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ABSTRACT

In the context of behavioral economics, topical questions are raised: how the specific features
of rationality and of irrationality as socio-psychological characteristics affect the interactions
in an organization; how these characteristics affect the economic behavior of individuals,
process management and achievement of goals. The "behavioral wave" in the modern economy
is the necessary component that is lacking in the conceptual and pragmatic management models
concerning Bulgarian economic units. A new look at the status of Bulgarian companies is
needed in order to identify the problematic areas of their management and organization as well
as a critical assessment of the business practices in them, in order to draw out guidelines for
the formation and improvement of micropolicies. Probably, there are some reasons for
revealing the controversy about whether that new paradigm is a hidden form of liberal
perceptions or a social engineering that leads to excessive constructivism. The goal of the
authors, however, is not to be involved in this type of discussion that focuses on the clarification
of more specific economic policies, but the impartial perception of what is adequate and
relatively sufficient to explain the complex relational charge in the relationship rationality -
irrationality, relative to the specific manifestation of corporate human capital. The practice
shows that a significant role in the manifestation of corporate culture as well as its interaction
with social capital in the context of corporate governance play the well-known social-
utilitarianist rules but there are also irrational by definition components such as sympathy,
antipathy, ambition, superiority, sense of urge, etc., which, although psychologically
determined, prove to be prominent factors as in many cases they obstruct or even block the
good and sensible management processes.

Keywords: Behavioral Economics, Corporate culture, Corporate human capital, Social
Anthropology, Motivation

1. INTRODUCTION

Interpersonal relations as a factor in human behaviour, have an irrefutable role in achieving
organizational goals, which predetermines the management's responsibilities for the issues
related to the manifestation of the corporate human capital through the promotion of modern
corporate culture and the improvement of motivation techniques, applied in the management
process. Certain social and organizational rules and norms are considered , as well as irrational
influences such as sympathy, antipathy, ambition, sense of superiority, feeling of need, etc.,
which in many cases hinder or even block rational management decisions and processes.
According to the behavioral economics, interactions in an economic unit reflect not only the
rationality but also the irrationality of the behavior of individuals and groups of individuals,
which influences the manifestation of human capital in the respective organizational structure.
The representatives of this school plead to create a favorable psychological climate and a spirit
of teamwork, for collegial relationships between managers and employees.
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In such circumstances the latter are active not by compulsion but in the belief that they are
useful and the organization values their contribution. The active economic behavior can only
be manifested by the purposefully motivated individual or team of such individuals, under
established organizational rules and cultural values, i.e. behavior is conditioned by the
formation of a modern organizational culture. The motivation largely determines the
performance of the company and efficiency of decisions, and motivation is seen as a component
of human capital and as a multi-faceted and multifactorial phenomenon to assess and build
human capital in organizations.

2. FROM HETERODOXY IN ECONOMIC SCIENCE TO A DIFFERENT APPROACH
IN MANAGEMENT

According to the neoclassical economic theory, the perfect efficiency of processes is
determined by the strict rationality in the economic behavior of the acting subjects (individuals
and / or groups of individuals). Such economic behavior is accepted to be called "rational”, and
it is the starting point for the development of economic models, which, however, are
increasingly difficult to withstand under the pressure of modern socio-economic realities.
Therefore, a question arises, as to how convincing is the theoretical concept that views man as
a logical thinking machine, whether it is possible for people to always make the right economic
decisions with maximum personal gain and minimal risk in achieving their goals. The
inadequacy of the absolutisation of some of the postulates of the neoclassical theory generates
the emergence of alternative trends in economic theory, one of which is popularized as
behavioral economics. Its application’s aim is to improve the quality of economic analysis with
a view to greater realism, explaining the behavior of economic agents and formulating adequate
recommendations for management policy (Camerer, et al., 2004).

2.1. Behavioral Economics as Non-Standard Economic Thinking

The Behavioral school, to a certain degree, is compatible with the orthodox economic science
- it seeks an explanation of some similar economic phenomena and a solution to the current
economic problems, by relying, however, on the principles of cognitive behavioral psychology.
Even some neoclassical economists "gamble" the behavioral paradigm to restore the adequacy
of economic theory. In the context of the behavioral paradigm, human behavior is seen as a
qualitative aspect of economic activities to optimize utility considering that it (the human
behavior) combines the subjective specificity of individuals (groups of individuals) with the
realization of a specific economic activity. Assuming that economic activities are subject to
objective macroeconomic laws, individual and group economic behaviors realize these laws
through the subjective determination of individuals, and it is a combination of specific
(economic, political, cultural, domestic, moral, etc.) traits and actions reflecting the unity and
autonomy of the manifestations on its bearer as subject of economic behavior. The Behavioral
School defends the thesis that the subjects of economic behavior are not strictly rational
creatures making economic choices to satisfy their personal interest. They are seen as subjects
to emotions, intuitions, beliefs, and are often associated with short-sightedness. On the other
hand, moral and social norms make them express loyalty, empathy, solidarity, i.e., they are not
only aimed at increasing their own economic benefit. That's why Dan Arielli, a professor of
psychology and behavioral economics, is looking for the logic behind illogical actions and
decisions. He believes that irrational behavior is far from being chaotic, but is rather subordinate
to a particular pattern, and is completely predictable. According to him, behind the "seemingly”
illogical reactions stay factors whose identification, interpretation, and potentially possible
management are tasks of the behavioral economics. In her book, "Predictably Irrational: Who
are the forces that make up our decisions" (Arielli, 2012), Arielli emphasizes that one is able to
overcome the system of typical behavioral responses imposed on him (by whom or what is
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another question) and learn to see the economic reality in the real light. Pivotal inspirers of the
psychological approach in assessing economic behavior are Daniel Kanemann and Amos
Tversky. In the 1970s, the two American psychologists compile a detailed catalog of cognitive
deviations that deform the analysis of a given situation and prompt individuals to make
irrational decisions. The perception of behavioral economics as a serious direction in economic
science is only possible after modern economists join the behavioral school, such as the
American economist Richard Thaler, who began publishing in the 1980s. In their book, Nudge
(Thaler, Sunstein, 2008) Thaler and Sunstein sum up the notion of nudge as the conscious motif
that urges an individual to make his own economic choice, both in accordance with personal
and general (in the sense of organizational) interest. The psychology-inspired behavioral
economics studies the reactions and the decisions of the people to anticipate and influence them
with skillful encouragement. In this sense, a slight "push” is considered sufficient to stimulate
and target interactions and economic behavior in business organizations in line with strategic
goals. According to the supporters of the behavioral paradigm in the economy, the fact that
people are irrational does not mean that their actions are unpredictable. Behavioral economists
adhere to the thesis that the so-called irrational behavior is far from being chaotic, but is mainly
subject to certain logic. In order to build models for economic decision making, more realistic
than those offered by neoclassical economic theory, the behavioral economics establishes the
laws and develops the mechanisms to which the behavior of individuals in the conduct of
economic activities is subjected. The representatives of the behavioral school plead that Homo
Oeconomicus is not rationally perfect, but it is presumed that economic agents are capable of
self-perfection in decision-making process. Recognizing irrationality in the economic behavior
of individuals directs the search for actions that can "correct™ this irrationality and reduce the
negative consequences for the individual and the organization. For this purpose, behavioral
economics seeks to explain the so-called irrational behavior of actors in different economic
formations: what motivates them in their work; what justifies their reasoning under certain
conditions; what is the best solution possible and how can it be reached.

2.2. Behavioral Economics as New Knowledge

As pointed out above, behavioral economics raises the explanatory power of economic science
by looking at and analyzing more realistic, socio-psychological grounds and incentives for
economic behavior and economic activity. It does not completely reject the neoclassical
approach, as its research is largely adhered to the basic neoclassical framework. At the same
time, alternative methods of thinking with a more reasoned justification are allowed. The
theoretical theses in the behavioral economics are assessed on the same three criteria as to assess
the traditional (dominating) economic theory: consistency with reality, generality, and
operability. However, compared to the majority of formalized models used by modern
economists based on the principle of perfect rationality, behavioral patterns may be more
accurate than traditional models (models with cognitive algorithms) due to the larger number
of parameters evaluated by them, including the availability of empirical evidence of how
strongly these patterns deviate from the behavior of people in the real economic environment.
The attitude of the behavioral economists to the conventional model of rational choice is not
unambiguous. Their attitude to the idea of perfect rationality reminiscent of the attitude towards
another fundamental economic idea - the perfect competition. Similarly to behavioral
economists, neoclassical economists tend to correct the model of perfect competition as an
adequate description of economic reality, but at the same time they adopt it as the normative
standard to which they are oriented by economic policy. It is important to point out that one of
the founders of modern liberalism, Friedrich von Hayek, attacks in a peculiar way the non-
classical attitude towards the absolutisation of rationality and, above all, the status of
information.
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If neo-classics treat the data as objective, Hayek stresses that information cannot be perfect
because of its atomized character. Hayek always stresses that it is a big mistake when, in
established economic paradigms, the subjective preferences of individuals, largely deriving
from their culture and value orientations and qualified in a number of cases as not particularly
rational, are not taken into account. From a methodological point of view, behavioral
economists can be defined as methodological eclectics. They identify themselves not on the
basis of their research methods but on the basis of their socio-psychological approaches to
perceiving and studying economic reality. Taking into account the psychological features of
human perception, thinking and action, the behavioral economy classifies decision-making into
two categories: judgment and choice. The subject of the judgment study is the approaches used
by individuals to estimate probabilities. The subject of the selection study is the process of
selecting actions, considering the judgments made by individuals on that occasion. From a
methodological point of view, it is interesting to interpret the preference through the prism of
the behavioral paradigm. What is important for this is the introduction of the decision-making
theory in terms of risk. In the 1940s Oscar Morgenstern and John von Neumann (Morgenstern,
Neumann 2004) developed the theory of rational choice in the form of Expected utility theory
by introducing and modeling preference. This theory was discussed in the 1950s and was
accepted as a standard. It turns out, however, that the experimental approach of behavioral
economists deviates from this standard. Numerous studies reveal that the individual's choice
often determines the expressed preference, and the method used to determine preference may
have unexpected consequences, as it sometimes results in preference reversals - situations
where variant A is preferred over option B in one extraction method, but variant A is evaluated
as inferior to variant B by another extraction method. In other words, individuals usually
evaluate option A higher than option B when the two variants are evaluated independently, but
they evaluate option C higher than option A if the two variants are compared and evaluated at
the same time (Plott, Zeiler, 2011). Moreover, the choice is characterized by so-called "context
effects” that reveal that the preference between different options depends on what the other
options in the set are, i.e., contrary to the assumption of "independence of irrelevant (non-
essential) alternatives"”. According to the established preference theory, the different effects
show that preferences are not as they are presented in economics textbooks - as predetermined
sets of indifference curves. They are not even well defined because they are prone to impacts
and influences, but most importantly, they are dependent on the context in which they are
drawn. Behavioral economists argue that in the context of increasing information and regulatory
complexity, there is limited rationality and tendency towards heuristics. According to them, in
simple solutions, people optimize their manner of acting by comparing different behavioral
attributes, but with increasing complexity, they increasingly use heuristics (Kahn, Baron, 1995;
Reeson, Dunstall, 2009). Heuristics are practical rules or mental procedures that people use in
making decisions (Simon, 1955; Kahneman, Tversky, 1974). For example, faced with two or
more options, people usually apply the so-called "recognition heuristic,” namely that people
choose the best known (Goldstein, Gigerenzer, 2002). When making complex decisions, people
are reluctant to optimize. They strive for satisfaction, i.e., they look for a solution until they
find an option that is good enough for them, although it is not the best option. The harder the
decision is, the less competent the people who have to make it are, and the less attention they
turn to the information available, the more their behavior follows predictable rules (Heiner,
1983). The application of heuristics by the individual suggests that he considers it useful.
Successful heuristics are economical, fast, and adapted to the environment in which they are
applied (Gigerenzer et al., 1999). They emphasize that decision-making takes place in the
human mind, which is the product of biological evolution, and not a strictly logical
mathematical machine. With the increase in complexity, people strive to simplify the decision-
making process by applying heuristics.
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The greater the uncertainty surrounding the decision is, the more individuals tends to apply
heuristics. This, however, means that they will react more slowly or will not respond to
changing circumstances at all (Heiner, 1983). Complexity, therefore, can hinder people's
adaptation to new information. In addition, in new situations, people tend to "attract” heuristics
and strategies from other areas (Payne, Bettman, 2001). The context of the decision determines
which heuristics and strategies should be applied. People tend to view simplified presentations
of situations and focus on one or several key features that determine how they respond.
Changing the way a situation is formed causes people to change their behavior. The more
complex the situation, the more people focus on the simplest motivational mechanisms in
choosing their strategy. Heuristics enables people to make quick and effective decisions.
According to Nobel Prize-winner economist Herbert Simon (Simon, 1956), decision-makers
should be considered as being extremely rational, as they have to make good decisions within
cognitive limits. According to "limited rationality", people have limited cognitive resources and
face multiple decisions. In economic terms, heuristics reduce transaction costs in making
decisions. At the same time, heuristics often lead to good decisions - choosing a similar option
or doing what others do is often a reasoned and effective choice. Empirical studies show that
heuristics cannot only be correct but sometimes also better than cognitively complex decision-
making methods (Gigerenzer, Goldstein, 1996; Goldstein, Gigerenzer, 2002).

