgibée for smaller companies.

This result suggests that the irrational behavior observed among investors during the cold
season affects larger size portfolios more. The effect of taxation tends to grow with the company
size in the crossectional portfabs. In general, the results of this thesis suggest that the size
effect is indeed affected by irrational factors. Moreover, this effect of the irrational factors
seems to depend on size. This opens a new and interesting direction in portfolio construction
which exploits the i rr aptemiomnm aspecidlyaaf valme stodks. e f f e
However, the explanatory power of the results presented in this thesis is small and further work
is required.
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A more intricate model which considers the tygeassets in the portfolio may clarify the
relationship between the irrational factors and size effect, in a statistically sound procedure.
Another limitation is the focus on US stocks. Research on the effects of irrational factors on the
size premium canddone in emerging markets, where investor sentiment may differ due to
cultural and geographical differences. Future studies can also consider these effects on specific
segments of the investor population. In particular, it would be interesting and eatoabl
examine whether this effect is present among the manpnoro f e s si on al nretail
joined the market in masses during the writing of this thesis.
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APPENDIX:
Table Al: Descriptive statistics of the variables for-pabiods of the data

Panel B: Subsample I July 19267 April 1947
SMB Daylight H TAX SAD FALL
Mean  0.010 12.199  11.801 0.011 -0.791  0.395
Med  0.030 12.220  11.780 0.000  0.000  0.000
Max  8.210 15.100 14750 1.000 2.700  2.750
Min  -7.250 9.250 8.900 0.000 -2.750 -0.160
SD  0.822 1.999 1.999  0.106  1.027  0.827
Skew  -0.464 -0.023 0.023  9.245 -0.811  1.891
Kurt  15.798 1.567 1.567 86.469 1.984  4.993
#Obs 6192 6192 6192 6192 6192 6192

Notes: The table report the descriptive statistics of the key variables used in the study. The
sample in this panel consists of 6,192 observations covering July 1926 to April 28, 1947. For
each variable, we report the meamedian, standard deviation, Skewness, Kurtosis and the
number of observations.

Panel C: Subsample Il April 1947 1 May 1971

SMB Daylight H TAX SAD FALL

Mean  0.010 12.229 11.771 0.010 -0.778 0.385
Med 2.370 12.240 11.760 0.000 0.000 0.000
Max -3.870 15.228 14.750 1.00 0.270 2.750
Min 0.290 9.250 8.770 0.000 -2.750 -0.270
S.D -0.518 1.998 1.998 0.101 1.015 0.813
Skew  10.66 -0.028 0.028 9.683 -0.826 1.917
Kurt 10.66 1.564 1.564 94.76 2.018 5111
#Obs 6192 6192 6192 6192 6192 6192

Notes: The table report the descriptive statistics of the key variables used in the study. The
sample in this panel consists of 6,192 observations covering April 29, 1947 to May 25, 1971.
For each variable, we report the mean, median, standardideyBitewness, Kurtosis and the

number of observations.

Panel D: Subsample 11T May 19717 November 1995

SMB Daylight H TAX SAD FALL

Mean  0.001 12.305 11.697 0.011 -0.742 0.377
Med 0.020 12.325 11.680 0.000 0.000 0.000

Max 6.200 15.228 14.730 1.000 0.270 2.730

Min -11.62 9.267 8.770 0.000 -2.730 -0.260

S.D 0.478 1.997 1.998 0.103 0.988 0.793

Skew -2.592 -0.034 0.034 9.530 -0.861 1.909
Kurt 68.396 1.568 1.567 91.829  2.085 5.096
#Obs 6192 6192 6192 6192 6192 6192

Notes: The tableeport the descriptive statistics of the key variables used in the study. The
sample in this panel consists of 6,192 observations covering May 27, 1971 to November 22,
1995. For each variable, we report the mean, median, standard deviation, Skewnesss, Kurto
and the number of observations.
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Panel E: Subsample IVi November 1995 June 2020

SMB Daylight H TAX SAD FALL
Mean  0.004 12.295  11.706  0.011  -0.744  0.378
Med  0.010 12.327  11.675 0.000  0.000  0.000
Max  5.600 15.231 14740 1.000 1.640  2.740
Min  -5.090 9.256 8.770  0.000 -2.740  -1.180
S.D  0.620 2.000 2.000 0.104 0988  0.801
Skew  -0.143 -0.036 0.036  9.385 -0.831  1.908
Kurt  7.814 1.565 1.565  89.07 2.084  5.079
#0Obs 6192 6192 6192 6192 6192 6192

Notes: The table report the descriptstatistics of the key variables used in the study. The
sample in this panel consists of 6,192 observations covering November 24, 1995 to June 30,
2020. For each variable, we report the mean, median, standard deviation, Skewness, Kurtosis
and the number afbservations.

Table A2: Ten Size Portfolios with the highest B/M ratio

Panel A: Full sample (1926:072020:06)
BM10 BM9 BM8 BM7 BM6 BMS BM4 BM3 BM2 BM1

0.065a 0.067a 0.071a 0.056a 0.062a 0.057a 0.059a 0.056a 0.069a 0.064a

o (4.299) (4.859) (5.946) (4.552) (5.572) (5.829) (5.536) (6.072) (7.313) (6.516)
SAD -0.032b  -0.037b  -0.0140 -0.0140 -0.0160 -0.0060 -0.0050 -0.0060 -0.0070 -0.0020
(-2.071)  (-2.403) (-1.154) (-1.218) (-1.447) (-0.706) (-0.506) (-0.751) (-0.809)  (-0.194)

EALL -0.003 -0.0170  -0.0110 -0.0030 -0.0050  -0.0040  0.0040 0.0040 0.0000 0.0080
(-0.135)  (-0.973) (-0.780) (-0.254)  (-0.391) (-0.324) (-0.336) (-0.397)  (-0.011) (-0.710)

-0.223a  -0.188a -0.137a  -0.198a -0.150a -0.117a  -0.144a -0.123a  -0.153a -0.15l1a

MON (-7.194) (-6.506) (-5.351) (-7.950) (-6.726) (-5.694) (-6.667) (-6.243) (-7.544) (-7.308)
Tax 0.2190 0.1060 0.146c  0.1040 0.0140 0.0640 0.1010 0.0450 0.0560  -0.0630
(-1.427) (-1.086) (-1.668) (-1.003) (-0.167) (-0.849) (-1.134) (-0.669) (-0.726) (-0.768)

RCD) -0.007 -0.0170 -0.004 0.0070 0.0100 0.025¢ 0.0220 0.03b0 0.0160 0.0220

(-0.363) (-0.965) (-0.286) (-0.396) (-0.743) (-1.685) (-1.191) (-2.157) (-1.139) (-1.581)
Adji-R2  0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00

NOTE: "a,” "b" and "c" indicate statistical significance at the levels 1%, 5% and 10%,
respectively. BM1 denotes the lowest decile group of portfolios with the lowestboo&rket

ratio (i.e., growth stocks), while BM10 fgghest decile portfolios with the highest book to
market ratio (i.e., value stocks).
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BM10 BM9 BMS BM7 BM6 BMS5 BM4 BM3 BM2 BM1
< 0.094a  0.104a 0.092a 0.084a  0.078a 0.070a  0.072a 0.073a  0.088a 0.083a
(4.420)  (5.093) (5.379) (4.450) (4.545) (4.806)  (4.520) (5.611)  (6.580) (5.995)
SAD 0.000 -0.036c  -0.0180 -0.0090  -0.0220  -0.0070  -0.0040 -0.0050  -0.0050 -0.0030
(0.017)  (-1.783) (-1.26)  (-0.574) (-1.360) (-0.582) (-0.316)  (-0.477)  (-0.452) (-0.278)
FALL 0.042c  -0.0230 -0.0220 -0.0120 -0.0220 -0.0120  -0.0060 -0.0090  -0.0130 -0.0010
(1.666)  (-1.004) (-1.274) (-0.627) (-1.125) (-0.737) (-0.349)  (-0.613)  (-0.911) (-0.045)
MON -0.394a -0.374a -0.26la -0.346a -0.279a -0.226a  -0.273a -0.236a  -0.270a -0.283a
(-8.905)  (-9.138) (-7.008) (-9.449) (-8.371) (-7.795) (-8.717)  (-8.335)  (-9.355) (-9.710)
Tax 0.559a  0.338a  0.353a  0.283b  0.1620 0.198b  0.240b 0.143c  0.16lc  0.0180
(3.462)  (2.700)  (2.906)  (1.899)  (1.561) (2.054)  (2.074) (1.741)  (1.730) (0.158)
RC1) 0.0030  -0.0190 0.0130 0.027a 00140 0.065a  0.062a 0.069a  0.058a 0.056a
(0.119)  (-1.106) (0.814)  (1.151) (0.741) (3.565)  (2.858) (4.983)  (3.654) (3.843)
Ad-R®  0.01 0.0 0.00 0.00 0.00 0.00 O0.01( 0.01 ©0.01 0.01

Panel B: Subsample (1926:071973:12)

NOTE: "a,” "b" and "c"indicate statistical significance at the levels 1%, 5% and 10%,
respectively. BM1 denotes the lowest decile group of portfolios with the lowestboo&rket
ratio (i.e., growth stocks), while BM10 is highest decile portfolios with the highest beok to
maiket ratio (i.e., value stocks).