2.3. Behavioral Economics - a Different Approach to the Management

Behavioral economics reflects current trends in scientific research, both in terms of the
objective laws of which the processes and activities are subject to, as well as the subjective
mechanisms that determine the economic behavior of individuals; affects the functioning of
economic organizations; provokes innovative thinking and entrepreneurial behavior, develops
skills for staff selection, and builds effective teams. In this context, current questions are raised:
how the limits of rationality and the specifics of irrationality, such as socio psychological
characteristics, affect the interactions within an organization which, in turn, are influenced by
motivational processes; how these characteristics are reflected on the economic behavior of
individuals, process management and achievement of goals. As emphasized, one of the actions
to correct irrationality in economic behavior is to stimulate the motivation of economic actors
in the process of implementing the activities and in making economic decisions. Emphasis is
placed on the motivational process in view of its impact on behavior and relationships in
organizations and decision-making. Motivation determines to a great extent the effectiveness
and efficiency of operations, since the process of motivation is an important factor in the
formation and development of human capital in organizations. The success and the good image
of the companies /corporations/ depend on the quality of human capital and the economic
behavior of individuals. The explanation of human motivation is generally sought in both
extremes: it is taken as a response to external forces and incentives, or refers to the group of
absolutely autonomous phenomena, i.e. it is considered as a particular kind of self-activity, in
which the individual has an unlimited choice of variants of action, among which he seeks a
balance between himself and his surroundings. Behavioral Economics addresses the question
of how individual economic behavior affects interpersonal relationships and interactions in the
business structure by seeking to explain how these relationships, defined by organizational
culture and the motivation process, reflect on the efficiency of the company's work and on the
success of the company. Consequently, behavioral economics takes the role of the interpersonal
relationships as a motivating factor for increasing labor productivity. In this respect, the views
of the American political scientist Mary Follett, who for the first time reveals the need for a
scientific study of the psychological aspects of governance (Follett, 1926), are worthy of
consideration. She believes that management problems are mainly issues of human
relationships, so the government's approach to subordinates must be democratic and humane.
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According to M. Follett, the human being is creative and possesses intelligence and
imagination; in a well-managed organization people have the opportunity to develop,
contributing to the development of the organization. In summary, the behavior of the individual
(the group of individuals) can and should be guided by managers according to the company's
goals and policy. However, overall regulation of processes and activities is an overwhelming,
inefficient, and largely meaningless task. Targeting human behavior in the work process is the
ability to motivate staff. It is a core competency of the manager and is based on building a
corporate culture, creating a corporate environment in which tolerance, dialogue, partnership,
support is manifested. Therefore, adequately selected motivation techniques embedded in the
good corporate organization ensure successful management based on modern corporate culture.
This finding leads to the hypothesis that the "behavioral wave™ in the modern economy is the
necessary component that is lacking in our conceptual and pragmatic management models, but
this problem will be overcoming if the researchers are aware of the problem, and management
teams believe it is urgent to resolve them. Regarding the Bulgarian business specificity: a new
look at the status of Bulgarian companies is necessary to identify problem areas of their
management and organization in the context of the behavioral economy; a critical assessment
of business practices in Bulgarian companies is needed to bring out guidelines that are
applicable to the Bulgarian corporate reality to shape and improve policies.

3. BULGARIAN BUSINESS UNITS THROUGH THE PRISM OF THE BEHAVIORAL

ECONOMICS

In view of the analysis above and based on the behavioral economics postulates, in-depth

interviews were conducted with 22 respondents, representatives of the operational and

management segments in various business units, including both industry /pharmaceutical/
business services and education, also representatives of the construction industry. After
clarifying the basic concepts, their nature, meaning and manifestations, the conversations are
directed to more explicit contextual specificity of the representatives of the defined segments.

More detailed or more complicated issues are set with a view to obtaining accurate information

tailored to the environment and to the specificities of different segment representatives, as

representatives of active corporate human capital. The main thematic blocks are structured as
follows:

e BLOCK 1. Identify rational and irrational behavior in the organization: frameworks and
determinants.

e BLOCK 2. Impact Assessment of Corporate Culture and Motivation, in the direction of the
study of dependencies: Rationality /Irrationality and Logic/ Non-Logic Relationship and
Their Interrelationship: Expression and Factor Influences.

e BLOCK 3. Identify and evaluate the manifestation of the corporate human capital through
the manifestation of corporate social capital.

In general terms, the specific issues that are outlined above are structured or formulated and,
according to the environment and the context can be presented as follows: Where and how do
you see the manifestation of rationality and irrationality in your company? Do you find any
regularity in existing models for making specific corporate decisions?; Are heuristics rational
or irrational? If they are irrational, is there a need for them? ; How do you perceive and evaluate
the cultural dimensions? Is their role rational, do you think?; How do you perceive motivation
- rational or irrational in its nature?; How do you perceive material and non-material incentives?
Which ones are heavier? Do you think that Corporate Social Capital (CSC) is a problem of
management only?; Is it possible for the CSC to be perceived as a rational characteristic? What
IS your opinion - do we really have a reason to associate corporate social capital (CSC) and
corporate culture /CC/? Please give examples or suggest your view on this!

6
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It is established how respondents perceive the categories rationally and irrationally, both in
principle and in relation to behavior in organizations and management processes (mainly in the
segment of managers). Interviewees demonstrate a number of common understandings about
the manifestation of the two opposing characteristics, their influence and potential management
capabilities, based on the view that irrational behavior is far from chaotic, but subject to certain
patterns. The conducted in-depth interviews prove the presence of both close and divergent
positions, but at the same time some of the interviewed persons are predominantly their own
constructs and perceptions in which they are united and which cannot be determined as directly
related to their workspace. At this stage, although a positive dynamics has been established and
confirmed, both "strong™ and "weak™ corporate culture are conditioned by national specificities
and it is still quite difficult, national "mind programming™ to yield to the company's "software"
(especially in the case of Bulgaria). An important point is to assess the vision of experts in that
large management problem related to the consolidation of "rational” corporate culture. Experts
are firmly convinced that management's "weakness" is the achievement of consistency between
personal goals and interests with those of organization. Improving managerial competencies is
possible through a vocational training and exchange of positive experience, but to this end, it is
necessary first and foremost to understand management teams that irrationality in the
manifestation of corporate human capital cannot be overcome but can be realized and perceived
as the subject of important and urgent management decisions. With regard to corporate social
capital problems, conversations with managers demonstrate a desire to optimize the trust, both
horizontally and vertically. Intriguing are the responses and comments of the segment of
employees in the different companies who, after necessary clarification, define the category as
a result of unpredictable irrationality rather than a manifestation of rational determination. Such
an almost unanimous interpretation proves that the microclimate is still built up of
predominantly irrational characteristics related to the socio-cultural dimensions, which in turn
means that the application of good practices would encounter barriers or, at the very least,
deviate in the wrong direction. This fact makes it possible to look for concrete measures in
different directions in terms of overcoming the inconsistencies and deviations in the context of
behavioral profiling.

4. CONCLUSION

The emphasis of research in this paper is the qualitative aspect of activities and processes in the
organizations expressed through the manifestation of the human capital as well as the role of
the interpersonal relationships and interactions in achieving organizational goals. This role is
reflected in the behavior of individuals as a function of rational solutions and irrational actions.
The thesis we prove is that the power of rationality has a decisive role, but the rational
manifestation involves irrational influences that in fact change the direction of the categorical
imposition of rationality in social interactions. That is why we are directing our specific
research on management processes to the socio psychological context, consistent with and
determined by the postulates of the relatively new paradigm of the behavioral economy. One
of the fundamental features presented in the previous authors' researches, the business maturity
that is relevant to the business culture, is seen as a rational factor for corporate governance, but
at the same time, when it is endorsed, irrational behavioral dimensions are also emerging. When
one or more specific business organizations are analyzed with their traditional and innovative
features, such as status, development and trends, they are dealt with in the context of the
findings of corporate culture. These findings are an important prerequisite for the self-
determination and the validation of the image of the economic structures in a market
environment as well as for the synchronization between the corporate culture and the
institutional environment.
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With the availability of appropriate specialists, each corporation could develop partial and
concrete conceptual models to master and even manage irrational manifestations in a variety of
relationships in the business structures, including the social anthropological profile of the
structure and its social capital. The goal is to optimize the management of the fundamental
human capital, considering the development of a modern business.
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ABSTRACT

Human capital development has been identified as one of the major keys of economic
development. This study examines the nexus between human capital investment and human
capital development in Nigeria using time series data spanning through 1983 to 2015. The
study made use of Phillip Peron to test for stationarity and Vector autoregressive model (VAR)
was employed in the study to analyze the complex relationship of human capital investment and
human capital development. The study revealed causality relationship between human capital
investment and human capital development in Nigeria. The findings also show that both Total
Factor Productivity, Education expenditure, Health expenditure and Life expectancy exhibited
impact on human capital development in Nigeria. The study recommended that concerted effort
should be made to improve on both Education and Health spending in order to increase human
capital development in Nigeria. In addition government should make appropriate policy that
will increase life expectancy. This will guarantee improvement in Nigeria human capital
development.

Keywords: Human Capital Development, Human Capital Investment and Total Factor
Productivity

1. INTRODUCTION

The major economic challenge of underdeveloped countries is economic development. Global
community is also faced with the problem of how to achieve sustainable development.
Oluwatobi and Ogunrinola, (2011) opined that economic development, social development and
environmental protection are pillars to maintain and enhance the capacity and capability of
future generation. This can only be achieved if human capital is strategically cultivated and
positioned. Human capital has been recognized globally as one major factor that is responsible
for the wealth of nation (i.e. economic development). Human capital refers to the acquired and
useful abilities of all inhabitants or members of a given society {Omojimite, Ben, (2010)}. The
report of the World Bank in 2010 specifically made it clear that Nigeria has found it difficult to
make her economy grow in her effort to become a knowledge-based economy because of the
challenges faced in the National Education System. The challenges include teaching with
obsolete methods, strikes and administrative incurs corruption in the education sector, lack of
infrastructure and other teaching methods and poor funding. World Bank categorized these
problems into poor access to education, poor quality of education and poor funding of
education. The issue of funding has been a critical issue militating against human capital
development. Oluwatobi & Ogunrinola (2011) are of the view that all the challenge confronting
knowledge and skill (Human Capital) development in Nigeria is lack of fund and where fund
is available, it is not efficiently allocated. The World Bank (2010) also agreed that government
funding for university research is too low. Since, it has been identified that there can be no
significant economic growth in any country without adequate human capital. Hence, there is
need to study the relationship between human capital development and human capital
investment. The broad objective of this study is to investigate the nexus between human capital
investment and human capital development in Nigeria. However, the specific objectives
include:
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1. to examine shock transmission among the variables.
2. toinvestigate the existence of causal relationship among variables of interest.

2. LITERATURE AND EMPIRICAL REVIEW

The role of human capital formation has long been recognized in the literature. According to
Habison (1973), human beings are the active agents who accumulate capital, exploit natural
resources, build social, economic and political organizations and carry forward natural
development. This clearly shows that human capital is key to economic development because
it serves as coordinating factor. Therefore, any country which fails to develop the skill and
knowledge of its citizen and effective utilization of its human resources will find it difficult if
not impossible to develop. According to Todaro (1990), human capital often used to mean
education, health and other human capacities that can raise productivity. Schultz (1962) opines
that Education is a kind of investment in human being that enables them to acquire skills. Such
skills raise the marginal product of the worker itself and also help to raise the marginal product
of the other. Human capital development through education is associated with knowledge
acquisition. Ramirez, Ranis and Stewart (1997) employing cross country data investigated the
channels through which human capital development affects economic growth and vice visa.
The study argues that economic growth may lead to human capital development and human
capital development could also lead to economic growth. This bi-directional relationship could
lead to virtuous or vicious cycles of economic growth. The study finds that countries which
promoted economic growth tend to achieve the vicious category while countries which
favoured human capital development encounter the virtuous growth. Ogujiuba and Adeniyi
(2004) examined the impact of government education expenditure on economic growth. Their
result showed a statistically significant positive relationship between economic growth and
recurrent expenditure on education, while capital expenditure was wrongly signed and not
significant in its contributions. Omotor (2004) analysed the determinants of federal government
expenditures in the education sector in Nigeria using the ordinary least squares (OLS) methods.
The study revealed that the trend in education expenditure in Nigeria is unstable which reflects
the instability in government earning. Government revenue was the only significant
determinant of education expenditures as revealed by the results of the regression. The study
recommends a diversification of the sources of funding education so as to reverse the unstable
trend in that sector. Owoeye and Adenuga (2005) investigated the relationship between
expenditures on education and health, and economic growth. The study estimated a
parsimonious error correction model and found that expenditures on education impacts
positively on economic growth. The study recommended that more resources should be
channeled towards the level of education where the benefits are higher for the individual and
the society at large. The study did not investigate the direction of the link between educational
expenditures and economic growth. Babatunde and Adefabi (2005) discovered a long run
relationship between human capital development (proxied by schools’ enrolments in primary
and tertiary institutions and average years of schooling) and economic growth measured by
output per worker. Their result showed that education has a statistically significant positive
relationship with economic growth. However, they did not give consideration to government
health expenditure as a human capital component in the model specified and estimated.
Aigbokhan, Imahe and Ailemen (2007) analysed the impact of education expenditures on
human Capital development. The study used historical data to establish the correlation between
public education expenditure and human capital development in Nigeria and noted that
insufficient and uncertain budgetary allocations to education have resulted in the deterioration
of its impact on human capital development. Education spending as percentages of annual
budgets were low and unstable during the period studied. Lawanson (2009) took this study
further by including both the health and education expenditures in her model. Her objective was
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to examine the role of human capital investment (proxy by total government expenditure on
education and health) on economic growth in Nigeria. After regressing GDP on government
expenditure on education, government expenditure on health and the enrolment rates, she found
out that a clear relationship exists between human capital development and economic growth.
However, unlike the study by Ogujiuba and Adeniyi (2004), the study did not disaggregate
expenditure figures on health and education into the recurrent and capital components. Dauda
(2010) made use of an adapted endogeneous growth model developed by Mankiw, Romer, and
Weil (1992) in the study of human capital and economic growth relationship in Nigeria.
However, the study did not include government spending as one of the human capital variables
used in the model. Oluwatobi and Ogunrinola (2011) in their study examined the relationship
between human capital development efforts of the Government and economic growth in
Nigeria. It seeks to find out the impact of government recurrent and capital expenditures on
education and health in Nigeria and their effect on economic growth. The data used for the
study are from secondary sources while the augmented Solow model was also adopted. The
dependent variable in the model is the level of real output while the explanatory variables are
government capital and recurrent expenditures on education and health, gross fixed capital
formation and the labour force. The result shows that there exists a positive relationship
between government recurrent expenditure on human capital development and the level of real
output, while capital expenditure is negatively related to the level of real output. The study
recommends appropriate channeling of the nation’s capital expenditure on education and health
to promote economic growth. Omojimite (2010) examines the notion that formal education
accelerates economic growth using Nigerian data for the period 1980-2005. Time series
econometrics (cointegration and Granger Causality Test) were applied to test the hypothesis of
a growth strategy led by improvements in the education sector. The results show that there is
cointegration between public expenditures on education, primary school enrolment and
economic growth. The tests revealed that public expenditures on education Granger cause
economic growth but the reverse is not the case. The tests also revealed that there is bi-
directional causality between public recurrent expenditures on education and economic growth.
No causal relationship was established between capital expenditure on education and growth
and primary school enrolment and economic growth. The study recommends improved funding
for the education sector and a review of the primary school curricula to make it more relevant
to the needs of the Nigerian society. Ernest (2014) examined the likely impact of government
expenditure policy on education and the poverty reduction in Nigeria. An integrated sequential
dynamic computable general equilibrium model was used to stimulate the potential impact of
increase in government expenditure on education in Nigeria. The result of the study indicated
that it will be extremely difficult for Nigeria to achieve the MDG target, in terms of education
and poverty reduction by year 2015, because the policy measure in his analysis was unable to
meet MDG goal. He recommended that in order to achieve the MDG in both education and
poverty reduction, investment in education service should receive the highest priority in public
investment portfolio. Many of these previous studies reviewed focused on the impact or link
between human capital development and economic growth. These works includes the work of
Babatunde and Adefabi (2005); Omojimite (2010) and Oluwatobi and Ogunrinola (2011).
There also extensive debates on the relationship between human capital investment and
economic growth and these were extensively discussed by scholars like Ogujiuba and Adeniyi
(2004); Owoeye and Adenuga (2005) and Lawanson (2009). The missing gap here is an
assessment of relationship between human capital investment and human capital development.
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3. METHODOLOGY

3.1. Model Specification

This study seeks to investigate the nexus between human capital investment and human capital
development in Nigeria.