Panel C: Subsample (1974:012020:06)

BM10 BM9 BMS BM7 BM6 BMS5 BM4 BM3 BM2 BM1
o, 0.036c  0.046b  0.063a 0.029c 0.045a 0.058a  0.053a  0.046a 0.044a  0.044a
(1.727)  (2.411)  (3.646) (1.814) (3.197) (4.390) (3.780)  (3.478) (3.364)  (3.206)
sap  0056b  -0.040c  -0.0050 -0.0180 -0.008C -0.0020  -0.0080  -0.012( -0.0180  -0.0060
(-2.564)  (-1.779)  (-0.296) (-1.178) (-0.530 (-0.120)  (-0.565) (-0.941 (-1.367)  (-0.398)
FaLL  0057b  -0.0310  -0.0030 00000 00100 00060 00090 00110 -0.0020  0.0060
(-2.136)  (-1.125)  (-0.113) (0.005)  (0.598) (0.379)  (0.520)  (0.687) (-0.104)  (0.328)
Mon 00300  -0.085c  -0.080c -0.0530 -0.021( -0.074b  -0.050c  -0.053 -0.0150  -0.0250
(-0.616)  (-1.874)  (-2.027) (-1.533) (-0.671 (-2.310) (-1.501) (-1.740 (-0.490)  (-0.774)
Tax 0.447c  0273c 01760 0.1570 0.1560 0.1480  0.1110  0.0920 0.0790  0.0300
(1.705)  (1.912)  (0.981) (1.114) (1.009) (1.136) (0.732)  (0.757) (0.693)  (0.255)
RC1) -0.0120  -0.0130  -0.0210 -0.0210 0.0060 -0.0200  -0.0310  -0.012( -0.0280  -0.0140
(-0.480)  (-0.462)  (-0.798) (-0.915) (0.311) (-0.947) (-1.203)  (-0.560 (-1.306)  (-0.629)
Ad- 0.00 0.00 0.000.001 0.00 0.0 0.0 0.0 0.0
R? 00.

NOTE: "a,” "b" and '€" indicate statistical significance at the levels 1%, 5% and 10%,
respectively. BM1 denotes the lowest decile group of portfolios with the lowesttbooirket
ratio (i.e., growth stocks), while BM10 is highest decile portfolios with the highest beok to
market ratio (i.e., value stocks)
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Table A3: Ten SizRortfolios with the 9th highest B/M ratio

BM10

BM9

Panel A: Full sample (1926:072020:06)

BM8

BM7

BM6 BM5 BM4 BM3 BM2 BM1
co 0.071a  0.085a  0.072a  0.073a 0.062a  0.060a  0.056a  0.049a  0.048a  0.042a
(4.417)  (5508)  (5.295) (5.512) (4.899)  (5.614)  (5.322)  (4.897)  (4.837)  (4.236)
SAD -0.033c  -0.025c  -0.0070  -0.021¢ -0.0190  -0.022b  -0.016b  -0.016b  -0.022b  -0.018b
(-1.877)  (-1.759)  (-0.549)  (-1.778 (-1.632) (-2.202)  (-1.669)  (-1.861) (-2.441)  (-2.062)
FALL -0.0120  -0.0230  -0.0040  -0.020( -0.0150  -0.0110  -0.0070  -0.0010  -0.0080  0.0010
(-0.602) (-1.356) (-0.265)  (-1.380 (-1.067) (-0.831)  (-0.603)  (-0.060)  (-0.698)  (0.088)
MON -0.212a  -0.20la  -0.169a  -0.170: -0.155a  -0.145a  -0.112a  -0.121a -0.132a  -0.106a
(-6.497)  (-6.317) (-6.351) (-6.398 (-6.549) (-6.636) (-5.532)  (-6.079)  (-6.298)  (-4.999)
Tax 02730 01610  0.253b  0.290b 0.200b  0.202b  0.0510  0.0740  0.0350  0.0020
(2.166)  (1.286)  (2.332)  (2.561) (2.396)  (2.419)  (0.601)  (1.089)  (0.452)  (0.025)
RED -0.0180  -0.0030  -0.0040  -0.020( 0.0150  0.0070  0.043a  0.053a  0.064a  0.078a
(-1.310)  (-0.229)  (-0.192) (-1.107 (0.701)  (0.492)  (2.942)  (3.76)  (4.723)  (5.826)
Adj-R2 0003 0.00 0.00 0.0C 0.00 0.00 0.00 0.00 0.00 O0.00

NOTE: "a,” "b" and 'c" indicate statistical significance at the levels 1%, &f@ 10%,
respectively. BM1 denotes the lowest decile group of portfolios with the lowestboo&rket

ratio (i.e., growth stocks), while BM10 is highest decile portfolios with the highest beok to
market ratio (i.e., value stocks).

Panel B: Subsample (1926:071973:12)

BM10

BM9

BM8

BM7 BM6 BMS5 BM4 BM3 BM2 BM1
c 0.113a  0.129a  0.106a  0.100a 0.085a 0.076a  0.08la 0.067a  0.065a  0.066a
(4.594)  (4.991)  (4.628)  (4.570) (3.988)  (4.641) (5.121, (4.603) (4.674)  (5.103)
SAD -0.051b  -0.0190  -0.0070  -0.0230  -0.0190  -0.0210  -0.005( -0.0120  -0.018  -0.0150
(-2.189)  (-0.768)  (-0.335) (-1.227) (-0.992)  (-1.406) (-0.39¢ (-1.013) (-1.578)  (-1.374)
FALL -0.0280  -0.0230  -0.0160  -0.0340 -0.0290  -0.0150  -0.009( -0.0060  -0.0110  0.0000
(-1.026)  (-0.806) (-0.681) (-1.514) (-1.296) (-0.794) (-0.56% (-0.345) (-0.689)  (-0.012)
MON -0477a  -0.413a  -0.344a  -0.331a  -0.309a -0.274a  -0.232 -0.265a -0.284a  -0.258a
(-10.046) (-7.882) (-7.796) (-7.711) (-8.094) (-8.342) (-7.85¢ (-9.169) (-9.785)  (-9.408)
Tax 0.544a  0.39lc  050la 0538a 04l4a 0.334a 01280 0.169c  0.193b  0.0900
(3.337)  (1.852)  (2.882)  (2.785)  (3.340)  (2.897)  (1.046, (1.896)  (2.055)  (1.031)
RCL) -0.026c  -0.009 00020  -0.0270 0.0140  -0.0020 0.055a 0.083a  0.10la  0.113a
(-1.707)  (-0.528) (0.085)  (-1.206) (0.507)  (-0.119) (3.134 (4.792)  (5.756)  (7.907)
Ad-R®  0.01 0.00 0.00 0.00 0.00 0.00 0.0C 0.01 0.01 0.02

NOTE: "a," "b" and '€" indicate statistical significance at the levels 1%, 5% and 10%,
respectively. BM1 denoteke lowest decile group gbrtfolios with the lowest boeto-market

ratio (i.e., growth stocks), while BM10 is highest decile portfolios with the highest beok to
market ratio (i.e., value stocks).
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Panel C: Subsample (1974: 2020:06)

BM10 BM9 BMS8 BM7 BM6 BMS5 BM4 BM3 BM2 BM1
c 0.060a  0.064a  0.052a  0.054a  0.049a  0.054a  0.05la 0.056a  0.056a  0.052a
(2.700)  (4.147)  (3.775) (3.879)  (3.817)  (3.978)  (3.733) (4.247)  (4.047)  (3.395)
sap 00110  -0.030b -0.0120 -0.024c  -0.025b  -0.030b  -0.029t -0.028b  -0.031b  -0.033b
(-0.429)  (-2.001) (-0.881) (-1.74)  (-1.971) (-2.297)  (-2.089 (-2.156)  (-2.256)  (-2.136)
FALL -0.0040  -0.0300  -0.0010  -0.0140  -0.0140  -0.0200  -0.014( -0.0090  -0.0190  -0.0170

(-0.141)  (-1.600)  (-0.070) (-0.865)  (-0.934) (-1.161) (-0.826 (-0.566) (-1.078)  (-0.892)
von  0-l18b  -0.121a  -0075b  -0.064b  -0.057c  -0.073b -0.101¢ -0.113a -0.1l4a  -0.140a
(-2.447)  (-3.636)  (-2.429) (-2.041) (-1.921) (-2.374) (-3.347 (-3.770) (-3.571) (-4.112)

Tax 0.469a  0.1510 01080  0.1480  0.0480  0.0980  0.233c 0.0640  -0.0050  -0.0010
(2595)  (0.978)  (0.718)  (1.110)  (0.352)  (0.660)  (1.866) (0.565)  (-0.038)  (-0.009)
Repy 00070 00160  -00160 00000 00180  0.0230 0.030 00160  0.0280  0.052a

(-0.318) (0.738)  (-0.531) (0.007)  (0.735)  (0.966)  (1.227) (0.712)  (L.477)  (2.647)
Ad-RZ® 0.00 0.00 0.00 0.00 0.00 0.000.00 0.00 0.00 0.00

NOTE: "a,” "b" and 't" indicate statistical significance at the levels 1%, 5% and 10%,
respectively. BM1 denotes the lowest decile group of portfolios with the Itnwekto-market
ratio (i.e., growth stocks), while BM10 is highest decile portfolios with the highest beok to
market ratio (i.e., value stocks).

Table A4: Ten Size Portfolios with the 8th highest B/M ratio
Panel A: Full sample (1926:072020:06)

BM10 BM9 BM8 BM7 BM6 BM5 BM4 BM3 BM2 BM1

G 0.078a 0.072a 0.059a 0.065a 0.053a 0.061a 0.046a 0.054a 0.046a 0.048a
(4.961)  (5.192)  (4.456) (5.354)  (4.694) (5.702)  (4.521) (5.214)  (4.625)  (4.437)

SAD -0.035b  -0.035a  -0.021c -0.022b  -0.029a  -0.020b  -0.026a  -0.018c -0.021b  -0.018c
(-2.246)  (-2.779)  (-1.757)  (-2.004)  (-2.892)  (-2.121) (-2.941) (-1.959) (-2.305) (-1.881)

FALL -0.0160  -0.0250  -0.0040  -0.0170 -0.0150 -0.0110  -0.0110 -0.0050  -0.0030  -0.0020
(-0.805) (-1.610) (-0.294)  (-1.257)  (-1.184) (-0.971) (-0.950)  (-0.408)  (-0.275)  (-0.169)

MON -0.255a -0.190a -0.125a -0.164a -0.156a -0.126a -0.120a -0.125a -0.118a -0.114a

(-7.877)  (-6.613) (-4.895)  (-7.177) (-7.143) (-5.888) (-5.674) (-5.954) (-5.678) (-4.919)
0.230c 01640 0259  0.175b  0.1580c 0.164b  0.1010  0.0940  0.0200  0.0240
(1.789)  (1.530)  (2.510)  (2.163)  (1.934)  (2.145)  (1.230)  (1.042)  (0.268)  (0.278)
0.0100  0.0120 00010  0.0190  0.0540a 0.048a  0.08la  0063a  008la  0.079a

0.717)  (0.916)  (0.061)  (1.488)  (3.436)  (3.003)  (6.044)  (4.417)  (6.255)  (6.903)
Ad-R®  0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 O0.00

Tax
R(-1)
NOTE: "a," "b" and 'c" indicate statistical significance at the levels 1%, 5% and 10%,
respectively. BM1 denotes the lowest decile group of portfolios with the Itnwekto-market

ratio (i.e., growth stocks), while BM10 is highest decile portfolios with the highest beok to
market ratio (i.e., value stocks).
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BM10

BM9

Panel B: Subsamplg1926:071973:12)

BMS8 BM7 BM6 BM5 BM4 BM3 BM2 BM1

o 0115a  0.102a  0.085a  0.093a 0082a 0.084a 0.066a 0075a 0.065a 0.077a
(4792)  (4526)  (3.950)  (4.809) (4.742)  (5.221)  (4.516)  (4.902)  (4.842) (5.386)

SAD -0.038c  -0.038c  -0.0280  -0.0190 -0.036b  -0.0130  -0.023c  -0.0140  -0.016( -0.0100
(-1.678)  (-1.957)  (-1.575) (-1.127) (-2.529) (-1.007)  (-1.887) (-1.122) (-1.404 (-0.875)

FALL -0.0230 -0.0350  -0.0220  -0.0290  -0.034c  -0.0130  -0.0180 -0.0120  -0.006( -0.0010
(-0.754)  (-1.451) (-0.976) (-1.427) (-1.843) (-0.759) (-1.158) (-0.732) (-0.338 (-0.080)

MON -0526a  -0.373a  -0.285a  -0.320a  -0.306a  -0.263a  -0.253a  -0.262a  -0.264: -0.287a
(-10.664) (-8.131) (-6.912) (-8.868) (-9.462) (-8.450) (-8.075) (-8.521) (-9.003 (-9.280)

Tax 0.625a  0458a  0486a  0.324a  0285a  0.352a  0.290a  0.298b  0.163c 0.166¢C
(3.807)  (2.811)  (3.091)  (2.680)  (2.606)  (3.490)  (2.956)  (2.394)  (1.956) (1.808)

REL) 0.0050 00180  0.0030 00110 0063a 00450  0.099a  0.066a  0.103a 0.090a
(0.283)  (1.159)  (0.164)  (0.653)  (3.184)  (2.115)  (6.064)  (3.245)  (6.461) (5.643)
Adj-R? 0.01 0.00 0.00 0.00 0.01 0.00 0.01 ©0.01 0.01 0.01

NOTE: "a," "b" and 't" indicate statistical significance at the levels 1%, 5% and 10%,
respectively. BM1 denotes the lowest decile group of portfolios with the lowestboo&rket

ratio (i.e., growth stocks), while BM10 is highest degortfolios with the highest book-to
market ratio (i.e., value stocks).

Panel C: Subsample (1974:122020:06)

BM10 BM9 BMS BM7 BM6 BMS5 BM4 BM3 BM2 BM1
Gy 0.074a  0.062a  0058a  0.050a  0.03%a 0.063a 0050a 0060a 0.054a  0.068a
(3.826)  (3.940) 3.9300  (3.655)  (2.765)  (4.534)  (3.726)  (4.479)  (3.858)  (4.146)
SAD -0.0310  -0.027c  -0.0190 -0.031b  -0.029b  -0.027b  -0.029b  -0.024b  -0.028b  -0.036b
(-1.473)  (-1.673) -1.2520 (-2.332)  (-2.059) (-1.986) (-2.185) (-1.777) (-1.966) (-2.177)
FALL -0.0260 -0.0170  -0.0020 -0.015  -0.0070  -0.0160  -0.0080  -0.0040  -0.0090  -0.0200
(-0.985)  (-0.907) -0.1150 (-0.910) (-0.426) (-0.974) (-0.460) (-0.263) (-0.501)  (-0.917)
MON -0.171a  -0.105a  -0.096a  -0.092a  -0.096a -0.117a -0.119a -0.135a -0.123a  -0.206a
(-3.427) (-3.081) -3.0680 (-3.025) (-3.057) (-3.954) (-4.087) (-4.406) (-3.965) (-5.578)
Tax 0.2990 0.258c  0.1750  0.156 0.0700  0.1700 0.1250  0.0790  0.1000  0.0130
(1512)  (1.690) 1.2660  (0.930)  (0.498)  (1.288)  (0.994)  (0.629)  (0.856)  (0.094)

RED) 0.0200  0.0020  -0.0010 0.038c  0.042c  0054b 0058a 006la  0.059a  0.072a
(0.791)  (0.064)  -0.0350  (1.908)  (1.652)  (2.324) (2.756) (3.152)  (3.108)  (4.473)
Ad-R® 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00

NOTE: "a," "b" and 't" indicate statisticasignificance at the levels 1%, 5% and 10%, respectively. BM1 denotes the lowest decile group of

portfolios with the lowest boeto-market ratio (i.e., growth stocks), while BM10 is highest decile portfolios with the highest bowcket
ratio (i.e., vale stocks).
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Table A5: Ten Size Portfolios with the 7th highest B/M ratio
Panel A: Full sample (1926:072020:06)

BM10 BM9 BMS8 BM7 BM6 BM5 BM4 BM3 BM2 BM1
c 0.083a  0.079a  0063a 0.065a 0.048a  0.050a  0.05la  0.044a  0.050a  0.047a
(4.407)  (4392) (4.917) (4.721) (4.144) (4535) (4.859)  (4.325) (4.659)  (4.033)
SAD -0.056a  -0.0220 -0.029b  -0.027b  -0.032a  -0.028a  -0.023b  -0.027a  -0.020b  -0.023b
(-3.322) (-1.448) (-2.519) (-2.314) (-3.003) (-2.916) (-2.363) (-2.954) (-2.134)  (-2.203)
FALL -0.056a  -0.0180 -0.0130 -0.0170 -0.0190 -0.023b  -0.0120  -0.0190  -0.0080  -0.0040
(2.820) (-0.975) (-0.951) (-1.226)  (-1.424) (-1.929) (-1.059) (-1.603) (-0.695)  (-0.318)
MON -0.241a  -0.173a  -0.176a -0.148a -0.136a -0.120a -0.124a -0.118a -0.127a  -0.107a

(-6.597) (-5.156) (-7.030) (-5.951) (-6.127) (-5.387) (-5.975) (-5.928) (-5.688) (-4.513)
01670  0.270c 02650  0.260a  0.145¢c  0.1120  0.0860  0.1130  0.1060  0.0480
(1.123)  (1.725)  (2.544) (2.639)  (1.938)  (1.464)  (1.044)  (1.455) (1.394)  (0.471)
00130  -0.0200 0.055a 0.0260 0.065a 0.069a  0.089a 0.067a 0.078a  0.082a

(0.926)  (-0.860) (4.550) (1.312)  (4.083) (4.862) (6.183) (3.674) (5.601)  (6.661)
AdRZ 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00

Tax

R(-1)

NOTE: "a," "b" and 'C" indicate statisticakignificance at the levels 1%, 5% and 10%,
respectively. BM1 denotes the lowest decile group of portfolios with the lowestboo&rket
ratio (i.e., growth stocks), while BM10 is highest decile portfolios with the highest beok to
market ratio (i.e., vaki stocks).