The theoretical base for this study is augmented Solow human capital growth model. It is
Mankiw, Romer, and Weil (1992) that came up with the augmented Solow model a version of
endogenous growth theory. The justification for the inclusion of human capital in the model is
the fact of non-homogeneity of labour in the production process due to their possession of
different levels of education and skills. The model for this study is an improvement on the
Solow growth theory, it is therefore specified as:

HCD = A(HCI).....veoeeeeeeeee 1

Where: HCD means Human Capital Development; A means productivity while HCI means
Human Capital Investment.

HCI=f(EDEXP, HEXP) .. ..o 2

Where: EDEXP means Education expenses while HEXP means Health expenses. Substituting
equation 2 into equation 1.

HCD = AREDEXP, HEXP) ....eeeeeeeeee e, 3

The expanded model is therefore explicitly stated as:
HCD = By + ByTFP; + BoEDEXP; + BsHEXP, + BuLEXPy 4+ Up.ooooiiieie . 4

Where:

HCD = Human Capital Development (capture by school enrolment)
TFP = Total factor Productivity (measure productivity).

EDEXP = Education expenditure.

HEXP = Health expenditure.

LEXP = Life Expectancy (Stand as control variable).

3.2. Estimation Technique

The study adopts Vector Autoregressive (VAR) method and it’s components to analyze the
human capital investment and human capital development in Nigeria during the period between
1981 and 2015.

3.3. Sources of Data

This study relied on secondary data. All the data used in the study were sourced through Central
Bank of Nigeria Statistical Bulletin 2016 edition and World Bank database with exception of
TFP that was generated. TFP used in the study was obtained through direct estimation using
non-parametric approach as established by Ajayi, Ekiran and Awe (2012). This is expressed as:

Ay Ak
TFP =——-0.35—
y k
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4. ESTIMATION AND RESULT ANALYSIS

4.1. Time Series Properties of the Variable

The result of the Phillip Peron (PP) unit root test presented in Table 1 showed that Education
expenditure (EDEXP), Human Capital Development (HCD) and Health expenditure (HEXP)
are made stationary at their first difference while Total Factor Productivity (TFP) and Life
Expectancy (LEXP) are stationary at level and second difference respectively. Since, all the
variables are not of the same order of integration, this implies that condition for co-integration
is not met. The best alternative suggested by Gujarat and Sangeetha (2007) is to resort to the
short — run dynamic estimation using Vector Auto regression (VAR) technique.

Table 1. Phillip Peron unit root test.

Level First Difference Second Difference | Order of
- Integration

Variables | P.P 5% P.P 5% P.P 5%

Statistics | critical | Statistics | critical | Statistics | critical

Value Value Value

HCD -0.5322 -2.9571 | -3.5459 -2.9571 | ~==--=- | mmmeee- I(1)
TFP -3.9343 LY 4 R I R T e B 1(0)
EDEXP 3.5858 -2.9571 | -5.1739 -2.9571 | --——-—= | —mmme- I(1)
HEXP 0.5956 -2.9571 | -6.5373 -2.9571 | ~=--=- | mmmeee- I(1)
LEXP 1.7899 -2.9571 | -1.9411 -2.9571 | -7.8480 -2.9640 | 1(2)

Source: Author computation (2017).

4.2. Vector Auto-Regressive (VAR) Results

Table following on the next page
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Table 2. Presents the Vector Auto-Regressive estimates
Vector Autoregression Estimates
Sample (adjusted): 1983 2015
Included observations: 33 after adjustments
Standard errors in () & t-statistics in [ ]

EDEXP HCD HEXP LEXP TFP

EDEXP(-1) 0.849434 -1.02E-05 0.787108 8.47E-06 -4.79E-06

(0.82523) (0.00011) (0.58943) (3.7E-06) (8.7E-06)

[ 1.02933] [-0.09157] [ 1.33537] [ 2.30475] [-0.55194]

EDEXP(-2) -0.888614 -0.000224 -0.640214 -3.87E-06 3.81E-06

(0.98193) (0.00013) (0.70135) (4.4E-06) (1.0E-05)

[-0.90497] [-1.68490] [-0.91282] [-0.88552] [ 0.36887]

HCD(-1) 71.96089 1.127090 370.0082 -0.004183 -0.022277

(1197.74) (0.16239) (855.502) (0.00533) (0.01259)

[ 0.06008] [ 6.94048] [ 0.43250] [-0.78452] [-1.76890]

HCD(-2) -1252.995 -0.408559 -951.8473 -0.002562 0.007843

(1142.25) (0.15487) (815.866) (0.00508) (0.01201)

[-1.09695] [-2.63808] [-1.16667] [-0.50390] [ 0.65305]

HEXP(-1) -0.415510 -3.86E-05 -0.706878 -1.93E-05 1.34E-05

(1.01846) (0.00014) (0.72745) (4.5E-06) (1.1E-05)

[-0.40798] [-0.27982] [-0.97172] [-4.25930] [ 1.25474]

HEXP(-2) 1.116476 0.000349 0.325838 6.44E-06 -3.62E-06

(1.64264) (0.00022) (1.17328) (7.3E-06) (1.7E-05)

[ 0.67968] [ 1.56826] [0.27772] [ 0.88041] [-0.20976]

LEXP(-1) 31061.73 18.12694 3224.607 2.030041 -0.552373

(58298.1) (7.90423) (41640.1) (0.25951) (0.61299)

[ 0.53281] [ 2.29332] [0.07744] [ 7.82245] [-0.90111]

LEXP(-2) -2952.233 -16.78720 26076.45 -0.894669 0.477045

(62798.8) (8.51445) (44854.7) (0.27955) (0.66031)

[-0.04701] [-1.97161] [ 0.58135] [-3.20039] [ 0.72245]

TFP(-1) -15069.92 -2.649452 -1535.037 -0.136323 0.041080

(21379.8) (2.89874) (15270.8) (0.09517) (0.22480)

[-0.70487] [-0.91400] [-0.10052] [-1.43237] [ 0.18274]

TFP(-2) -368.4245 10.30819 9664.729 0.116694 -0.449205

(24468.9) (3.31757) (17477.2) (0.10892) (0.25728)

[-0.01506] [ 3.10715] [ 0.55299] [1.07134] [-1.74595]

C -1135810. -29.64593 -1267342. -5.377993 5.285053

(483484.) (65.5522) (345334.) (2.15223) (5.08370)

[-2.34922] [-0.45225] [-3.66991] [-2.49880] [ 1.03961]

R-squared 0.942381 0.944325 0.921517 0.998147 0.434662

Adj. R-squared 0.913572 0.916487 0.882275 0.997221 0.151993

Sum sq. resids 1.82E+10 334.8815 9.29E+09 0.360991 2.014083

S.E. equation 30180.41 4.091953 21556.71 0.134349 0.317339

F-statistic 32.71099 33.92272 23.48311 1077.529 1.537709

Log likelihood -356.9575 -80.87383 -346.5259 25.03271 -1.612835

Akaike AIC 23.73920 5.927344 23.06618 -0.905336 0.813731

Schwarz SC 24.24803 6.436178 23.57502 -0.396502 1.322565

Mean dependent 73333.80 122.7065 41459.38 47.44452 0.091613

S.D. dependent 102659.2 14.15972 62827.25 2.548529 0.344607
Determinant resid covariance (dof adj.) 9.25E+13
Determinant resid covariance 1.03E+13
Log likelihood -684.4310
Akaike information criterion 47.70523
Schwarz criterion 50.24940

Source: Author computation (2017)
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Based on the results presented in table 4.2, it can be vividly reported that all the variables of
interest namely: EDEXP, HCD, HEXP, LEXP and TFP have R? values of 94.24%, 94.43%,
92.15%, 99.81% and 43.47% respectively. This confirms that EDEXP, HCD, HEXP and LEXP
are more exogenous than being endogenous variables while TFP is less exogenous. This result
suggests bidirectional causality among the variables.

4.2.1. Impulse Response Analysis among Variables

VAR models are the best method for investigating shocks transmission among variables
because they provide information on impulse responses (Adrangi and Allender 1998). An
impulse response function traces the effect of one - Standard deviation shocks to one of the
innovation on current and future values of the endogenic variables. The accumulated response
is the accumulated sum of the impulse responses. The following deductions could be made from
figure 1:

The response of EDEXP to feedback is positive.

The response of EDEXP to HCD is negative.

The response of EDEXP to HEXP is oscillating around zero.

The response of EDEXP to LEXP is positive.

The response of EDEXP to TFP is negative.

The responses of HCD to EDEXP, HEXP, TFP and LEXP are very low.

The responses of HEXP to EDEXP and LEXP are positive.

The responses of HEXP to HCD and TFP are negative.

The responses of LEXP to HCD, HEXP and TFP are negative.

10 The responses of LEXP to EDEXP are positive.

11. The responses of TFP to EDEXP, HEXP, HCD and LEXP are very poor.

CoNoA~WNE

The summary of the impulse-response analysis above is very clear and simple. It can be inferred
that variables are sensitive to one another. Each one responds to shocks in others in a dynamic
sense.

Figure following on the next page
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Figure 1. Impulse Response Functio

4.2.2. Forecast Error Variance Decomposition Analysis

The results discussed under this subsection provide complementary information on the dynamic
behavior of the variables. This analysis decomposes the forecast variance into the contributions
by each of the different shocks. It shows the proportion of forecast error variance forecast of
HCD, EDEXP, HEXP, LEXP and TFP, that is attributing to its own innovation or shock and to
shocks in the other endogenous variables. The results of the variance Decomposition are
presented in figure 2 below. The following were observed:

e The contribution of HEXP, TFP, HCD and LEXP to EDEXP are very low.

The contribution of EDEXP, HEXP, TFP and LEXP to HCD are very low.

The contribution of HCD, EDEXP, TFP and LEXP to HEXP are very low.

Major source of shock to LEXP is caused by HCD and TFP.

The contribution of EDEXP, HEXP, HCD, and LEXP to TFP are very low.
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Variance Decomposition
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Figure 2. Variance Decomposition

4.3. Causality Test

Table following on the next page
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Table 3. Pairwise Granger Causality Tests

Null Hypothesis: Obs F-Statistic Prob.
EDEXP does not Granger Cause HCD 33 3.29030 0.0532
HCD does not Granger Cause EDEXP 0.10034 0.9049
HEXP does not Granger Cause HCD 33 3.35867 0.0504
HCD does not Granger Cause HEXP 0.00510 0.9949
LEXP does not Granger Cause HCD 33 6.71071 0.0045
HCD does not Granger Cause LEXP 0.51343 0.6044
TFP does not Granger Cause HCD 33 3.54866 0.0434
HCD does not Granger Cause TFP 0.82367 0.4499
HEXP does not Granger Cause EDEXP 33 0.00034 0.9997
EDEXP does not Granger Cause HEXP 0.77477 0.4712
LEXP does not Granger Cause EDEXP 33 4.33431 0.0237
EDEXP does not Granger Cause LEXP 7.13138 0.0034
TFP does not Granger Cause EDEXP 33 0.51116 0.6057
EDEXP does not Granger Cause TFP 0.14495 0.8658
LEXP does not Granger Cause HEXP 33 6.81342 0.0042
HEXP does not Granger Cause LEXP 16.7423 2.E-05
TFP does not Granger Cause HEXP 33 0.20572 0.8154
HEXP does not Granger Cause TFP 0.23667 0.7909
TFP does not Granger Cause LEXP 33 0.23839 0.7896
LEXP does not Granger Cause TFP 1.06686 0.3587

Source: Author computation (2017)

From table 3 it is established that bidirectional causality exist between LEXP and EDEXP; also
LEXP and HEXP. Furthermore, the following unidirectional causality was observed:

e EDEXP granger caused HCD.

HEXP granger caused HCD.

TFP granger caused HCD.

LEXP granger caused HCD.

It is also established that causality does not exist between TFP and HEXP; LEXP and TFP;
EDEXP and HEXP; and also TFP and EDEXP.

5. CONCLUSION

Based on the result and finding so far in the study, the study hereby concludes as follows:
Education contributes poorly to human capital development. This indicates poor educational
funding in Nigeria. This is supported by the studies carried out Aigbokhan et al (2007) and by
Omojimite (2010), they found that insufficient and uncertain budgetary allocations to education
have resulted in the deterioration of its impact on human capital development.
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It was also reveals that health expenditure contributes positively to human capital development.
This indicates that Nigeria spending on health will improve human capital development in
Nigeria. This was in agreement with works of Lawanson (2009) and Oluwatobi and Ogunrinola
(2011). Life expectancy which show the health situation of the labour force, has reveal from
the result has positive impact on human capital development in Nigeria. Finally, since
Education expenditure and health expenditure capture human capital investment. Therefore,
there is causality between human capital investment and human capital development.

5.1. Recommendations

From the findings of this study, it was concluded that human capital investment has impact on

human capital development in Nigeria during the period under review. Based on the findings,

the following recommendations were made:

1. Concerted effort should be made to improve on both Education and Health spending, by
increasing budgetary allocation in that regard, in order to increase human capital
development in Nigeria.

2. Government should make appropriate policy that will increase life expectancy of labour
force most especially those in education sector of the economy. This will guarantee
improvement in Nigeria human capital development.
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ABSTRACT

In article it is defined the e-commerce service and its quality, especially in technological
dimension. There are presented foregoing commercial online services quality measurement but
Authors suggest that this methods do not sufficiently consult aspects related to the technology
of designing Internet services. The authors explain that the study of the commercial services
on-line quality in the technological aspect will enrich the current methods of measuring quality.
Contribution of the paper is catalogue of proposed determinants to get the measure of online
commercial services qualities in technological dimension. The core of this article is discussion
of selected commercial sites in maritime e-commerce branch audit results, that point to a poor
technological quality of commercial services. The aim of the practical research is to assess the
extent to which selected internet stores meet the criteria for the technological quality of on-line
commercial services. The audience of proposed in this paper method for measuring the quality
of e-commerce, should be a sales website owners. The research results prove the need to shape
the quality of on-line commercial services in the technological dimension. The article proves
the need for tracking, knowledge and the application of ICT to support current business
activities, especially in e-business.