Panel B: Subsample (1926:071973:12)

BM10 BM9 BMS BM7 BM6 BM5 BM4 BM3 BM2 BM1
Gy 0139a  0.115a  0.093a  0.088a 0.070a 0076a  0.080a 0059a 0.068a  0.073a
(4.378)  (3.752)  (4570) (3.911) (3.934) (4.562) (5.185)  (3.933)  (4.362)  (4.495)
SAD -0.051c  -0.0190  -0.0220  -0.025( -0.029¢  -0.0220  -0.0130  -0.0190  -0.0150  -0.0160
(-1.860)  (-0.768)  (-1.218)  (-1.39¢ (-1.915)  (-1.577) (-1.028)  (-1.544) (-1.186) (-1.142)
FALL -0.070b  -0.0240  -0.0140  -0.022( -0.0250  -0.0260 -0.0180  -0.0190  -0.006  -0.0020
(-2.176)  (-0.785)  (-0.624)  (-1.045 (-1.351) (-1.516) (-1.142) (-1.095) (-0.407)  (-0.081)
MON -0468a -0.366a -0.338a  -0.307: -0.297a  -0.265a -0.277a  -0.247a  -0.280a  -0.279a

(-7.599)  (-6.329) (-8.520) (-7.63€ (-8.943) (-7.908)  (-9.264)  (-8.475) (-8.507) (-8.376)
0.605a  0.626a  0560a  0.50la 0.290a  0.280a  0.278a  0.230b  0.193b  0.250c
(2.742)  (2.268)  (3.581)  (3.236) (2.729)  (2.841)  (2.785)  (2.317)  (2.133)  (1.914)
0.0080  -0.034a 0.064a  0.0190 0.087a  0.078a  0.103a  0.069a  0.09la  0.072a

(0.409)  (-1.248) (4.335)  (0.744) (4.876) (4.418) (6.583)  (2.580)  (5.244)  (4.272)
Ad-RZ  0.00 0.00 0.01 0.0C 0.01 0.01 0.01 ©0.01 0.01 0.01

Tax
R(-1)
NOTE: "a," "b" and 'c" indicate statistical significance at the levels 1%, 5% and 10%,
respectively. BM1 denotes thmvest decile group of portfolios with the lowest beiokmarket

ratio (i.e., growth stocks), while BM10 is highest decile portfolios with the highest beok to
market ratio (i.e., value stocks).
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Panel C: Subsample (1974:12020:06)

BM10 BM9 BMS BM7 BM6 BM5 BM4 BM3 BM2 BM1
o 0.068a  0.066a  0.050a  0.06la 0.055a 0.060a 0.048a  0.056a  0.066a  0.069a
(4.146)  (4.236)  (3.575)  (4.293) (3.894)  (4.306)  (3.497)  (4.294)  (4.720)  (4.393)
SAD -0.036b  -0.0210  -0.040a  -0.0291 -0.039a  -0.034a  -0.034b  -0.042a  -0.036b  -0.038b
(-2.177)  (-1.389)  (-2.851) (-2.213 (-2.791) (-2.606)  (-2.453) (-3.107) (-2.521) (-2.393)
FALL -0.0200 -0.0180  -0.0270  -0.018( -0.0240  -0.028c  -0.0130  -0.033¢c  -0.0270  -0.0240
(-0.917)  (-0.959) (-1.597) (-1.100 (-1.381) (-1.661) (-0.746) (-1.887) (-1.488) (-1.183)
MON -0.206a  -0.120a  -0.11l1a  -0.102¢ -0.123a  -0.159a -0.115a -0.132a  -0.164a  -0.203a
(-5.578)  (-3.549) (-3.637) (-3.315 (-3.930) (-5.167) (-3.766) (-4.579) (-5.344) (-5.784)
Tax 00130  0323b 02070 02170 01330 02150  0.1420  0.0490  0.0440  -0.0480
(0.094)  (2.012)  (1.356)  (1.471) (0.960)  (1.406)  (1.020)  (0.406)  (0.344)  (-0.369)
RED) 0.072a  0.039%  0.038c  0.043c 00320 00570 0.072a 0066a 0.062a  0.095a
(4.473)  (2.004)  (1.829)  (1.765) (1.157)  (2.483)  (2.895)  (2.975)  (2.906)  (5.284)
Ad-R®  0.00 0.00 0.00 0.0C 0.00 0.00 0.00 0.00 0.00 O0.01

NOTE: "a," "b" and 'c" indicate statistical significance at the levels 1%, 5% and 10%,
respectively. BM1 denotes the lowest decile group of portfolios with the Itnekto-market
ratio (i.e., growth stocks), while BM10 is highest decile portfolios with the highest beok to
market ratio (i.e., value stocks).

Table A6: Ten Size Portfolios with the 6th highest B/M ratio
Panel A: Full sample (1926:072020:06)

BM10 BM9 BMS BM7 BM6 BMS BM4 BM3 BM2 BM1
c 0.083a  0.069a  0.062a 0.055a  0.050a  0.052a  0.054a  0.045a 0.047a  0.027b
(4598)  (4516)  (4.918) (4.801)  (4.592)  (4.368)  (4.992)  (3.885) (3.815) (2.067)
sap  0060a  -0031b  -0.028b -0.028a -0.030a -0.03la -0.033a -0.037a -0.023t -0.041a
(-3.364)  (-2.307)  (-2.445) (-2.594) (-2.995) (-2.848) (-3.184)  (-3.548) (-2.196  (-2.963)
FALL -0.048b  -0.0220  -0.0220 -0.0120 -0.020c  -0.0180  -0.022c  -0.0180 -0.012(  -0.0260
(-2.275)  (-1.424)  (-1.530) (-0.911) (-1.667) (-1.383) (-1.772)  (-1.416) (-0.911 (-1.575)
mon 01842  -0168a  -0.145a -0.102a -0.112a -0.0%a -0139a  -0.103a -0.100: -0.085a
(-5.021)  (-6.333)  (-5.646) (-4.483) (5.115) (-3.298) (-6.297) (-4.712) (-4.307 (-3.143)
Tax 0.302b  0.295a  0.247b 0217b  0.157c  0.145c  0.0580  0.0730 0.208b  0.0800
(2.181)  (2.794)  (2.508) (2.373)  (1.835)  (1.829)  (0.727)  (0.821) (2.381) (0.779)
RED) -0.0200 00150  0.064a 0.037c  0.055a  0.0070  0.087a  0.045a 0.035¢c  0.042a
(-1.533)  (1.040)  (3.813) (1.929) (3.332)  (0.146)  (5.995)  (2.691) (1.702) (2.751)
/;c;j- 0.00 0.00 0.00 0.00 0.00 0.0 0.01 0.00:{0.0C 0.00

NOTE: "a," "b" and 'c" indicate statistical significance at the levels 1%, 5% and 10%,
respectively. BM1 denotes the lowest decile group of portfolios with the lowestboo&rket
ratio (i.e., growth stocks), while BM10 is highest decile portfolios with the highest beok to
market ratio (i.e., value stocks).
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Panel B: Subsample (1926:01973:12)

BM10 BM9 BMS BM7 BM6 BM5 BM4 BM3 BM2 BM1

. 0.122a  0.098a  0.094a  0076a  0.069a 0078a  0.082a 0.067a  0.066a 0.053a
(4.129)  (3.886)  (4.753)  (4.276)  (4.268)  (4.145)  (5.002)  (3.881)  (3.565) (2.735)

SAD -0.063b  -0.0210  -0.030c  -0.0250  -0.032b  -0.0220  -0.032b  -0.031b  -0.016( -0.037c
(2.182)  (-0.995)  (-1.740)  (-1.562) (-2.180)  (-1.406)  (-2.139)  (-2.113) (-1.136 (-1.800)

FALL -0.068b  -0.0330 -0.036  -0.0170 -0.031c  -0.0150 -0.0280  -0.0260  -0.010( -0.0350
(-1.966)  (-1.371) (-1.634) (-0.815) (-1.839) (-0.812) (-1.540) (-1.444) (-0.566 (-1.416)

MON -0.389a  -0.313a  -0.330a  -0.230a  -0.240a  -0.227a  -0.315a  -0.247a  -0.236: -0.245a
(-6.403)  (-7.528) (-8.192) (-6.480) (-7.165) (-4.476) (-9.541) (-7.584) (-6.847 (-5.988)

Tax 0.494b  0600a  0465a  0486a  0.357a  0.319a  0.202c  0.264b  0.42la 0.328b
(2.369)  (3.820)  (3.031)  (3.408)  (3.123)  (2.895)  (1.830)  (2.202)  (3.640) (2.543)

RC1) -0.0270  0.0180  0.090a  0.0350  0.084a  -0.0010 0.1090  0.039c  0.0200 0.0060

(-1.603)  (1.125)  (5.180)  (1.360)  (4.987)  (-0.020) (8.055)  (1.711)  (0.684) (0.256)
Ad-RZ 0.00 0.00 0.01 0.00 0.01 0.00 0.02 0.00 0.0C 0.00

NOTE: "a," "b" and 'c" indicate statistical significance at the levels 1%, 5% and 10%,
respectively. BM1 denotes the lowest decile group of portfolios with the lowestboo&rket

ratio (i.e., growth stocks), while BM10 is highest decile portfolios with the highest beok to
market ratio (i.e., value stocks).