Keywords: commercial on-line service, e-service quality assessment, maritime e-commerce
technological quality

1. INTRODUCTION

The quality of e-commerce is increasingly important for customers. Online retailers also
recognize the importance of quality in shaping their competitive position. The quality of e-
commerce refers not only to the goods and services sold but also to the entire on-line
commercial service. The quality of on-line commercial services has been studied in many
dimensions. This article focuses on its technological aspects. Authors of that article proposed a
model for assessing the technological quality of on-line commercial services which was
empirically verified. This article discusses the results of the audit of selected commercial sites,
that point to a poor quality of commercial services in this dimension. Presented results of the
study show that the demand to include technological dimensions to evaluate the quality of on-
line commercial services on-line seems to be well founded.

2. ONLINE COMMERCIAL SERVICE AND ITS QUALITY

Online commercial services should be perceived by the means of their value added, which an
Internet shop delivers to the purchaser together with the object of transaction. Thus, the final
effect of a commercial service delivered through the Internet are not only the purchased goods,
but also benefits for the buyer, which vitally influence their satisfaction level (Dobski, 2012).
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The quality of commercial services delivered through the Internet may be defined in many

ways, as the notion of quality is multidimensional. The quality of online commercial services

may be understood as:

e the accordance between the online commercial service and the customer’s demands,

o the level of satisfaction of the recipient’s expectations of that service,

o all features of the service, which form its ability to satisfy clearly described or predictable
needs,

o the level of preference of a given service against others in the user’s opinion.

[

. Santos (2003) defined e-service quality as overall customer assessment and judgment of e-
service delivery in the virtual marketplace. E-service quality is a function of how the web
facilitates effective shopping, purchasing and delivery of products and services (Zeithaml et.al.,
2000). The quality of e-services was repeatedly the subject of research, this studies were also
undertaken in relation to online trade. The table below summarizes selected, various quality
assessment attributes proposed by different researchers.

Table following on the next page
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Table 1. Commercial online service quality attributes (own research)
Attributes of quality

Researchers
(year)
P. Schubert, D. information, agreement and settlement
Selz (1997)
B. Yoo, N. ease of use, design, processing speed and security

Donthu (2001)
S.J. Barnes and

website usability, information quality, service interaction quality

R. Vidgen
(2002)
Z.Yang, M. Jun reliability, access, ease of use, personalization, security and credibility
(2002)
J. Van Iwaarden clarity of purpose, design, communication, reliability, service and frequently asked
et al. (2003) questions, accessibility and speed, product or service choice, order confirmation, product

purchase, user recognition, extra service and frequent buyer incentives

ease of use, appearance, linkage, structure and layout, and content — the incubative
dimension; reliability, efficiency, support, communication, security, and incentives - the
active dimension

ease of navigation, ease of use, simplicity, site design aesthetics, intuitiveness, technical

J. Santos (2003)

L. Burgess
(2004) reliability, speed system response time, availability, accessibility, responsiveness, service
reliability, completeness, reputation, flexibility, customization, usefulness, presentation,
accuracy, data integrity
G.G Lee and website design, reliability, responsiveness, trust and personalization

H.F. Lin (2005)
A. Parasuraman

efficiency, fulfillment, system availability, privacy

et al. (2005)
E.T. Loiacono et | informational fit-to-task, tailored information, trust, response time, ease of understanding,
al. (2007) intuitive operations, visual appeal, innovativeness, emotional appeal, consistent image, on-

line completeness and relative advantage (in comparison to traditional methods of contact
with a company)

web design, customer service, assurance and order management

E. Cristobal et al.
(2007)
H.F. Lin (2007)

system quality (specific variables: website design and interactivity), information quality
(informativeness and security), service quality variables (responsiveness, trust, and
empathy)

privacy protection, efficiency, contact, fulfillment and responsiveness

C.Ch. Yen and
H.P. Lu (2008)
H. Liand R. website design, reliability, responsiveness, security, fulfillment, personalization,

Suomi (2009) information and empathy

G.J. Udo et al. perceived risk, web content and service convenience
(2010)

R. Ladhari reliability/fulfillment, responsiveness, web design, ease of use/usability, privacy/security,

(2010) and information quality/benefit

R. Ramanathan satisfaction with claims, comparative prices, management accessibility, payment process
(2010) and privacy experience

M.H. Chen et al. interaction quality (ease of use, responsiveness and information quality), environment
(2013) quality (visual appearance, clarity of layout), and outcome quality (order fulfiliment,

reliability, emotional benefit)
reliability, responsiveness, access, ease of navigation efficiency, assurance/trust and
security/privacy, flexibility, site aesthetics and customization/personalization, price
knowledge

H.R. Dolatabadi,
J.K. Pool (2013)

overall retail website (called a retailer’s order-procurement quality) and retailer’s order

Y.K. Cho (2014)
fulfillment quality

W.T. Wang, technical, psychological, and product-characteristic perspectives of a website

C.C. Lu (2014)
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Clearly it shows that foregoing commercial online services quality measurement methods do
not sufficiently consult aspects related to the technology of designing Internet services. That is
why Authors of this article are postulating, that the technological dimension of online
commercial service quality assessment should contain the following determinants: type of used
technologies, service accessibility and security. It is proposed that each dimension should
include specific assessment attributes (see table 2).

Table 2. The determinants of technological quality in online commercial services (own
compilation)

Quality Specification

determinants

Type of technology

conformity of used technology to current standards,

version of used website design language,

use of a specialized designing language to create dynamic pages,
use of a dedicated e-commerce framework for website designing,
use of databases,

use of business platform (software) for shop keeping,

availability of the shop 24/7, low failure frequency and efficiency,
visibility in search engine search results and sponsored links,

use of data encryption (using SSL and https protocol),

SSL protocol class,

use of backup copies and event registers,

use of antivirus protection and firewalls, and monitoring of network
threats.

Accessibility of sales
service

Security

3. EVALUATION OF TECHNOLOGICAL QUALITY OF ON-LINE COMMERCIAL
SERVICES ACCORDING TO THE SURVEY - METHODOLOGY

The aim of the study is to assess the extent to which selected internet stores meet the criteria
for the technological quality of on-line commercial services. In the view of the above objective,
the following hypothesis has been formulated:

[Hypothesis 1] The quality of on-line commercial services in the technological dimension is
unsatisfactory.

The survey population consisted of internet shops of maritime e-commerce. This sector was
chosen in relation to the Authors wider research. The study included websites of only Polish
online stores, which offer included: electronic equipment, specialized clothing and footwear,
fishing equipment, boat equipment, navigation equipment, maps, water sports and motorboat
equipment, diving equipment, boats, kayaks, inflatables, spare parts, equipment to ensure safety
at sea, yacht chemistry, sanitaria and nautical literature and marine articles. Complete list of
websites of Polish maritime e-commerce online shops is not available, hence the attempt to
create such sampling. The study shops sites were selected from Internet addresses that appeared
in search results for Google queries with the phrases: "sailing shop", "store for sailors", "shop
with a sailing assortment”, "shop with marine assortment™, "marine shop"," store for seafarers”,
"sailor shop", "motorboat shop"”,” maritime ecommerce”. Finally, the study included 61
addresses of online stores, and it can be concluded with high probability that the identified
population was over during the survey. The source code audit was extended to all identified
sites, so the research can be regarded as exhaustive. A significant part of the on-line commercial
services technological quality determinants can be verified by making audit of the sites source
code. The analysis covered 10 criteria (attributes) of commercial services defined in the
technological dimension of quality assessment: meeting the standard of websites design, design
language version, using style sheets, using design dynamic languages, using databases, software
type, the type of data encryption, security key length, the occurrence of any information
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confirming owner’s care about the safety of the site and data service. Intricacy and difficulty of
the above discussed issues from the point of view of a perspective customer makes expert
knowledge (information technology specialist) desirable to assess online commercial services
quality.

4. RESULTS OF RESEARCH

Using W3C validator (as an auxiliary tool) it was checked if standards in sites design
technology are met (see Figl, point 1). In the case of 77% of online stores compliance with the
standards was confirmed. The requirements were not met in 10% of the stores, and as many as
13% failed to confirm this (stores were temporarily closed for maintenance). Thereafter it was
analyzed whether the site was written using the latest version of the design language. In the
case of HTML valid version it is 4.01 or 5.0, while in XHTML - 5.0. Only every third store was
designed based on the latest versions of the design language (see Figl, point 2). More than half
of the stores (54%) were written in earlier version of XHTML - it was version 1.0 or 1.1. In
13% of online shops the design language could not be determined. HTML code of the sites was
also checked for graphics (see Figl, point 3). In the case of 70% of the online stores the use of
guidelines for graphics was found. 16% of the stores did not achieve standards in this respect,
and in 13% of the sites it was not possible to establish this fact. Another criterion was to meet
W3C standards in the field of multimedia (see Figl, point 4). More than half of online stores
(56%) contained media in accordance with the recommendations of the W3C. As many as 30%
of shops did not fulfill the guidelines for the media, and as many as 15% failed to establish.
Another point of interest was whether CSS style sheets at least in version 2.1 were used to
design sites. (see Figl, point 5). In 77% of online shops style sheets are confirmed in version
recommended by the W3C. 16 shops used even unofficial version of CSS 3.0 (about 1/3 of
shops using style sheets). Older versions of CSS were used in 8% of stores and in 15% of cases,
this fact was not established clearly or it was not possible to state due to the temporary
suspension of service activities. Also it was checked whether the sites projects use any
framework (e.g. CMS), dedicated to e-commerce (see Figl, point 6). As many as 82% of online
shops used these templates, usually Prestashop. In 5% of the stores there were not any CMS
and in 13% the verification was impossible. Another issue to verify was the use of dynamic
languages like PHP, ASP.NET, or similar to the website design (see Figl, point 7). As much as
85% of online stores actually used such languages. In 2% of sites did not show any typical html
tags in the code, and in 13% of the sites it was impossible to determine. The aim of the analysis
of HTML code of the sites was also determine whether a database was used to handle them (see
Figl, point 8). Elements confirming cooperation with the databases were identified in 82% of
online stores. In the source code of only 2% of the shops no elements of this fact were found.
In As many as 16% of the stores it was not possible to establish connections with databases. Of
interest was also software used to support the sales site (see Figl, point 9) — 56% of the shops
had software dedicated to the e-commerce. In that group of the shops, 43% of the shops had
purchased finished software (from a box). 13% of stores also were using purchased but
dedicated software, which included custom functions. The same number of stores were using
open source solutions, usually free. As many as 31% of online stores, could not determine the
type of software used. Then checked the accessibility of the sales service - the only dimension
of technological assessment, which customer could be aware of. It was checked the availability
of the shop 24/7, low failure frequency and efficiency (see Figl, point 10). On only 67% of the
tested sites, there were no problems with the entrance to e-shop, all the pages operated correctly
and the site was available at different times of the day. Up to 21% of the sites were not available
or did not work correctly. In 6% of cases it failed to assess the availability and operation of the
service. Next characteristic it was assessed in availability of internet shops was visibility in
search engine search results and sponsored links (see Figl, point 11). Only 21% of online stores
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was displayed on the first page of search results, or appeared in the sponsored links (tested with
different keywords). As many as 73% shopping sites not found on the first page of search
results, and they were not their sponsored link. In 6% of sites failed to verify this dimension of
evaluation. Then it was checked if in the website used encryption (see Figl, point 12) by means
of the appropriate protocols (SSL and /or HTTPS). The vast majority of online stores did not
use this protection (77%). The encryption was checked in particular on the subpages, where
forms for ordering (the basket), forms of queries, booking or registration and login were
implemented. Only 8% of stores used the protection of encrypted HTTPS and/or SSL. The
encryption key was only of 256 bits, which in the face of the recommended 2048 bits
(Certyfikaty SSL) is a weak security. This means that the data left by customers for e-commerce
sites are not sufficiently protected, vulnerable to theft and abuse - the risk of using them in
inappropriate purposes by unauthorized persons is enormous. In 15% of cases this fact was not
clearly established. Following testing sites for safety, it was checked whether their content
contained any information confirming owner care about the safety of the site and data services
— e.g. from network attacks, data loss, etc., or confirming the use of firewall, backing up,
network monitoring, etc. (see Figl, point 13). At 77% of stores such confirmation was not
found. Description of the procedures or activities to ensure the safety was found in only 8% of
sites. 15% of online shops could not clearly determine the presence of information in that
respect.

0o 20% 40% 60% 80%% 100%
1. Conformity of usged technology to W3iC current 13%
standards
2. Compliance with the standards of desizn langnage 13%
3. Mecting thestandards ofmnitimedin desizn —|NSGO O 15 |
5. complisncevith standardstor s |TTO ] 15 |
6. The usze of a dedicated e-commer ce framework for 13%
website designing

7. The useof a specialized designinglanguage to create 13%
dynamicpages

§. The uze of databazesfor handling sales service 16%

S

9. Theuse of software dedicated to e-commerce

10. Availability of the shop 24/7 low failure frequency
and efficiency

11, Vizibiliry in search engine searchresults and
sponsored links

=
B

12. Theuse of HTTPS and/ or $SL encryption 15%

13, The occurrence of any declaration of the site owner

rezarding security service and ontsonrced sales data -

I

Eeonfirmed  Banotconfirmed S not known

Figl. Meeting the criteria for the technological quality of on-line commercial services
(own research)
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5. CONCLUSION

To sum up, in the case of online shopping sites, there is a failure to meet the standards for the
design of websites on the basic compliance with the requirements for the language version of
the design and multimedia. Fulfillment with standards for graphics and use of dedicated to e-
commerce software was confirmed only on half of websites. The use of CSS , frameworks
dedicated to e-commerce, databases and language to create dynamic web pages can be assessed
satisfactorily, but not fully. The results of the evaluation in terms of access to the site sales are
disappointing - both in terms of correct operation of the service 24/7 and its visibility in the
search results and sponsored links. There is amazing carelessness leading online stores in the
area of data security - encryption takes place probably by opened text, instead of using the
security protocol (HTTPS or SSL). Even where its occurrence was confirmed, the security level
proved to be low. The pages of online stores lack information whether the purchase transactions
are safe. The results obtained in the study of the sites source code clearly show that the websites
of most maritime e-commerce stores do not meet the standards for web design and security.
Hence it can be concluded that the presented results support the hypothesis, which found that
the quality of commercial services on-line in the technological dimension is not fully
satisfactory — technological quality is particularly poor in terms of shopping website security
and accessibility, in regarding design language and technology also found deficiencies. The
hypothesis was supported in a group of online stores defined as maritime e-commerce.
Technological aspects of online commercial services quality assessment seems to be essential,
since they constitute the source of functionality and utility of a sales website and customer care
quality. Using technological aspects as a determinant of the quality of trading services provided
through the Internet, can be considered as a new look on assess the quality of commercial
services on-line, which differs significantly from previous methods of measurement.
Undoubtedly, including the technology of designing e-commerce services in commercial
services online quality assessment may enrich and develop currently known and used methods
if its measurement. The measurements suggested herein should subsequently be tested in
analysis of quality of commercial services provided through Internet websites, by means of
which goods and services may be purchased. Existence of these measurements would prove
high technological quality of online commercial services. Verification of suggested attributes
of sales website as quality quantifiers would constitute basis to their wider use not only in
commercial services online research, but also to quality assessment of Internet services. Audit
of the quality of on-line commercial services on the basis of the proposed measures showed
that technology standards are not met sufficiently, which may to affect the customer satisfaction
as it has been postulated. In summary, it can be stated that the technological aspects should be
taken into account by website designers as important attributes in improving the quality of on-
line commercial services. The above conclusions were based on the selected research material
with maritime ecommerce. Future studies may focus not only on the comparison of the
technological quality of commercial services in other competing sectors of e-commerce.
Research will also be extend to studies on the assessment of customer awareness related to the
use of technology in e-commerce. Clients if had the ability to identify the determinants of
technological quality, certainly could more comprehensively and fully perceive the quality of
the commercial service on-line. It would be interesting to compare the results of studies of
assessing the commercial services on-line quality in conditions when customers are not aware
of the importance of technological aspects with those when clients would be instructed how
they should verify e.g. data encryption, secure site and whether the site meets the latest
technological standards. Probably the assessment of on-line commercial service quality would
be dramatically different.
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ABSTRACT

Family violence is a major problem today. It represents a violation of fundamental human
rights of all victims irrespective of age, gender, status, education, race, nationality, sexual
orientation or material situation. The forms of violence are psychological, physical, sexual and
economic. The most common victims of violence are children, women, elderly people and
persons with special needs. Family violence is defined as a set of behaviors whose purpose is
to establish power and control over others by using force, intimidation and manipulation.
Includes physical, psychological, sexual and economic violence.