Panel C: Subsample (1974:02020:06)

BM10 BM9 BM8 BM7 BM6 BM5 BM4 BM3 BM2 BM1
G 0.077a 0.059a 0.057a 0.062a 0.054a 0.052a 0.061a 0.059a 0.064a 0.059a
(3.920) (3.767) (3.888) (4.574) (3.921) (3.867) (4.522) (4.100) (4.211) (3.548)
SAD -0.064a -0.044a  -0.033b  -0.036a  -0.030b  -0.043a  -0.037a  -0.049a  -0.039b  -0.049a
(-3.268) (-2.735)  (-2.264)  (-2.608)  (-2.126)  (-3.113) (-2.710) (-3.282)  (-2.547)  (-2.803)
FALL -0.056b -0.0230  -0.0190 -0.0230 -0.0140 -0.034b  -0.027 -0.0230  -0.0310  -0.0290
(-2.287) (-1.157)  (-1.052)  (-1.364)  (-0.861)  (-2.004)  (-1.635)  (-1.27) (-1.601)  (-1.263)
MON -0.160a -0.126a -0.113a -0.124a -0.107a -0.107a -0.145a -0.157a -0.160a -0.240a
(-3.984) (-3.880) (-4.033)  (-4.245) (-3.676) (-3.768)  (-5.214)  (-5.059)  (-4.940) (-6.525)
Tax 0.360b 0.266¢ 0.0960 0.1080 0.1610 0.1550 0.0890 0.0200 0.0770 -0.0150
(2.005) (1.789) (0.865) (0.843) (1.311) (1.169) (0.706) (0.144) (0.586) (-0.096)
RC1) 0.0000  0.0110 0.0100 0.0440 0.0130 0.0260 0.055¢ 0.054b 0.057b 0.097a
(-0.026) (0.355) (1.091) (1.537) (0.446) (0.875) (1.958) (2.366) (2.198) (5.596)
/;cgj— 0.00: 0.00 O0O.00 O0O.00 O0O.00 O0O.00 O0O.00 O.00 O0.00 ©O0.01

NOTE: "a,” "b" and '€" indicate statistical significance at the levels 1%, 5% and 10%,
respectively. BM1 denotes the lowest decile group of portfolios with the lowestboo&rket

ratio (i.e., growth stocks), while BM10 is highest decile portfolios with the highest beok to
market ratio (i.e., value stocks).

299



89" International ScientificConferenceon Economicand SocialDevelopmentc
"Economical Agriculturaland LegalFrameworksof SustainableDevelopment"¢ NoviSad4-5 November,2022

Table A7: Ten SiZRortfolios with the 5th highest B/M ratio
Panel A: Full sample (1926:02020:06)

BM10 BM9 BMS8 BM7 BM6 BM5 BM4 BM3 BM2 BM1
c 0.072a  0.073a  0.059a  0.059a 0.060a  0.056a  0.065a  0.049a  0.05la  0.035b
(3535)  (4.843)  (4.853)  (4.926) (5.255) (4.762)  (5.388)  (4.163)  (4.106)  (2.315)
SAD -0.034c  -0.038a -0.033a -0.033a  -0.03la  -0.02c -0.029a  -0.028a  -0.03la  -0.023c
(-1.870)  (-2.853)  (-3.048)  (-3.223)  (-2.797) (-1.891) (-2.713) (-2.727) (-2.766)  (-1.649)
FALL 0033  -0.033c -0.035a -0.025c -0.027b  -0.0130  -0.0150  -0.0170  -0.0150  -0.0020
(-1.541)  (-1.942) (-2.650) (-1.927) (-2.016) (-1.046) (-1.166) (-1.257) (-1.122)  (-0.136)
MON -0.179a  -0.165a  -0.118a -0.140a  -0.128a  -0.125a  -0.135a  -0.123a  -0.14la  -0.089a

(-4.187)  (-5.865) (-4.925) (-5.992) (-5.424) (-5.667) (-5.775) (-5.425) (-5.742)  (-3.045)

Tax 0.525a  0.32la  0.254a  0.357a  0.198b  0.240a  0.239a  0.240a  0.195c  0.1960
(3.000)  (2.663)  (2.996) (3.953)  (2.183)  (2.600)  (2.648)  (2.606)  (1.826)  (1.414)

RCD) -0.0090  -0.0050 0.03%  0.047b 00180  0.043a  0059a  0.046a  0.057a  0.0020
(-0.377) (-0.288) (2.221)  (2.104)  (1.156)  (2.653)  (4.081)  (3.177)  (3.643)  (0.084)

dej- 0.00 0.00 0003 0005 0.00 0.00 0.00 0.00 0.00 0.00

NOTE: "a,” "b" and "c" indicate statistical significance at the levels 1%, 5% 186846,
respectively. BM1 denotes the lowest decile group of portfolios with the lowestboo&rket
ratio (i.e., growth stocks), while BM10 is highest decile portfolios with the highest beok to
market ratio (i.e., value stocks).

Panel B: Subsample (1926101973:12)

BM10 BM9 BMS8 BM7 BM6 BM5 BM4 BM3 BM2 BM1
Gy 0.114a 0.102a 0.082a 0077a 0.074a 0.078a  0.094a 0.069a 008la  0.073a
(3.292) (4.090)  4.3420  (4.248)  (4.165)  (4.382) 52440  (4.031) (4.391)  (3.131)
SAD -0.0330 -0.042b  -0.03lc  -0.030b  -0.040b  -0.0180 -0.0200 -0.025¢  -0.0210  -0.0080
(-1.149) (-2.042) -1.9530  (-2.084) (-2.385) (-1.217) -1.3270  (-1.702)  (-1.354)  (-0.368)
FALL -0.062c -0.052c  -0.050b  -0.0290 -0.036c  -0.0180  -0.0220  -0.0190  -0.0070  0.0020
(-1.851) (-1.951) -2.5670  (-1.529) (-1.828) (-1.023) -1.1270  (-0.969) (-0.393)  0.0600
MON -0.392a -0.335a  -0.26la  -0.313a  -0.284a  -0.28la  -0.305a  -0.285a  -0.326a  -0.268a

(5.337) (-7.270) -6.9470  (-8.823) (-7.582) (-8.408) -8.7270  (-8.585)  (-9.101)  (-5.933)
1.017a 0648a  048la  0684a  0353b  0.490a 0.473a  0542a  0423a  0.475a
(3.425) (3.293)  3.9360  (5.318)  (2571)  (3.705) 3.5840  (4.282)  (2.864)  (2.723)
-0.0210 -0.0140 0.057a  0.073b  0.030c  0.057a  0.070a  0.054a  0.064a  -0.045a

(-0.730) (-0.636)  2.7200  (2.342)  (1.686)  (3.130)  4.1650 (3.160)  (3.174)  (-5.126)
Ad-RZ 0.00 ©0.00 0.00 0.01 0.00 0.01 0.01 0.01 0.01 0.0

Tax
R(-1)
NOTE: "a,” "b" and 'c" indicate statistical significance at the levels 1%, 5% and 10%,
respectively. BM1 denotes the lowest decile group of portfolios witlotest bookto-market

ratio (i.e., growth stocks), while BM10 is highest decile portfolios with the highest beok to
market ratio (i.e., value stocks).
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Panel C: Subsample (1974:02020:06)

BM10 BM9 BMS BM7 BM6 BM5 BM4 BM3 BM2 BM1
o 0.072a  0.069a  0.059a 0.067a 0.077a 0.062a 0066a 0.064a 0.065a  0.057a
(3.747)  (4519)  (4.003) (4.685) (5.552)  (4.230)  (4.510) (4.348)  (4.206)  (3.331)
SAD -0.0290  -0.033b  -0.04la -0.044a -0.026c -0.029c  -0.046a -0.038b  -0.049a  -0.043b

(-1.463)  (-2.161)  (-2.852) (-3.148) (-1.885) (-1.942) (-3.030) (-2.499) -3.0150  (-2.347)
-0.0110  -0.0210  -0.0310 -0.034b  -0.030c  -0.0220 -0.0260  -0.0300  -0.042b  -0.0230

(-0.449)  (-1.073)  (-1.744) (-2.015) (-1.800) (-1.204) (-1.371) (-1.547) -2.0700  (-0.986)

MON -0.183a  -0.132a  -0.098a -0.106a -0.126a  -0.120a  -0.133a  -0.151a -0.186a -0.238a

(-4.573)  (-4.008) (-3.216) (-3.604) (-4.508) (-4.217) (-4.251) (-4.854) -55510 (-6.468)
0.373b  0230b 01720 0.0530 01590 01280  0.1350  0.0440  0.0850  0.0850

FALL

Tax
(2.143) (1.548) (1.388) (0.370) (1.142) (0.926) (1.006) (0.316) 0.6140 (0.591)
R(-1) 0.0330 0.021b 0.0070 0.0030 -0.0020 0.0240 0.045c 0.0370 0.051b 0.090a
(1.485) (0.801) (0.249) (0.126) (-0.074) (0.824) (1.809) (1.540) 2.1440 (5.152)
Adj- 0.00 0.00 0.00 O0O.00 O.00 O0O.00 0O.000.004 0.00 0.012
RZ

NOTE: "a,” "b" and "c" indicate statistical significance at the levels 1%, 5% and 10%,
respectively. BM1 denotes the lowest decile group of portfolios with the lowestboo&rket

ratio (i.e., growth stocks), while BM10 fgghest decile portfolios with the highest book to
market ratio (i.e., value stocks).

Table A8: Ten Size Portfolios with the 4th highest B/M ratio
Panel A: Full sample (1926:072020:06)

BM10 BM9 BM8 BM7 BM6 BMS BM4 BM3 BM2 BM1
G 0.057a 0.08la 0.056a 0.064a 0.06la 0.055a 0.054a 0.054a 0.057a 0.033c
(2.674)  (5.784) (4.364) (5.060) (5.021)  (4.094)  (4.178)  (4.123)  (3.765) (1.914)
SAD -0.069a  -0.036: -0.032: -0.029t -0.026b  -0.034a  -0.035a  -0.027b  -0.033t -0.025c
(-3.372) (-2.68) (-2.820 (-2.653 (-2.309)  (-2.836)  (-3.102)  (-2.331) (-2.422 (-1.676)
FALL -0.079a  -0.043: -0.023¢ -0.022( -0.023c -0.027¢ -0.028b  -0.0150  -0.023( 0.0020
(-3.302) (-2.681 (-1.679 (-1.643 (-1.711) (-1.893) (-2.035) (-1.047) (-1.418 (0.125)
MON -0.097b -0.154¢ -0.132¢ -0.137¢ -0.126a -0.116a -0.115a -0.118a -0.137¢  -0.071c

(-2572) (-5.687 (-5.333 (-5.788 (-5.184) (-4.547) (-4.894) (-4.95)  (-4.477 (-1.956)
0.273b  0.383a 0.342a 0.368a 0200b  0.191c  0.19%  0226a  0.240b 0.315a

e (2.198)  (3.394) (3.200) (3.566) (2.355)  (1.879)  (2.226)  (2.712)  (2.305) (2.598)

- -0.0740  0.042a 0.049a 0.0190 0044a  0.0150  0.030b  0.0020  -0.004( -0.087a
(-2.835)  (2.869) (2.983) (0.777) (2.601)  (0.892)  (2.020)  (0.104)  (-0.071 (-3.618)

Adj-R? 0.00 0.0C0.0CO0.0C 0.00 0.00 0.00 0.00 0.0C 0.00

NOTE: "a,” "b" and 'c" indicate statistical significance at the levels 1%, 5% and 10%,
respectively. BM1 denotes the lowest decile group of portfolios with the lowesttbooirket
ratio (i.e., growth stocks), while BM10 is highest decile portfolios whth highest book to
market ratio (i.e., value stocks).
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Panel B: Subsample (1926:01973:12)

BM10 BM9 BMS BM7 BM6 BMS5 BM4 BM3 BM2 BM1
e 0.081a  0.113a 0.079a 0.09la 0.085a 008la  0.075a 0.086a 0.093a  0.061b
(4391)  (5.148) (4.022) (4.661) (4.462)  (3.793)  (3.842) 4.2450 (3.744)  (2.135)
SAD -0.0210  -0.040c -0.028c -0.0280 -0.03lc  -0.033c  -0.032c -0.0180 -0.0280  -0.0150
(-1.354)  (-1.916) (-1.699) (-1.488) (-1.864) (-1.831)  (-1.943) -1.0510 (-1.336) (-0.641)
FALL -0.0070  -0.072a -0.0330 -0.0310 -0.043b  -0.038c  -0.039c -0.0140 -0.0310 0.0130
(-0.393)  (-2.903) (-1.631) (-1.357) (-2.125) (-1.762)  (-1.947) -0.6480 (-1.264) (0.447)
MON -0.326a  -0.319a -0.291a -0.314a -0.273a  -0.278a  -0.253a -0.287a -0.31la -0.227a

(-9.101)  (-7.416) (-7.663) (-8.318) (-7.103) (-6.803) (-7.042) -8.0230 (-6.010) (-3.600)
0.423a  0.727a 0.712a 0.757a  0.383a  0.428a  0.455a 0.468a 052la  0.63%

T (2.864) (4.002) (4.493) (5.179) (3.164) (2.666) (3.584) 4.2830 (3.290) (4.179)
R(-1) 0.064a 0.055a 0.078a 0.035a 0.068a 0.0170 0.045b  -0.0210 -0.0270 -0.144a
(3.174) (3.237) (4.607) (3.972)  (3.451) (0.858) (2.577) -0.694 (-0.389) (-5.166)
0.0:0.00.00.00.00.0t0.00.00.00.0
Adj- 7
RZ

NOTE: "a,” "b" and 'c" indicate statistical significance at the levels 1%, &f@ 10%,
respectively. BM1 denotes the lowest decile group of portfolios with the lowestboo&rket
ratio (i.e., growth stocks), while BM10 is highest decile portfolios with the highest beok to
market ratio (i.e., value stocks).

Panel C: Subsample (1974:02020:06)
BM10 BM9 BM8 BM7 BM6 BMS5 BM4 BM3 BM2 BM1

0.050b 0.071a 0.062a  0.068a 0.062a 0.060a 0.069a 0.064a  0.057a 0.068a

“ (2538)  (4.597) (4.152) (4.688) (4.462)  (4.217)  (4.458) (4.288)  (3.592) (4.016)
SAD -0.051b  -0.037b -0.042a -0.033b  -0.0220 -0.034b  -0.040a  -0.040a -0.046a  -0.040b
(2.443)  (-2.424) (-2.784) (-2.332) (-1.554) (-2.399) (-2.692)  (-2.638) (-2.886)  (-2.262)
FALL -0.058b  -0.0260 -0.0290 -0.0230 -0.0100 -0.0210  -0.0270  -0.0250 -0.035¢  -0.0250
(2.227)  (-1.374 (-1.541) (-1.295) (-0.573) (-1.203)  (-1.434)  (-1.296) (-1.711)  (-1.100)
MON -0.151a  -0.115a -0.126a -0.119a -0.108a -0.124a -0.167a  -0.18a -0.169a  -0.263a
(-3.521)  (-3.545) (-4.027) (-4.195) (-3.841) (-4.288) (-5.384)  (-5.824) (-5.156)  (-7.384)
Tax 0.4180 02260 0.1360 0.1890 0.1530  0.1340  0.1430 0.0970  0.0370 0.0930
(2.440)  (1.538) (0.978) (1.429) (1.151)  (0.940)  (0.995) (0.680)  (0.255) (0.688)
R 0.040c  0.0120 -0.0040 -0.0140 -0.0030 0.0110  0.0080 0.047a  0.072a 0.090a
(1.663)  (0.477) (-0.136) (-0.524) (-0.096) (0.437)  (0.307) (1.974)  (3.489) (4.010)
éAzdj— 0.00 0.0 0.00 0.00 0.00 0.00 ©0.00 O0.0 0.00 O0.01

NOTE: "a,” "b" and "c" indicate statistical significance at the levels 1%, 5% and 10%,
respectively. BM1 denotes the lowest decile groupootfolios with the lowest boeto-market

ratio (i.e., growth stocks), while BM10 is highest decile portfolios with the highest beok to
market ratio (i.e., value stocks).

302



89" International ScientificConferenceon Economicand SocialDevelopmentc
"Economical Agriculturaland LegalFrameworksof SustainableDevelopment"¢ NoviSad4-5 November,2022

Table A9: Ten Size Portfolios with the 3th highest B/M ratio
Panel A: Full sample (1926:02020:06)

BM10  BM9 BMS8 BM7 BM6 BMS5 BM4 BM3 BM2 BM1
c 0.064a 0.072a 0.049a 0.060a 0.054a  0.054a  0.067a 0.030b  0.053a  0.0310
(3.724) (5.249) 3787  (4.497) (3.963)  (4.287)  (4.548) (2.318)  (2.949)  (1.519)
SAD -0.070a -0.039a -0.035a -0.030b -0.050a -0.042a  -0.029t -0.056a  -0.0250  -0.049b
(-4.379) (-3.157) -2.828  (-2.543) (-4.000) (-3.522) (-2.129 (-4.418) (-1.481) (-2.379)
FALL -0.067a -0.042a -0.028c -0.027c  -0.04la  -0.032b  -0.030¢ -0.039b  -0.0170  -0.0270
(-3.517) (-2.815) -1.857  (-1.945) (-2.737) (-2.043) (-1.851 (-2.466) (-0.812) (-1.182)
MON -0.213a -0.135a -0.109a -0.117a -0.11la -0.146a  -0.122: -0.106a  -0.082b  -0.093b
(-6.171) (-4.730) -4.340  (-4.524) (-4.224) (-6.003)  (-4.194 (-4.060) (-2.162)  (-2.449)
Tax 0.488a 0.442a 0.419a 0.254a 0.216C  0.293b  0.228b 0.254a  0.444a  0.366b
(3.443) (4.473) 3.4410 (2.855) (1.900)  (2.270)  (2.336) (2.632)  (2.643)  (2.130)
RC1) 0.032b 0.033b 00190 0.051b  -0.0160  -0.0090  -0.007C 0.0070  -0.0450 -0.095a
(2.043) (2.220) 1.0890 (2.366) (-0.741)  (-0.452)  (-0.303 (0.429)  (-1.622) (-3.486)
Adj-R? 0.0 0.0 0.00 0.00 0.00 0.00 0.0C 0.00 0.00 O0.01

NOTE: "a,” "b" and "c" indicate statistical significance at the levels 1%, 5% and 10%,
respectively. BM1 denotes the lowest decile group of portfolios witlottest bookto-market

ratio (i.e., growth stocks), while BM10 is highest decile portfolios with the highest beok to
market ratio (i.e., value stocks).

SAD

FALL

MON

Tax

R(-1)

Adj-R?