Keywords: family, violence, victims, prevention, recognition

1. INTRODUCTION

Domestic violence is a widespread phenomenon that has been constantly present in the society
for a long time. It is about some kind of more dangerous form of violence than any other form
of violence, because it usually remains hidden. Domestic violence is a broad term that
encompasses the violence between partners, as well as violence against children, against the
elderly and against the relatives. The protection against domestic violence in the Republic of
Croatia is regulated by the national and international regulations and documents. The most
important Croatian regulations are Constitution of the Republic of Croatia, Law on Domestic
Violence Protection, Family Law and Criminal Law. International Covenant on Civil and
Political Rights, Convention on the Rights of the Child, Convention on the Elimination of All
Forms of Discrimination against Women and its Protocol, Declaration on the Elimination of
Violence against Women and some other are also legally relevant for the international
treaties. (details of the legislation further in the paper). Victims of violence often hide domestic
violence because of fear that their security will be even more at risk if someone entrusted,
because of shame that they live in such a family as well as because of many other reasons. The
doctors are also reluctant to start a conversation about the problem of domestic
violence. Therefore, there is doctors legal obligation to recognize and to report domestic
violence. In particular, the police, the social welfare centers, the health institutions, the
educational institutions and the judicial bodies have to cooperate together and act and also
prevent such violence in the family. In addition, physicians have a number of other obligations
towards victims of domestic violence, as discussed further in this paper. In the whole vicious
cycle of domestic violence, the most important step is first to identify the violence, and finally
to help the victim, in cooperation with the institutions in charge to prevent further violence.

2. DEFINITIONS OF DOMESTIC VIOLENCE

Domestic violence is usually defined as a set of behaviors whose goal is to control the members
of the family using the force, the intimidation and the manipulation. The syndrome of an abused
child was already recognized in the 60’s of the previous century. Very soon after that, the
awareness about the prevalence and the health consequences of physical violence against
children was developed. Then violence against women in intimate relationships was actively
investigated, and in the 80’s the problem of sexual abuse of children was mentioned. In the
90’s the violence against the elderly in the family was also recognized. These facts represent
that scientific knowledge on the devastating effects of domestic violence became available and
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socially relevant only in the second half of the 20th century. Different research in different
countries have shown that the family itself can be very violent environment and also that that
problem cannot be either ignored or tolerated®. Due to all these findings and research, the
development of legislation that allows the intervention of society and limiting family privacy
when it comes to violence clearly specifies the responsibility of all professionals to report
domestic violence. In the Republic of Croatia, it is primarily related to the following
regulations: Constitution of the Republic of Croatia® (the provisions of the Constitution
specifically emphasizes the protection of the marriage and the family and it is emphasized that
the state protects the children and the youth, and that the parents are obliged to bring up, to
support and to educate their children and that they are all obliged to protect the children and the
weak, Law on Protection from Domestic Violence® (it regulates what the violence in the family
is, the persons who are considered as family members, and also the types and purposes of
misdemeanor sanctions for committing the domestic violence), Criminal Law* (the old version
of Criminal Law had the domestic violence as the criminal act — the act when the family member
uses violence, abuses or particularly rudely behaving puts the other family member into a
humiliating position; unfortunately, violent behaviour in the family no longer exists in the new
Criminal Law, which is a detrimental factor for the victims of domestic violence) and Family
Law® (sets the principles underlying family relationships: the principle of equality between
women and men, mutual respect and assistance of all members of the family, the principle of
protecting the welfare and rights of the child, the responsibility of both parents for the
upbringing and raising children, and the pinciple of guardianship for children without parental
care and adults with mental disabilities). Besides national regulations, the family protection is
also ensured by international regulations and documents as well: United Nation's documents
about human rights (International Covenant on Civil and Political Rights, Convention on the
Rights of the Child, Convention on the Elimination of All Forms of Discrimination against
Women and its Protocol). International Covenant emphasizes that the family is “the natural and
the fundamental group unit of society and is entitled to protection by the society and the State”.
The Convention on the Rights of the Child mentions the family “as the basic unit of society and
the natural environment for the growth and well-being of all its members, and especially
children, need to ensure them the protection needed and the help in order to take over the total
responsibility in general in the society.” By ratifying this Convention, the Republic of Croatia
is committed to the comprehensive protection of children's rights: the protection of children
from all forms of physical and mental violence, injury or abuse, neglect or negligent treatment,
maltreatment or exploitation, including sexual abuse. Also notable was the Convention on the
Elimination of All Forms of Discrimination against Women and its Optional Protocol. Ratified
the Convention, Croatia is committed to taking appropriate measures to eliminate all forms of
discrimination. Optional Protocol to the Convention for victims of the possibility, that after they
have exhausted domestic remedies, their protection realized by submitting a complaint to the
Committee on the elimination of discrimination against women. The Declaration on the
Elimination of Violence against Women is also very important, which defines violence as any
act of violence based on gender and sex, and which as a result has, or is likely to have, physical,
sexual or psychological harm or suffering of women, including threats of such acts, coercion or
arbitrary deprivation of liberty, whether occurring in public or private life. The Republic of
Croatia is obliged to provide legal protection of the family pursuant to the Convention for the

1 Marina Ajdukovi¢ i Dean Ajdukovi¢: Nasilje u obitelji: $to zdravstveni djelatnici mogu uéiniti, Medicina Fluminensis, Vol.46
No.3, 2010., str. 293.

2 Ustav Republike hrvatske (NN 56/90, 135/97, 8/98, 113/00, 124/00, 28/01, 41/01, 55/01, 76/10, 85/10).

8 Zakon o zadtiti od nasilja u obitelji (NN 137/09, 14/10, 60/10).

4 Kazneni zakon (NN 125/11, 144/12).

5 Obiteljski zakon (NN 116/03, 17/04, 136/04, 107/07, 57/11, 61/11).
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Protection of Human Rights and Fundamental Freedoms and its Protocols that prescribe the
right of everyone to respect for private and family life, the right to have marriage and family
and arranging the relations between the parents and the children. Highlighted the Protocol on
Non-Discrimination Act prescribes the obligation of States to incorporate provisions on non-
discrimination in their national legislation and the protection of that right before the European
Court of Human Rights®.

3. FORMS OF DOMESTIC VIOLENCE

It is very important to emphasize that the Republic of Croatia in respect of the protection of
family violence has regulations on the level of high standards, even better than in many EU
member states. In addition to the above mentioned law, the Rules of Procedure in Cases of
Domestic Violence and the National Strategy for Protection against Domestic Violence were
also adopted. According to the Law on Protection from Domestic Violence, forms of domestic
violence are: psychological violence, physical (corporal) violence, sexual (gender based)
violence, economic violence and labor exploitation.

3.1. Psychological violence

The first form of domestic violence refers to forms of emotional abuse that aims to achieve
power and control over the victim. Psychological violence also includes various prohibitions
that are not appropriate for the age of the victim (e.g. socializing with friends, employment),
threats to the victim or her loved one, abuse and humiliation, ridicule, public contempt,
declaring the victims of mentally ill or unstable, blackmail, restriction and control motion,
spying, constantly checking (e.g., directly or by telephone), isolation from social networks,
manipulation of feelings of the victims and the like. Destruction of important personal
belongings of the victim or abuse of important companion pets - animals is also a form of the
threat. This kind of behavior is particularly harmful to the mental health, self-image, self-
esteem and personality of the victims’.

3.2. Physical (corporal) violence

Physical (corporal) violence includes any form of physical abuse such as shoving, nudging,
choking, pulling hair, pushing (e.g. against the wall, in the corner of the room), hitting with
hands, feet or any kind of objects, causing injuries and burns, throwing out of the house, locking
into a room. Physical violence can vary from relatively mild impact into the serious injury,
attempted murder and even murder®. Therefore, physical violence or the use of physical force
exists whether the physical injury occurs or not. Physical violence also applies to corporal
punishment and other methods of degrading treatment of children in the educational purposes.

3.3. Sexual (gender based) violence

Sexual (gender based) violence or harassment includes any unwanted sexual behavior of other
person who humiliates and threatens the dignity and security of the victim. Sexual violence
includes physical contact such as touching, smoothing, pinching, clinging to the body, but also
verbal behavior (persistence in persuading sexual intercourse, suggestive remarks that women
are defined as sexual objects), leaving pornographic and sexually suggestive pictures at
accessible places. The ultimate form of sexual violence is certainly rape (sexual contact without
the voluntary consent that is extracted by force and / or threats) and sexual abuse of

6 Grozdani¢, Velinka et al: Nasilje u obitelji u svjetlu promjena Kaznenog zakona, Hrvatski ljetopis za kazneno pravo i praksu,
Vol.17 No.2, 2010., str. 672.

" Marina Ajdukovi¢ i Dean Ajdukovié, loc. cit.

8 Ibid.
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children. This form of violence leaves deep harmful psychological effects on the victims, which
in most cases require professional psychological and psychotherapeutic help®.

3.4. Economic violence and labor exploitation

Economic violence and labor exploitation includes damage, denial and deprivation of financial
resources to the victim, disabling the use of their property and livelihoods, petty controlling
spending, manipulation, blackmail and forcing victims to give up the property in favor of a
violent family member, disabling employment or work, forcing the economic dependence,
denial of funds for the maintenance of common household and care of children or other
dependents common household and others. Among the various forms of violent behavior does
not draw a clear distinction, so that physical or sexual violence exist in close relationships and
they are always accompanied by psychological and emotional violent behavior. It should be
emphasized that exposure to violence between parents is nowadays recognized as a specific
form of violence against children in the family™°.

4. VICTIMS OF DOMESTIC VIOLENCE

Unlike some other forms of violence, domestic violence is usually hidden and invisible. These
victims are fragile and weak, and too young or too old people, who cannot confront the offender
or some social expectations or own fears and attitudes force them to remain silent. Domestic
violence is a broad term that encompasses the violence between partners, as well as violence
against children, the elderly, the relatives. The worst possible outcomes of domestic violence
are rapes and murders, it made headlines in recent years!!. The damage of domestic violence
Is first manifested by children’s behavior or by their development and after by their functioning
in adulthood, by their partnerships in the family, by the relations between parents and
children. The consequences of family violence are manifested in the physical and psychological
exposure to violence, the high social costs, particularly in the infringement of human rights. It
is hard to avoid the fact that in recent years the number of interventions for domestic violence
is raising, where police and social welfare centers had to participate actively. In the social
security system, 72% of all cases the victims were female while 87% of the perpetrators were
male out of the total number of cases registered. According to the previously conducted research
on the territory of Croatia, the most frequent victims of domestic violence are children, women
and the elderly.

4.1. Violence against children

According to the research of the Child Protection in the city of Zagreb, the young
retrospectively estimated that during their childhood, they were in 15.9% of cases subjected to
physical abuse, 16.5%, to emotional abuse, while 14.8% of respondents had witnessed domestic
violence, and 14% stated that they were sexually abused. A sample survey conducted on the
group of same age that showed something different, but still worrying facts of exposure to
violence in their childhood: 12% of young people expressed the experience of physical violence
in families, 20% psychological, while 10% witnessed physical violence the father against the
mother. Victims of sexual violence were 2%. Research on adult women showed that children
in 36% of Croatian families witnessed physical violence fathers over mothers2. Signs that may
indicate exposure of children to violence are: serious problems with outbursts of anger, the
tendency to physical aggression at school or with their brothers or sisters at home, destroying
things at home and beyond, cruel or abusive behavior in the family, threats of violence younger

9 Ibid.

10 |bid.

1 Grozdani¢, Velinka et al, op. cit., p. 670.

2 Marina Ajdukovié¢ i Dean Ajdukovié, op. cit., p. 294.
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brothers and sisters, effort to gain the attention of those present beating, banging and similar
gestures, imitating the abusive behavior. As to the consequences of violence in children, they
may include: anxiety, depression, poorer school performance, low self-esteem, disobedience,
nightmares, or even complaints of physical interference. They also investigated and confirmed
the consequences of violence in adolescents, as follows: fear and trauma such as PTSD,
complaints about health problems, aggression, difficulty in creating close relationships in
adulthood, increasing the risk of wandering, injuries which are causes of protection of the
abused parent, or intergenerational transmission of violence.