BM10
0.102a
(3.700)
-0.074a
(-2.948)
-0.089a
(-2.969)
-0.450a
(-8.073)
1.026a
(4.774)
0.039b

(2.182)
0.01

BM9
0.102a
(3.700)
-0.074a
(-2.948)
-0.089a
(-2.969)
-0.450a
(-8.073)
1.026a
4.774)
0.03%b

(2.182)
0.01

Panel B: Subsample (1926:071973:12)

BM8 BM7

0.068a 0.087a
(3.315) (4.101)
-0.033c -0.023C
(-1.771)  (-1.276
-0.0370 -0.040c
(-1.605)  (-1.953
-0.248a -0.273¢
(-6.256)  (-6.641
0.812a 0.489a
(4.161)  (3.826)
0.036¢ 0.083a
(1.737)  (3.172)
0.00 0.01

BM6
0.068a
(3.166)
-0.056a
(-2.855)
-0.063a
(-2.637)
-0.244a
(-5.575)
0.535a
(2.929)
-0.0190

(-0.740)
0.00

BM5
0.077a
(3.927)
-0.041b
(-2.316)
-0.045¢
(-1.892)
-0.307a
(-8.140)
0.624a
(2.940)
-0.0140

(-0.500)
0.00

BM4
0.106a
(4.326)
-0.0110
(-0.532)
-0.0350
(-1.395)
-0.261a
(-5.300)
0.534a
(3.831)
-0.0120

(-0.405)
0.00

BM3
0.108a
(4.319)
-0.0130
(-0.617)
-0.0370
(-1.456)
-0.270a
(-5.406)
0.516a
(3.647)
-0.0120

(-0.400)
0.00

BM2
0.081a
(2.695)
-0.0070
(-0.247)
-0.0220
(-0.661)
-0.214a
(-3.190)
0.923a
(3.303)
-0.075b

(-2.228)
0.00

BM1
0.084b
(2.444)
-0.0410
(-1.157)
-0.0330
(-0.864)
-0.290a
(-4.434)
0.683b
(2.308)
-0.141a

(-4.448)
0.02

NOTE: "a," "b" and "c" indicate statistical significance at the levels 1%, 5% and 10%,
respectively. BM1 denotes the lowest decile group of portfolios with the lowestboo&rket

ratio (i.e., growth stocks), while BM1@ highest decile portfolios with the highest book to
market ratio (i.e., value stocks).
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Panel C: Subsample (1974:02020:06)

BM10 BM9 BMS BM7 BM6 BM5 BM4 BM3 BM2 BM1
o 0.066a  0.066a  0.060a  0.064a 0068a 0062a 0.060b  0064a  0.068a  0.049a
(3.633) (4.313)  (4.090)  (4.455) (4.658)  (4.153)  (3.985)  (4.055)  (4.113)  (2.699)
SAD -0.06l1a -0.050a  -0.040a  -0.044a -0.043a -0.045a -0.048a -0.058a -0.047a  -0.058a
(-3.348) (-3.335) (-2.701)  (-2.921) (-3.008) (-3.083) (-3.235) (-3.579) (-2.653) (-3.017)
FALL -0.056b  -0.039b  -0.0280  -0.0210 -0.0280  -0.0290  -0.037b  -0.036c  -0.0270  -0.0370
(-2.474)  (-2.099)  (-1.499)  (-1.119) (-1.548) (-1.565) (-1.907) (-1.706)  (-1.213)  (-1.553)
MON -0.184a  -0.129a  -0.119a  -0.128a -0.13a  -0.145a -0.144  -0.17l1a -0.199a -0.271a

(5.083) (-4.132)  (-4.136)  (-4.416) (-4.563) (-4.84)  (-4.658) (-5.130) (-5.629)  (-7.004)
0.433a 01820 01890  0.1790 0.1950  0.1980  0.1690  0.0220  0.1060  0.1620
(2635)  (1.353)  (1.312)  (1.364) (1.366)  (1.309)  (1.059)  (0.155)  (0.727)  (1.012)
RCD) 0.0170  0.0050  -0.0150  -0.0200 -0.0040 0.0020  0.0080  0.049b  0.068a  0.080a

(0573)  (0.215)  (-0.489)  (-0.749) (-0.129) (0.068)  (0.341)  (2.167)  (3.097)  (4.427)
Adj-R? 0.00 0.00 0.00 0.00 0.00 0.0 0.000.006 0.00 0.01

Tax

NOTE: "a,” "b" and "c"indicate statistical significance at the levels 1%, 5% and 10%,
respectively. BM1 denotes the lowest decile group of portfolios with the lowestboo&rket
ratio (i.e., growth stocks), while BM10 is highest decile portfolios with the highest beok to
maiket ratio (i.e., value stocks).

Table A10: Ten Size Portfolios with the 2th highest B/M ratio
Panel A: Full sample (1926:072020:06)

BM10 BM9 BM8 BM7 BM6 BM5 BM4 BM3 BM2 BM1
G 0.068a 0.066a 0.055a 0.067a 0.054a 0.079a 0.036¢ 0.074a 0.042b 0.0340
(4.297) (4.815) (3.894) (4.585) (3.257) (3.895) (1.834) (2.839) (2.086) (1.543)
SAD -0.068a  -0.049a -0.044a -0.0408 -0.045a  -0.048b  -0.058a  -0.045c -0.076a  -0.051b
(-4.374)  (-3.829) (-3.411) (-2.739 (-3.085)  (-2.340) (-3.060)  (-1.931) (-3.656)  (-2.529)
FALL -0.076a  -0.051a -0.043a -0.048s -0.049a  -0.061b  -0.052b  -0.043 -0.065b  -0.020
(-4.008)  (-3.251)  (-2.645) (-2.691 (-2.729) (-2.492) (-2.478)  (-1.415) (-2.453)  (-0.815)
MON -0.179a -0.136a -0.093a -0.131s -0.121a -0.094a -0.075¢c -0.15a -0.104b -0.144a

(-6.133)  (-5.406)  (-3.781) (-4.688 (-4.105) (-2.827) (-1.851) (-2.856) (-2.479)  (-3.685)
0.608a  0.398a  0.502a 0.49a 0508a  0430b  0.666b  0.678a  0.638b  0.697a
(4369)  (3.229)  (3.379) (3.722) (4.055)  (2.564)  (2.459)  (3.106)  (2.512)  (3.086)
RCD) 0.0140 00270 00010 -0.074c -0.0320 -0.125a -0.104a -0.189a -0.174a  -0.056a

(0.823)  (1.516)  (0.053) (-1.724 (-1.643) (-2.678) (-4.304) (-6.597) (-6.991)  (-3.434)
Adi-RZ® 0.005 0.00 0.00 0.0C 0.00 0.01 0.01 0.03 0.03 0.00

Tax

NOTE: "a," "b" and"c" indicate statistical significance at the levels 1%, 5% and 10%,
respectively. BM1 denotes the lowest decile group of portfolios with the lowestboo&rket
ratio (i.e., growth stocks), while BM10 is highest decile portfolios with the highest beok to
market ratio (i.e., value stocks).
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Panel B: Subsample (1926:01973:12)

BM10  BM9 BMS BM7 BM6 BM5 BM4 BM3 BM2 BM1
co 0.109a  0.093a 0073a  0.095a 0.086a  0.125a 0050 0.122b  0079a 0.112a
(4.345)  (4.356) (3.300)  (3.965) (3.099)  (3.473)  (1.467) (2.537)  (2.298)  (2.704)
SAD -0.073a  -0.055: -0.042b  -0.0370 -0.047c  -0.0370 -0.062t -0.0320  -0.084b  -0.0400
(-3.044)  (2.912 (-2.194) (-1.615) (-1.990)  (-1.083) (-1.976 (-0.812) (-2.367) (-1.133)
FALL -0.110a  -0.071: -0.057b  -0.066b -0.078a  -0.08b0  -0.086f -0.0410  -0.099b  -0.0200
(-3.771)  (-3.033 (-2.311) (-2.330) (-2.700)  (-1.930) (-2.545 (-0.770)  (-2.165)  (-0.452)
MON -0.391a  -0.310: -0.230a  -0.296a -0.280a  -0.245a  -0.199: -0.372a  -0.286a  -0.443a
(-8.44)  (-7.955 (-5.919) (-6.213) (-5.621) (-4.175) (-2.768 (-3.676) (-3.547) (-5.958)
Tax 1.166a  0.785a 0.0984a  0.943a 097la  0914a 1317a 1256a  1378a  1.466a
(5.592)  (4.140) (4.069)  (4.218) (4.921)  (3.096) (2.651) (3.227)  (2.900)  (3.391)
RC1) 0.0160  0.048b 0.0230  -0.0810 -0.0340  -0.145a -0.128: -0.210a  -0.220a  -0.092a
(0.765)  (2.196) (0.870)  (-1.511) (-1.479  (-2.739) (-4.502 (-7.350) (-8.282)  (-4.627)
Ad-R®  0.01 0.01 0.00 0.01 0.00 0.02 0.010.046 0.05 0.01

NOTE: "a,” "b" and "c" indicate statistical significance at the levels 1%, 5% and 10%,
respectively. BM1 denotes the lowest decile group of portfolios with the lowestboo&rket

ratio (i.e., growth stocks), while BM10 is highest decile portfolios with the highest beok to
market ratio (i.e., value stocks).