4.2. Dating violence

Research on the prevalence of violence in partner relationships has shown that the most
commonly present violence is psychological violence, and then physically (physical), which is
more common than sexual violence. Although some studies have shown the existence of mutual
violence between partners, most other studies, police reports and data Welfare finds a
significantly lower incidence of men as victims, but far more as perpetrators of violence. This
is most likely a reflection of the fact that the male partner is often physically and sexually
violent, with severe consequences that are more easily to reveal, and the fact that the partner
violence as perpetrators dominated by men than women in a ratio of about 9: 1. Regarding
research on the international level, the Council of Europe in 2002 published the fact that 20-
50% of women in Europe during life were victims of domestic violence, and thus violence
against women is the most common form of violation of human rights in Europe. In the
document, the World Health Organization "report on violence and health,” the results of 48
studies conducted between 1982 and 1999 in different populations around the world have
shown that between 10 and 69% of women at some point in life were physically abused by an
intimate partner. At the same time about 20% of women said they were sexually abused in the
family. An international study of violence against women found that in some European
countries women were throughout life in a number subjected to physical violence (Czech
Republic 35%, Denmark 30%, Poland 15%, Switzerland 9%) and sexual violence (Czech
Republic 11%, Denmark 8 %, Poland 5% and 3%, Switzerland). World Health Organization
study conducted in 2003 in Serbia on 1,456 women aged 14-49 years showed that 23% of
women who have ever had a partner experienced physical violence, 6% partner's sexual
violence, and 4% of the women experienced violence in the last 12 months. The same study
showed that among women who have been victims of violence from 13 to 50 % of the women
were beaten for the first time during pregnancy. Of those respondents who were victims of
partner violence before pregnancy, 8-34% stated that violence during pregnancy became even
more brutal. This is in line with earlier data which showed that the risk period for the start of
the violence of men over women is the period of her first pregnancy®3. The research in Croatia
showed the prevalence of exposure of women to violence in intimate relationships
approximately 29%. On a representative sample of 600 nurses working in the region of Zagreb,
it was found that 15.7% of women were abused by their parents, that every eleventh (9.3%) had
been abused in the former matrimonial / partner relationships, while 2.8% of them were still in
violent partnershipst*.

5. COMMITMENT SUBMISSION OF DOMESTIC VIOLENCE

According to the Law on the Protection of domestic violence, health care workers, professional
workers in social welfare activities, family prevention and protection, education and
professional workers employed in religious institutions, humanitarian organizations, civil
society organizations within the scope of children and families are required to report to the

13 |bid., p. 294.
1 Ibid., p. 294.-295.
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police or the state attorney's office the domestic violence that they found out during their work®.
Although the prescribed obligation is to report every kind of domestic violence, other facts
make problems. Namely, in the health sector there is no adequate standardized record, making
it impossible to obtain reliable data on the treatment and hospitalization of victims of domestic
violence. So, in addition to the implementation of legal obligations, it is necessary to undertake
a series of other measures to act on the prevention of domestic violence as well as to ensure
timely assistance to all victims of violence, by encouraging continuous cooperation between all
competent authorities. "Every person has a right to their privacy and the privacy of the family,
and since the domestic violence is under the strong social condemnation, it is understandable
that members of the family where this kind of violence exists are reluctant to talk.
Accordingly, there is the point of view that the victim has the right to withhold the violence,
because it stays in the area of their privacy. Health care professionals can play a key role in the
recognition and prevention of domestic violence, especially against children and women
because they are the only institution in which all of them throughout life come and where there
IS an opportunity to interact in a trusted environment. The fact is that many children and women
diminish and conceal the fact that they are exposed to domestic violence"®. On the other hand,
studies have shown that physicians themselves contribute to the failure to recognize domestic
violence. Namely, the point is that many family doctors in practice do not ask adequate
questions to their patients that help them to talk about their exposure to violence in the
family. Just family doctors know their patients but should bear in mind some of the
characteristics of the history of specific persons which indicate possibilities of domestic
violence, such as e.g. eating disorders, chronic fatigue, headaches, unconvincing explanation
for the resulting injuries, anxiety, unplanned pregnancy, abortion, frequent visits to emergency
care, and many others reasons. Also, research suggests that an injury to a woman's body is one
of the key signs that indicate domestic violence. Place of injury can be very indicative: victims
usually have an injury to the central part of the body which includes breast, abdomen and
genitals, head injuries and neck resulting from blows open palm or strangulation. The wounds
on the upper arms usually occur while the victim tries to defend. Bruises various colors and
ages indicate the existence of repeated violence. Physically abused women have thirteen times
more injuries to the chest, breasts, abdomen and face. When sexual abuse of 40% of patients
come with physical injuries such as abrasions and contusions on the chest, nose and face,
vaginal and perineal damage, sexually transmitted diseases such as chlamydia and gonorrhea,
and in 5% of cases of unplanned pregnancy '.

5.1. Obligations of the authorities in the case of domestic violence

Rules of Procedure in Cases of Domestic Violence set out the obligations of competent bodies
and other factors involved in detecting and preventing violence and providing assistance and
protection to persons exposed to family violence. The competent authorities are: police, social
welfare centers, health institutions, educational institutions and judicial bodies. According to
this Protocol, the police are obliged to work to combat domestic violence, to protect the victim
and family health, and to prevent intergenerational family violence. Social welfare centers
should constantly work to improve the protection of victims of domestic violence, to prevent
new violence in the family and to the development of measures to protect the rights and welfare
of persons exposed to family violence. Health care providers need to provide the offering
comprehensive health care in order to preserve physical and mental health of the victim and
recovery from injuries and psychological traumas.

15 A fine in the amount of HRK 3,000.00 shall be imposed on the persons who do not report to the police or public prosecution
committing domestic violence that are learned by doing your activity.

16 Marina Ajdukovié¢ i Dean Ajdukovié, loc. cit.

17 |hid., p. 297.
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The goal of treatment of educational institutions is to sensitize employees of educational
institutions for the family violence experienced by children and students and take measures to
detect and report problems and help the child. The goal of treatment of the judicial bodies is
that more efficient use of all legal possibilities prescribed by the applicable laws of the Republic
of Croatia in order to protect family members subjected to domestic violence and enable them
to judicial protection in order to protect their physical and mental integrity and the fundamental
right to live without violence.

6 . CONCLUSION

Domestic violence is a form of discrimination, as well as a grave violation of fundamental
human rights and freedoms. Domestic violence is a serious social problem and cannot be treated
as a private matter between spouses. It is an indisputable fact that the abuser causes violence
and has to be responsible for his actions. A child growing up in a family in which the violence
happens, leaves a very bad effect on the child, and in the worst case, the child also becomes
violent and applies seen behaviors. Even worse situation is when there is the violence against
the child. The consequences are inevitable and the worst. The physicians certainly have the
most important role in helping victims of domestic violence, because of identifying the
violence, interviewing the victims of and giving helpful advice. Therefore, it is very important
that the health workers are trained to recognize the signs of violence, and that they know what
to do with such a person and that they are willing to help to stop the violence. They are required
to report the violence to the police and to the public prosecution. The most common signs of
violence are: injuries to face, injuries to the chest, breasts and abdomen, bruises and scratches
on the body, sprains, cracks or broken bones, burns, knife injuries or other objects injuries,
internal injuries (bleeding), traces of strangulation on her neck (fingers, wire, belt, towel),
knocked out teeth, a violation of the eardrum, injuries to the genital area. From the above, it is
easy to conclude that domestic violence is recognized as a public health problem because it
causes profound health, social, and economic consequences for individuals, families and the
entire community. The entire protection system should work so that all competent authorities
cooperate with each other and try as efficiently and speedily as possible to solve each case of
domestic violence. Yet the family is sacred, which is the most important value in human life
and it should be treated that way.
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ABSTRACT

This study shows a complete analysis of some business processes in a hospitality services
company, the Hotel resort “A-ROSA”, Germany. The company is working to continuously
improve business processes by developing the Total Quality Management (TQM) philosophy in
order to meet the needs and expectations of customers, while making the company profitable.
In the paper, the Six Sigma Methodology is applied in order to find an optimal solution for the
execution of the business processes and common satisfaction of all parties involved. Other tools
and techniques have also been applied such as: Pareto diagram, Ishikawa diagram, Trend
Map, etc. The practice of the Six Sigma methodology has strengthened the company's brand
and increased the number of tourists and customers.

Keywords: Six Sigma Methodology, Continuous Process Advancement, TQM Philosophy,
Pareto Diagram, Ishikawa Diagram, Trend Map

1. INTRODUCTION

For a hospitality services company, such as the Hotel resort “A-ROSA” in Germany

strengthening the brand and increasing the number of tourists and customers, using some of the

leading methodologies such as Six Sigma is a must. To execute the Six Sigma methodology in

the hospitality services means to make progress in all business processes, i.e. performing of

services without error. This concept differs from others because of the following (Mitreva et

al., 2014):

o all employees are entirely focused on meeting the needs and expectations of the guests;

e managers are changing their way of thinking, their new paradigm is to work smarter not
harder;

e Itallows quick return on investment.

2. METHODS IN THE RESEARCH

2.1. The core of the Six Sigma methodology concept

Six Sigma for many authors is the advancement of processes by finding and eliminating errors,
as well as detection of the causes of errors or defects in the processes, with a separate analysis
of the output parameters that are important for customers or users (Markarian, 2004a; Kivela,
& Kagi, 2009). Six Sigma is a method for all processes, products and companies. It was first
developed in Motorola in 1986, whose products are known as the market brand. The application
of six sigma today has become a worldwide trend driven by Motorola's economic achievements,
oriented towards enhancement of the processes and product quality (Kumar, 2008). Allied
Signal Company announced the effect of $ 800 million realized in the period 1995-1997 as a
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result of the developments based on the principle of 6 sigma (Sulaiman, et. al. 2006). In the
third quarter of 1997, General Electric (GE) generated an effect of $ 600 million (an increase
of 13.8% to 14.5%) thanks to the implementation of the 6 Sigma strategy. In 1999 it secured an
effect of $ 2 billion, which made the company to emphasize that 6 sigma is a vision of quality
expressed by only 3.4 defects per million opportunities for each product or service. In 2000,
Ford Motor Co. announced that it was the first “automaker” in the automotive industry to use
the six sigma method to enhance business processes and the quality of its products (Krishna, et.
al. 2008; Shaheen, et. al. 2015). The measure of perfection of any process is its dispersion.
Processes are executed in different ways, according to technological patterns who are
influenced by: man, materials, machines, methods, internal and external factors. If the
unauthorized deviations are identified at early stage, the costs for additional work on the process
is reduced. When defects pass the entire business process cycle, they are complemented by new
defects, so that the possibility of modification, customer attrition and hesitation towards the
product increase with geometric progression. All this falls under the low quality price (Koshki,
et. al. 2014). Therefore, one of the tasks is to fight the deviations of the process and to keep the
deviations within minimum limits by applying the 6 sigma methodology (Mitreva, et. al. 2016a;
Mitreva, et.al. 2016b). The emphasis on the 6 sigma approach is not so much on the number of
defects per million opportunities but the application of the methodology for systematically
reducing the dispersion of the process itself. Processes are executed in different ways according
to the technological schemes, and they are influenced by: employees, material, technology,
methods, internal and external factors. If deviations from the original are identified earlier, the
costs for additional processing and development of defective products are reduced (Oyewole,
2013). The concept 6 of the sigma is a conception of continuous improvement and is closely
related to the financial performance of the enterprises (Manual, 2006; Markarian, 2004b).

The condition for successful implementation of the 6 sigma program is the existence of modern
management, especially strong leadership. Leadership includes initiative from the top,
attachment to the approach 6 sigma with active participation in it, consent of all employees,
brainstorming, proactive work style, teamwork, training, support for successful actions and
achievements (Mitreva, et. al. 2016a; Mitreva, et.al. 2016Db).

2.2. How to apply the 6 sigma method

The basic concept of the six sigma is defined in Motorola, according to the classical pattern of
continuous upgrading and improvement of quality by applying the PDCA cycle (Deming cycle)
(Mitreva & Filiposki, 2012). Today, most commonly used is the DMAIC cycle, (Define -
Defining or Determining, Measure - Measurement, Analyze - Analysis, Improve - Improvement
or Advancement, and Control - Control or Management) (Miles, 2006; Mwijarubi, 2015). Apart
from this methodology, the IDDOV cycle is used. This cycle consists of the following stages:
identification, definition, design, optimization and validation and is intended for creating a new
product or process (Sokovic et. al. 2005). Both methodologies define the steps to run the six
sigma improvement program and help the team in focusing on meeting the primary goal (Aliyu,
2017; Lahap, et. al. 2014).

3. IMPLEMENTATION OF THE SIX SIGMA METHODOLOGY TO THE HOTEL
RESORT "A-ROSA" IN GERMANY

The management of the company A-ROSA is experienced on business and organizational plan,
with the main goal of transferring to the employees the new dynamic way of work, standards,
culture, access and responsibility towards the work. The beginning is difficult, but the effects
and results have increased satisfaction of all stakeholders. The main activity of the company is
directed towards the hospitality services, so for these reasons, precisely in these processes, the

39



33rd International Scientific Conference on Economic and Social Development — ”Managerial Issues in Modern Business” —
Warsaw, 26-27 September 2018

Six Sigma methodology is applied through the DMAIC (Define, Measure, Analyze, Improve
and Control) steps.

3.1. Steps in implementing the Six Sigma methodology

3.1.1. Define the problem (Define)

The process itself began with detection of the problem, measuring its depth based on the
collected databases. Errors are recorded in tables and diagrams and are subject to analysis by
managers. Based on the information obtained from the daily reports, the responsible manager
can easily detect the complaints made by the client, and depending on the type of problem, they
are being identified, defined and recorded in the checklist, Table 1.

Tablel: Checklist of delays and errors in the process of service

Location Dela_ys and errors in the process of Nov. | Dec. | Jan. Feb. | Mar. | April.
quality service
Delay due to untimely deliveryof m Il Il / /Il
bread and pastry

a Problems with the technique in the

:). kitchen / y n " /

~

4

f Dealing with heavy customers / " I /
Maintenance of golf courses I I 1 /
Time-long cleaning of the rooms / 1 I /

Based on the total operational errors, as well as complaints from the clients, the Pareto diagram
is being prepared from the checklists. This diagram should show which complaints are of the
most frequent and important and in which direction the management team should move and
seek a solution to overcome the problem, Fig. 1.