Panel C: Subsample (1974.:012020:06)

BM10 BM9 BM8 BM7 BM6 BM5 BM4 BM3 BM2 BM1
G 0.061a 0.073a 0.071a 0.067a 0.058a 0.070a 0.065a 0.070a 0.055a 0.049a
(3.569) (4.802) (4.564) (4.444) (3.832) (4.530) (3.975) (4.322) (3.091) (2.676)
SAD -0.058a  -0.041¢ -0.0458 -0.045a -0.042a -0.050a -0.048: -0.051¢ -0.054a -0.052a
(-3.210)  (-2.533 (-2.844 (-2.827) (-2.791)  (-3.261) (-2.744 (-2.933 (-3.062) (-2.803)
FALL -0.047b  -0.036¢ -0.031C -0.036c -0.0220 -0.039b  -0.021( -0.049t -0.0330 -0.0300
(-2.156) (-1.828 (-1.620 (-1.884) (-1.168)  (-2.074) (-0.967 (-2.232 (-1.525) (-1.219)
MON -0.144a  -0.142¢ -0.136a -0.121a -0.157a -0.164a -0.190¢ -0.190¢ -0.204a -0.303a
(-4.216) (-4.822 (-4.561 (-4.286) (-5.313) (-5.428) (-5.848 (-5.617 (-5.768) (-8.195)
Tax 0.422a 0.269b 0.263c  0.2280  0.289c 0.273c 0.274c  0.2300 0.333b  0.390b
(2.596)  (1.988) (1.765) (1.631) (1.940) (1.945)  (1.707) (1.548) (2.069) (2.431)
R(1) 0.0100 -0.014( -0.045C -0.0490 -0.023b -0.0100 0.0250 0.0340 0.062a 0.076a
(0.377) (-0.491 (-1.389 (-1.425) (-0.707) (-0.324) (0.837) (1.607) (2.735) (3.604)
Ad-R® 0.004 0.0C 0.0CO.00: 0.00 ©O0.00 O.0CO0.0C O0O.0C00.01¢

NOTE: "a,” "b" and "c" indicate statistical significance at the levels 1%, 5% and 10%,
respectively. BM1 denotes the lowest decile group of portfolios with the Itnekto-market

ratio (i.e., growth stocks), while BM10 is highest decile portfolios with the highest beok to
market ratio (i.e., value stocks).
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Co

SAD

FALL

MON

Tax

R(-1)

Adj-R?

BM10
0.069a
(4.633)
-0.072a
(-4.87)
-0.102a
(-5.772)
-0.185a
(-6.870)
0.805a
(4.743)
0.055a
(2.674)

Table A11l: Ten Size Portfolios with the lowest B/M ratio

BM9

0.074a
(4.705
-0.065:
(-4.67€
-0.077:
(-4.52¢
-0.137:
(-5.13€
0.656a
(4.307)
-0.032(
(-1.427

0.01 0.0C

Panel A: Full sample(1926:072020:06)

BM8
0.077a
(3.824)
-0.073a
(-4.161)
-0.098a
(-4.494)
-0.092b
(-2.500)
0.587a
(3.788)
-0.142a

(-3.886)
0.02

BM7 BM6 BM5 BM4
0.062a  0.043b  0.056b  0.045b
(3.269)  (2.228)  (2.273)  (2.359)
-0.086a -0.068a -0.08la  -0.093a
(-3.978)  (-3.656) (-3.702)  (-4.097)
-0.103a  -0.057b  -0.077a  -0.079a
(-4.159)  (-2.397) (-2.927)  (-2.886)
-0.091b  -0.0230 -0.118a  -0.105a
(-2.566)  (-0.661) (-2.853)  (-2.646)
0.315b  0546a  0.355a  0.479b
(2.438)  (4.421) (2.947)  (2.250)
-0.094a -0.123a  -0.166a  -0.124a
(-3.149)  (-4.338) (-3.185)  (-4.282)
0.010.0160.0280.

017 0.

BM3
0.0320
(1.443)
-0.102a
(-4.035)
-0.103a
(-3.410)
-0.0390
(-0.811)
0.512a
(3.032)
-0.137a
(-4.763)

0200.

BM2
0.10l1a
(2.714)
-0.084a
(-2.946)
-0.102a
(-3.028)
-0.0900
(-1.576)
0.706¢
(1.770)
-0.243a

(-7.617)
059

BM1
0.060c
(1.879)
-0.097a
(-3.145)
-0.127a
(-3.586)
-0.161a
(-2.655)
1.032a
(3.872)
-0.176a

(-4.769)
0.03:

NOTE: "a,” "b" and "c" indicate statistical significance at the levels 1%, 5% and 10%,
respectively. BM1 denotes the lowest decile group of portfolios with the Itnwekto-market

ratio (i.e., growth stocks), while BM10 is highest decile portfolios with the highest beok to
market ratio (i.e., value stocks).

SAD

FALL

MON

Tax

R(-1)

Adj-R?

BM10
0.111a
(4.386)
-0.063a
(-2.611)
-0.114a
(-3.980)
-0.403a
(-8.579)
1.444a
(5.062)
0.042c
(1.715)

0.01

BM9
0.117a
(4.328)
-0.055b
(-2.430)
-0.085a
(-3.049)
-0.318a
(-6.718)
1.180a
(4.539)
-0.048c
(-1.945)

0.01

Panel B: Subsample (1926:071973:12)

BM8
0.124a
(3.433)
-0.069b
(-2.364)
-0.122a
(-3.348)
-0.227a
(-3.314)
1.052a
(3.937)
-0.158a

(-3.953)
0.02

BM7
0.096a
(2.820)
-0.099a
(-2.683)
-0.137a
(-3.241)
-0.230a
(-3.560)
0.526b
(2.303)
-0.107a

(-3.222)
0.01

BM6
0.064c
(1.837)
-0.061c
(-1.926)
-0.0480
(-1.159)
-0.104
(-1.584)
0.940a
(4.555)
-0.138a

(-4.558)
0.02

BM5
0.094b
(2.035)
-0.080b
(-2.111)
-0.0750
(-1.645)
-0.292a
(-3.630)
0.604a
(2.901)
-0.183a

(-3.34)
0.03

BM4
0.083b
(2.320)
-0.098b
(-2.277)
-0.0750
(-1.470)
-0.287a
(-3.659)
0.919b
(2.230)
-0.147a

(-4.823)
0.02

BM3
0.069
(1.615)
-0.108b
(-2.230)
-0.116b
(-2.057)
-0.189b
(-1.918)
0.986a
(2.947)
-0.172a

(-5.458)
0.03

BM2
0.239%
(3.137)
-0.056
(-0.995)
-0.108¢
(-1.659)
-0.287b
(-2.344)
1.429¢
(1.678)
-0.265a

(-8.148)
0.07

BM1

0.196a
(3.088)
-0.066
(-1.110)
-0.122c
(-1.827)
-0.521a
(-4.094)
2.011a
(3.971)
-0.196a

(-4.868)
0.04

NOTE: "a,” "b" and "c" indicate statistical significance at the levels 1%, 5% and 10%,
respectively. BM1 denotes the lowest decile group of portfolios with the lowesttbooirket
ratio (i.e., growth stocks), while BM10 fgghest decile portfolios with the highest book to

market ratio (i.e., value stocks).
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Panel C: Subsample (1974:02020:06)

BM10 BM9 BMS BM7 BM6 BM5 BM4 BM3 BM2 BM1
o 0.066a  0.066a  0.062a  0.069a 0.063a 0.062a  0.057a 0.06la  0.052a 0.05la
(5.394)  (5.708)  (5.136)  (5.289) (5.035) (4.562)  (3.900) (4.006)  (3.353) (3.248)
SAD -0.061a -0.060a -0.057a  -0.057a -0.054a  -0.054a -0.064a -0.07la  -0.060a -0.076a

(-4.637) (-4.792) (-4.500)  (-4.030) (-3.961)  (-3.906) (-4.211) (-4.375)  (-3.837) (-4.463)

FaLL  0077a -0060a -0.060a  -0.060a -0.057a  -0.058a -0.072a -0.076a  -0.065a -0.091a

(-4.716)  (-3.959) (-3.825)  (-3.486) (-3.320)  (-3.335) (-3.759) (-3.717)  (-3.223) (-4.158)

MON -0.173a  -0.159a -0.152a  -0.173a -0.169a  -0.191a -0.177a -0.238a  -0.249a -0.36la

(-7.212) (-7.389) (-6.595)  (-7.018) (-6.991)  (-7.244) (-6.312) (-7.524)  (-7.891) (-11.19)
0.606a  0.405a  0.386a  0.416a 0.457a 0.480a  0478a  0.422a  0.600a 0.562a
(5.074)  (3.565)  (3.362)  (3.451) (3.710) (3.684)  (3514) (3.072)  (4.457) (3.736)
RCL) 0.123a  0.074c 00250  0.0170 0.0470 0.071b  0068a 0.115a  0.125a  0.145a

(4.112)  (1.957) (0.567)  (0.366) (1.304) (2.355)  (2.167) (5.134)  (5.512) (5.508)
Adj- 0.03 0.0 0.0 0.0 0.01 0.010.01: 0.02:0.02 0.03
RZ

Tax

NOTE: "a,” "b" and "c" indicatestatistical significance at the levels 1%, 5% and 10%,
respectively. BM1 denotes the lowest decile group of portfolios with the lowestboo&rket
ratio (i.e., growth stocks), while BM10 is highest decile portfolios with the highest beok to
market ratiq(i.e., value stocks).
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