Pareto Diagram aROSM

— e o —

20,00 —

15,00____ R o e .
10,00

5.00

Delay due to Problems with the Dealing with "heavy Maintenance of golf  Time-long cleaning of
untimely delivery technique in the customers” courses the rooms

of bread and kitchen

pastry

Figure 1: Pareto diagram in relation to the frequency of irregularities in operation
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From Fig. 1 it can be seen that the number of complaints is the highest in the delays by
deliverer’s of bread and other bakery products. The first pillar of the diagram shows the delays
of bread and other bakery products for the use in the hotel. The hotel complex does not produce
its own and depends on the delivery by the suppliers. The proposal of the management team is
to employ people with the necessary skills and to supply equipment for their own production
for internal use. The second pillar of the diagram shows complaints due to frequent break-down
of the kitchen equipment (malfunction of the ice machine, refrigerators, and stoves). The
proposal of the management team is solving the problem by replacing existing ones with new
technical equipment. The third pillar of the diagram gives the frequency of complaints by "VIP"
clients in relation to hotel services, especially during the seasonal months or holidays when the
hotel operates at full capacity. The guests' revolt arises as a consequence of the strict rules and
regulations of the hotel regarding the code of conduct of the guests. The fourth pillar of the
diagram gives the frequency of problems related to the current maintenance of golf courses as
a result of the widespread area and the need for daily maintenance and irrigation. The proposal
for a management solution is to increase the number of staff for horticulture (especially in the
golf course and for organizing golf tournaments) and purchase of more mowers. The fifth pillar
of the diagram gives the frequency of problems related to the equipment and cleaning of the
rooms due to lack of necessary staff (housekeeping attendants). The management solved this
problem by employing seasonal workers. By analyzing the operations that give the highest
number of irregularities in the process, the management should find appropriate solutions to
solve the problem without allowing disruption to the company’s image.

3.1.2. Measuring (Measure) the quality of services by using methods and techniques for
operation with no mistake

Statistical Process Control (SPC) is a methodology for reducing process variability as part of
the TQM strategy for the continuous improvement of quality. The essence of statistical process
control is to ensure process stability and predictability. The use of SPC in the hotel is one of the
requirements of 1ISO 9001: 2008 and its use has helped in the process of selecting data that is
of great importance to the management. The use of tools and techniques for operation without
mistake has helped to maximize knowledge in order to avoid inconsistencies, as well as analysis
of the current problems. The quality system in which the concept of statistical process control
(SPC) is not developed and applied, will not provide sufficient guarantee for sustainable
development. For all of this, highly trained teams are essential. By applying some SPC tools to
the Hotel "A-ROSA", the following has been achieved:

A) Measuring customer satisfaction from hotel services

Paying attention to the needs and expectation of the guests and the management's effort to
satisfy them will enable increased satisfaction and competitive edge over others (Qin, et.al.
2009; Wihuda, et.al. 2017; Vaijayanthi, et.al. 2014). Visitors experience different levels of
satisfaction or dissatisfaction after every service they receive at the hotel, depending on whether
their expectations are meet or not. The collection of data on the quality of services by measuring
the satisfaction of the guests should show which measures should be taken by the management
for their improvement. As sources for measuring guest satisfaction, in this study are used
reviews of the guests left on the website of the hotel and the customer satisfaction survey, which
is carried out daily on checking-out at the hotel. In Fig. 2 are given summary results in terms of
measuring guest satisfaction / dissatisfaction with regard to the hotel services.

Figure following on the next page
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Figure 2: Measuring guests' satisfaction in terms of services provided at the hotel
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From the received data and comments by the guests, analyzed as positive and negative reviews,
it turned out that the positive reviews are in relation to the interior of the rooms, kindness of the
personnel, hygiene, comfort, location, the view. While the negative comments refer to the
insufficient equipping of the rooms and their size, as well as the amount of prices regarding
restaurant services and quality of food. Marketing management in charge of customer
relationships should regularly monitor guests' complaints and strive to build lasting
relationships through increased positive communication, increased competitiveness,
profitability and value of shares. By using some of the SPC tools in the hotel "A-ROSA", the
following was achieved:

B) Measuring the sources of information of the guests regarding their choice of the hotel
Figure 3 shows the Trend Map for the more significant sources of information to the guests
regarding their choice of hotel. The conducted guest satisfaction survey showed that guests are
informed about the hotel via web portals, friends and family, as well as social networks,
newspapers and magazines.

Figure following on the next page
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Figure 3: Trend Map for more significant sources of information of the guests regarding their
choice of a hotel

The hotel works continuously on its promotion, but it has been shown from the conducted
research that guests receive information about the hotel most often through exchange of
personal experiences or viral marketing. The users of hotel services share their personal
experience of staying in the hotel, and their impressions are passed on to relatives and friends
who are further potential guests. We should not neglect the number of loyal and regular guests
who visit the hotel for years. From Fig. 3 it can be seen that the information provided by Trip
Advisor is highly rated as a portal to share the experiences gained. On the other hand, other
sources that are less listed on the Trend Map are also of great importance, such as travel
agencies, travel guides, newspapers and magazines. While in the domain of using the Internet
and social networks like Facebook, Twitter, Blog Article, the smallest results are achieved,
which can disturb the management in terms of the awareness and the great attention that social
networks have today. The marketing sector in charge of promoting the hotel, should give a
stronger emphasis on promoting through these tools that can really be of great benefit because
of their constant contact with a large number of potential users. By using some tools in the hotel
"A-ROSA", the following was achieved:

C) Measuring the business results of the hotel

A-ROSA is a hotel tourism complex that is progressing rapidly, transforming itself into a major
regional brand. Fig. 4 shows the earnings and profits earned by the hotel in relation to its largest
competitor in the region - Hotel AJA - through monitoring of profits in recent years.

Figure following on the next page
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Figure 4: Earnings and profits of the hotel complex A-ROSA in relation to a competitor
through monitoring the profit in the recent years

There is no doubt that the hotel A-ROSA jumps with its competitive advantage (more than
18%) in recent years compared to its competitors. The management of the hotel is of the view
that it will continue to create values in all segments, to maintain the great leadership role and
to strengthen the dominant power in the region and beyond. When conducting a survey based
on the statistics of the hotel in relation to the other partners of the chain of the A-ROSA group,
increased making in relation to the other hotels in this brand in Germany can be seen, Fig. 5.
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Figure 5: Earnings and profits of the hotel complex A-ROSA with respect to other hotels of
this brand in Germany

From the collected statistics in recent years and subsequent analysis, it turns out that the hotel
A-ROSA (red) shows positive results and successfully exceeds its partners from the chain of
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the A-ROSA Group in terms of the achieved success. This is due to the good organizational
set-up and functionality of the management team dominated by the team spirit, the positive
attitude towards employees and their contribution to building a business culture at a high level.
Such an advantage is a great incentive and serves as a motivation for achieving higher results
in future.

3.1.3. Analyzing (Analyze) the causes of the problems

The Ishikawa diagram is an opportunity for managers to see the cause-and-effect relationships
of some of the factors that cause problems. The application of the Ishikawa diagram helps
managers of the A-ROSA hotel complex to make a detailed analysis of the problems and factors
that influence the quality of the service. In order to find and identify the factors that lead to
these defects and delays Fig. 6 is highlighting the more important causes that lead to
consequences.
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Figure 6: Ishikawa diagram for the important causes that lead to work irregularities

The reasons that lead to the appearance of complaints and delays relate to: poor training of staff,
defectiveness of technique, maintenance of golf courses, lack of human resources, handling of
"VIP" guests and hygiene. Analyzing these factors and penetrating deeply into it looking for
the source of the problem, has helped management in finding solutions.

3.1.4. Improvement (Improve)

By applying the Six Sigma methodology, a new approach was introduced in the work of the
hotel complex, business culture was improved, the image of the company got improved, and
new standards were set up with which employees were trained to respond to new challenges,
thereby improving the quality of services.

3.1.5. Control of the implemented corrective measures for improvement (Control)

The control showed whether the measures undertaken contributed to the elimination of errors,
whether continuous monitoring of business processes was ensured. Business processes are re-
monitored, data is recorded in the checklists and frequency is monitored. Other irregularities as
a result of the steps taken are possible with the control mechanisms. The results are visible,
which is the main feature of the Six Sigma methodology.
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The control found that in some processes the work was improved and complaints and delays
were reduced, and in some processes there were almost no irregularities in the operation as a
result of the successfully implemented steps of the Six Sigma methodology.

4. CONSLUSION

From this study we can conclude that the quality of hotel services is a strategic goal of the
company, and the adoption of the philosophy of TQM, Six Sigma methodology and internal
standardization is the real key to success. A successful company cannot achieve results without
these three key elements. Management and employees have adopted this concept in a very
simple way. Namely, the company cannot survive on the market without quality control at all
stages of the process, without applying 1SO standards, without the full commitment of the
management and employees. Standardization is a way of delivering quality. The importance of
the development of the hotel industry, which is based on the quality of the services, is taken as
the imperative in paper. These imperatives are created by the new class of tourism managers
and professionals in the hotel industry which contributes to improving the quality of services
and satisfying the needs of the users, as well as building profitable relationships on the road to
perfection.
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ABSTRACT

The book “Shut down the business school. What’s wrong with management education” by
Martin Parker (2018) professor who had worked for 20 years at Bristol University has started
an important debate. The author claims that business schools need to stop teaching most of the
standard curriculum. | would argue stronger — in the era of digitalization and internet they
need to change the way of teaching. As an example: Student Teacher Evaluations (SET) should
not be treated as measures of teaching quality because: (1) it encourages students to view
themselves as customers/consumers of education, while the quality of their learning depends
both on their and teacher’s efforts; (2) as it was shown in the conducted by Michatowicz (2016)
under my supervision analyses of more than 130 thousand of SET forty percent of students
NEVER deliver their feedback via SET; (3) that younger lecturers contrary to old ones believe
that students reciprocate good grades by giving the teacher good evaluation (Michatowicz,
op.cit. ). As a consequence teachers could inflate their demands and grades; (4) the metanalysis
conducted by Uttl, B., White, C., A., Gonzalez D. W. (2017) has shown that students do not
learn more from highly rated professors. There was no relationship between SET and students
achievement. Students expect to receive practical knowledge. They do not realize that the
results of the managerial research conducted in the “ceteris paribus” paradigm are difficult to
use in practice and in teaching.

Keywords: cognitive overload, educational reforms, managerial education, student evaluation
of teaching (SET)

1. INTRODUCTION

The following technological changes that appear in faster speed cause changes in ourselves that
we do not see, because the process of breaking up with the past is NOT accompanied by any
spectacular events. (Marody, 2015). We live in time of technological breakthrough. Do we feel
an uniqueness of this change? No, because the changes occur gradually — we can talk about the
effect of a boiled frog that can die when the temperature in a shallow aquarium will be heated
very slowly while throwing the frog to the hot water would make it to jump out immediately.
Our information environment becomes dense slowly, so we do not jump out. (Wieczorkowska,
Krdl, Wierzbinski 2016).

2. CHANGED INFORMATION ENVIRONMENT

We live in an era of excess where valid slogans are: MORE, FASTER and consequently MORE
and MORE SHALLOW. Shallow thinking manifests itself in excessive submission to
influences of eye catching stimuli, categorical opinions, excessive generalizations, shortening
the time of the focusing on the stimulus (for example growing rate changing threads in TV
series), more scanning than reading the text, lack of questions and doubts. (Wieczorkowska,
2011). Since copying information is practically costless, the information is mass — reproduced.
The news published by press agency is within tens of minutes broadcasted by tens, if not
hundreds of information portals. If in the original an error appeared, it will be multiplied and
most likely will remain uncorrected in most copies of the original information. In the internet
nothing is lost....As the Noble prize winner Simon (1971) said: ,,In an information-rich world,
the wealth of information means a death of something else: a scarcity of whatever it is that

! In the text I use large fragments of article published in Polish language: Wieczorkowska, Krol, Wierzbinski (2016). Past,
Presence and Future of the University Education.
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information consumes. What information consumes is rather obvious: it consumes the attention
of its recipients. Hence a wealth of information creates a poverty of attention and a need to
allocate that attention efficiently among the overabundance of information sources that might
consume it.” Therefore overabundance of the information has to cause dramatic deficit of
attention. Instead of reading (not even mentioning thinking through) we scan the text
(unfortunately, I am convinced that some of the readers do exactly that to this text) and we draw
some cursory conclusions. We do not have willingness or time for deeper reflection about what
we read very often. This result in increased tolerance for mistakes. Today, the most desired
information is the one which is easy to absorb and to understand in a split second. New media
change us and the reality that surrounds us. Internet meets our evolutionary needs — just like the
hunters we are throwing at the information that attract our attention and just the gatherers we
collect often unread pieces of information ( papers, books, movies etc.) with the hope that we
will use them later (Carr, 2013).

3. CHANGED STUDENTS

The permanent state of distributed attention is characteristic of our time. An information
overload is due not only to quantity. The fundamental problem is the lack of "total visions of
the world, which make sense of the events around us, control and categorize the information
flow that surrounds us (Marody 2015, pp. 111)". Binary criterion : LIKE or DISLIKE (liking
or hating) plays a dominant role. However, the fact that we like something does not mean that
it is good for us. Most of us love the sweet taste, despite of the fact that in the era of easy to
get cookies, eating sugar is not good for us. We like to have a great choice, not realizing how
much of our cognitive resources it consumed by choice making (e.g. Vohs, 2008). A feature of
modern people (including the author of this text) is automatic desire of avoiding discomfort:
physical (e.g. we are too eager to use elevators, cars, painkillers), intellectual (e.g. using
cognitive stereotypes), emotional (e.g. instead of meeting friends who potentially can criticize
us or make us bored, we turn on the TV that cannot hurt us). The feeling of emotional proximity
with e.g. favorite actors, athletes, TV presenters who are not aware of our existence has been
called <mediated quasi-interactions>. This phenomenon of ,unreciprocated emotional
proximity at distance”? allows us to enjoy the benefits of interaction and play interpersonal
relationships in your imagination without the need to engage in mutual commitment. In these
types of relations we are not threatened with rejection, and if we do not like something, we can
change it at no cost ...just by switching the channel.The young generation, raised in the
information smog, is less willing to use logical strings of reasoning, preferring associative
thinking (Stasiak, 2010 quote for: Marody, 2015). There is no data showing that young
generations better deal with parallel tasks (multitasking) than the elders though they think they
are. Students of management and other social sciences do not seek out a deep knowledge, they
ask the lecturers for easy recipes for success. They love shortcuts and are eager to learn easily
applicable models, methods..... Such a path of shallow thinking cannot, however, provide a
good basis for professional success in long term. Scruton (2010) bluntly criticizes striving for
the applicability and the latest scientific reports ( which can be disqualified with the further
research ) by saying that (i) avoiding difficult topics, (ii) multiplication of ephemeral subjects
(iii) teaching methods that strive to maintain students' interest at all costs are the recipes for the
disaster that dominate in our educational systems. In his opinion ,,there is no doubt that we
have entered a period of deepening collapse of the education system as a result of which some
students assimilate the mass of knowledge, but the masses acquire little or nothing.”In his
opinion the current curriculum is the one from which the difficult core of knowledge has been
removed. We seem to forget that knowledge, which seems impractical, may prove necessary in
unforeseen circumstances. Computers are using the "impractical” Boolean algebra and the logic

2 Thompson, 2001 quote for: Marody, 2015.
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of Frege.”Impractical” learning of Greek, Latin and ancient history allowed British university

graduates to manage the Empire...... We have to remember that scientific knowledge in social

sciences is created in a paradigm ,.ceteris paribus” (we examine the relationship between
variables assuming other things being equal). This is why it is difficult to use in real situations,
because in reality ceteris is never paribus. The research that we conducted (Wieczorkowska,

Krol, Wierzbinski 2016) has shown that among 186 employed® students of Master’s Degree

Program in Management:

e 74% think that the emphasis of the curriculum should be put on practical skills, so they will
be prepared for specific professional role.

e 16% is aware that specific professional roles requirements change very often and therefore,
the master's degree program should put emphasis on general theoretical and methodological
knowledge, so they will be prepared to learn new skills in the future.

e 10% chose option ,,It is difficult to say”.

Majority of our students prefer classes that are focused on gaining practical skills needed on the
CURRENT labor market. They do not realize that to succeed in global and competitive market
they need to master their ability to think at different level of abstractness, self-discipline and
eagerness to learn new skills.

4. THE FUTURE OF MANAGERIAL EDUCATION: MENTAL GYM MODEL

Lecturers complain on students’ cognitive laziness. The same young people with full
engagement sculpt their bodies while exercising at the gym. When the effects of confidence in
specialists (personal trainers at the gym, surgeons when we are ill) are quickly visible (we
improve our scores, we recover), we are ready to submit to their recommendations (and suffer
because of soreness and postoperative pain). Results of mental muscle training (the managerial
university education serves it) are not noticed quickly, so in students’ minds the connection
,big mental effort & big benefits” is not easily made. The goal of the managerial education
should be training of minds - "mental muscles"”. The material on which it is made is of secondary
importance. Here we can give numerous examples of physicists successful in business,
historians (not specialists of political science) who hold the highest state offices and public
functions. One can complain that students are getting worse prepared (forgetting about
variance, because some of the motivated young people have better knowledge and skills than
some of the lecturers), but the truth is that the role of the teacher is changing: from the
PROVIDER of the knowledge s/he should become a MANAGER of the educational process.
Managerial process is based on four basic functions: planning, organizing, managing (leading
and motivating) and control. The most important of these functions is control. In the learning
process feedback from the teacher plays the key role. We cannot get it on the internet. Overload
of faculty causes unfortunately, too little student’s work is read and commented by them. It
would be very beneficial to separate the learning phase from external certification. As in the
production of economy of scale is replaced by the economy of diversity (economy of scope),
in education we can notice similar trend manifesting in the increasing percentage of elective
courses. Individualization of programs causes the loss of motivational support that other
learners are providing to us. Education is a social activity and we cannot change that. The mass
of money invested - without taking into account psychological constraints. Investment in
multimedia learning disc brings to mind a huge amount of dust-covered training equipment that
are stored in private houses. When people want to learn something, they look for a teacher or
trainer who will take over responsibility for the educational process and the group that will be
the reference point for progress made. Evolution shaped in us sensitivity for acceptance others.
The survival depended (and it happens that now depends) on help provided by others, often

3 91% of them combines study with work
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complete strangers. Therefore, disregarding what other people will think about us is burdened
with a sense of discomfort (often seemingly drowned out by rationalization). Classes in regular
student groups cause that we care about our reputation. If in every class we meet totally different
people we do not care so much what they think about us. This is not favorable motivational
situation, because ,,student should feel ashamed of being stupid”*. Studying in groups has been
invented thousands years ago not in order to save the teacher’s time, but to use psychological
power of the group to strengthen motivation. Presence of other people raises the level of our
arousal — it is much harder to fall asleep while reading the book in the library than in an empty
room. A spectacular example of the role of presence of others is studying in silent groups in
monasteries. Although, interaction is limited to 15 minutes talk with the master per day,
learning in the silent presence of others is more efficient than studying alone. It has been shown
that the effectiveness of group therapy can be higher than the individual one. This has been
nicely reflected in the Nigerian proverb which says that "it takes a whole village to raise a
child". A good lecturer is flexible and can adjust the course to the capabilities and aspirations
of students — s/he sets the bar high enough to draw students out of the comfort zone (effortless
learning) but not enough to demotivate them. The ability to acquire knowledge is not a constant,
but variable in time. A good lecturer recognizes when s/he can ,,turn up” the pace of classes,
introducing more difficult issues when s/he should tell an anecdote and when to take a break.
Standardization of the course would require moving to the third topic even when we know that
the students have not mastered the subject of the second topic yet. Expectation of
standardization associated with a lack of trust in teachers also result from ignoring research
results (Spitzer, 2007) showing that for optimal learning is not the absolute value of the reward,
but the fact that it is unexpected. Too much predictability reduces the vigilance of the mind
necessary for efficient information processing. Good lecturer/teacher also recognizes how much
s/lhe can require from the student. Setting the same requirements for everyone can lead to
feelings of learned helplessness. For the weaker, we need to give a barbell with less weight, so
that they can build a sense of power. They will have their little successes, while their colleagues
will sweat, lifting more weights. This is the individualization of requirements. Students stop
rebelling when they understand the analogy of mental muscle exercises for sports activities.
When we asked in anonymous questionnaire 186 students of management (1st year of graduate
students) if they would trade-off the part of their courses in the class for individual work at
home, 41% said YES, 49% chose NO. Presence of ,,companions of misery” strengthens
motivation. The presence in the class cuts off series of temptations that we are exposed when
studying at home. That is why, even if it is not justified economically (expensive commuting)
stationary classes still will be the basic form of education. What should we train in the mental
gym? Critical thinking, analysis, synthesis, synopsis...... that is, advanced cognitive functions.
School of the future will be primarily a place to gain an experiences. Our advantage is that
students can gain this experience under safe controlled conditions. For example, they can learn
to work under different types of bosses, practice relationships with different types of clients,
test their skills in managing difficult employees. When they go to work, the range of their
experiences will be much more limited. It is at the university that they should learn about their
strengths and weaknesses, practice discipline and fortitude. At the moment, universities do not
pay attention to character education. Example: about 30% of students asking for an additional
date of passing the test, does not appear on it. This is interesting if we compare it with reports
that a similar percentage of jobseekers does not come without prior notice to previously
confirmed meetings. Are academic lecturers aware of the need to change their role and willing
to learn a "new profession"? The effect of inertia is enormous. Since we were taught in a
traditional way, why should we change it?

4 The authorship of this postulate is assigned to an outstanding sociologist prof. Klemens Szaniawski.
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5. WHAT NEEDS TO BE CHANGED IMMEDIATELY?

It is an absurd to say that universities provide educational services, since the quality of this
"service" depends equally on the effort of lecturers (“service providers"?) and students
("recipients"?). Student Techer Evaluations (SET) shouldn’t be treated as measures of teaching
quality because: (1) it encourages students to view themselves as customers/consumers of
education, while the quality of their learning depends both on their and teacher’s effort; (2) as
it was shown in the conducted by Michatowicz (2016) under my supervision analyses of more
than 130 thousand of SET forty percent of students NEVER deliver their feedback via SET; (3)
that younger lecturers contrary to old ones believe that students reciprocate good grades by
giving the teacher good evaluation (Michatowicz, op.cit). As a consequence teachers could
inflate their demands and grades; (4) the metanalysis conducted by Uttl, B., White, C., A.,
Gonzalez D. W. (2017) has shown that students do not learn more from highly rated professors.
There was no relationship between SET and students achievement. SET in the current form
should be given up. Student whose progress will not be assessed has no chance for development.
Lecturers should also receive feedback. But by building the university community you need to
build relationships on the basis of trust. So since the lecturer evaluates the student not
anonymously and justifies his assessment, the student's identity can be hidden from the lecturer,
but not against the person appointed by the rector, that acts as an ombudsman. So since the
lecturers don’t evaluate students anonymously and justify their evaluations, the student's
identity can be hidden from the lecturer, but not against the person appointed by the rector (that
acts as a an ombudsman). Students need to know that they are not capricious consumers and
must feel responsible for their opinions. The survey should be carried out in mid-class — so that
the lecturer has a chance to respond the remarks: the introduction of changes or clarification
students ' reasons why their ideas cannot be taken into account. At the end of the course you
can introduce mandatory and anonymous® evaluation surveys consisting of only one question®
with a numerical scale of: ,,Would you recommend this class for other students” and one open
question: (1) Why would you recommend the course or why would you not recommend it?
What was the most important thing that you remember from this course?..... etc.?

6. DO WE NEED ANOTHER REFORM ?

Is this text an invitation to the reform of university system of managerial education ?

Unfortunately no, because too many reforms have been behind us. We believe in beautiful

programs of changes listening to the candidates for the highest offices, neglecting not only the

financial costs of reforms, but also psychological costs. Unfortunately, more and more decision
makers' ideas are being introduced without being carried out previous pilot studies. Scruton
warns against the false assumptions that reform devotees sell:

e People can be organized in the same way as the military with the hierarchical system of
orders and obligations, ensuring effective coordination of the activities of a huge number of
people who are involved in a plan designed by a few.

e The world is treated as constructed from graphs and indicators symbolizing the distance
from an imaginary goal (effectiveness of the education process measured by the semantics
of studies, place in rankings, etc.).

The realists know that :

1. The system of education is not a building that we can destroy and build a new, better one.
According to a better plan’. The custom that survive the test of time is built on accumulated

5 Computer systems can provide anonymity of the responses with the evidence if the student completed the survey.

6 Analyzes of more than 130,000 surveys made by Michatowicz under my guidance showed a halo effect - there is no point
asking a set of questions, because students' answers are very highly correlated - if the lecturer is liked s/he receives high
evaluations on all dimensions, if s/he is not liked all scores are low.

7 An example may be the call of prof. Nawrockiej: "Let's think of universities from the beginning, how
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experiences of past generations and serves as a dam for illusions that we can do everything
better, from the beginning according to 100 percent of rational plan.

2. We need to remember that every system should consider moral weaknesses of the people
who create it.

3. A rational plan introducing a collective goal where it cannot be reasonably adapted to
changes in the desires and needs of individuals always results in unforeseen and unfavorable
consequences that lead to collapse if the system of changes does not contain mechanisms
to correct the plan.

4. Effective solutions to collective problems are not imposed, but discovered and negotiated
in the long term perspective.

5. When someone proposes serious changes promising enormous benefits, it is in his/her
obligations to show that the probability of achieving these benefits is high.

Unfortunately, more often we submit to the plans of the reformers who think that they can
present collective goals and later invent the way how to achieve them. No one will be surprised
if we tell that Scruton in addition to standard examples of implementing the only one true
political (it is a note for young readers: this way was described socialism) gives examples of
the European Union actions. Polish adaptability even to absurd law regulations trained in the
previous political system — has led the Bologna process being implemented very efficiently
(program signed in 1999 by ministers of 29 European countries). A noble objective: European
comparability of education. How does its implementation look like in Poland? Student that
holds a bachelor of Japanese studies enrolls and pays for a master's degree studies in
management. This means that students study statistical methods together with others who hold
bachelor’s degree in management. Absurd. Simply the legislator has forgotten about
introducing the obligation of compensatory courses for students changing the educational
profile. Knowledge and skills of two masters alumni with and without the bachelor of
management is incomparable, but the diplomas are the same. This problem occurs on all two —
level studies. Uniform learning outcomes are a great idea, but in the absence of standardization
of measurement, these effects translate into paying with words. Even the best program without
a plan of its implementation is a recipe for absurd results. Scruton writes that the basis for
peaceful coexistence is not the realization of common vision, but the acceptance of self-
restraint. For millennia, the ten commandments are made in a large part of the prohibitions, not
a vision of universal happiness. Therefore, instead of the next reformatory vision it would be
more important to get a consensus for self- restraint in education (e.g. we do not promote anyone
who does not meet the requirements).

7. CONCLUSION

Realizing that this text as thousands of others can perish in the information smog | will repeat

5 most main thoughts:

1. In maintaining the motivation to learn the most important are interactions between people:
By individualizing the program, we lose the effect of the group. Education is a social
activity with a not transferable role of a teacher, who will take control over the course of
the learning process and a relatively constant group, which will be the reference point for
the progress made.

2. The role of an academic teacher has changed from the provider of the knowledge to the
manager of the learning process, who should do the same as the trainer: plan the education

in '68 '(quote for: Pezda A., Alert for the university: heated debate about the factories of the unemployed, Gazeta Wyborcza;
02.05.2012).
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taking into account student’s abilities, motivate and control the effects. An university of the
future will be primarily a place where students gain experience under controlled conditions.
The Mental GYM Model assumes that the individualization of the education process should
be understood as the differentiation of requirements, not subjects. Everyone should learn
mathematics, although some should require a minimum, while the more able ones should
be “burdened” with more.

It is an absurd to think that universities provide educational services, since the quality of

this "service" depends equally on the effort of faculty ("service providers"?) and students
("recipients"?). SET in its current form should be abandoned, because it encourages students
to view themselves as PASSIVE customers/consumers of education. It is worth it to
implement middle semester surveys that will consist of open questions.
The pressure from students for classes focused on gaining practical skills needed on the job
market should be resisted. Students need to be persuaded that in order to succeed on the
global market, they have to learn thinking on different level of abstractness, which can be
acquired only by taking not very exciting classes and doing many dull exercises.
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ABSTRACT

The spark of the so-called “Arab spring” was initiated when a Tunisian hawker, called
Mohamed El Bouazizi, set fire to himself in response to a humiliating and unjust reality. Events
unfolded, and the spark spread to other countries, although to varying degrees. However,
what was expected to be spring turned into a bloody winter. The present article tries to show
that the sad shift from claims for freedom and social justice into violence and intellectual
defection is not due to the current sad reality; instead, it is the harvest of the seeds ploughed
throughout the history of the Arab world. Education programs, preaching and media
contributed to the emergence of these takfiri and violent groups, especially the group called
ISIS.

Keywords: Arab Spring, Arab world, ISIS, Takfiri, identity, illiteracy, resurrection

1. INTRODUCTION

The spark of the so called “Arab Spring” was initiated when a Tunisian hawker, called
Mohamed EIl Bouazizi set fire to himself in response to a humiliating and unjust reality. Events
unfolded (events followed), and the spark spread to other countries, although to varying
degrees. Five years after this sad incident, Houssam Al Abdelli, one of Al Bouazizi’s
compatriots living in one of the poorest neighborhoods of Tunis embracing the violent takfiri
jihadist thought, blew up a presidential security bus (This happened on November 26,
2015, while Al Bouazizi burned himself on December 17, 2010). What was it that triggered
this shift from claims for freedom and social justice to not only the adoption of violence, but
intellectual defection as well? Various considerations and interpretations were put forward to
account for the events that have taken place in the Arab countries during the last seven years.
Were they a blooming spring, a sad autumn, a freezing winter or a sweltering summer?
Observers wonder whether that was a revolution, an uprising, an organized social movement or
simply a night plot staged in the form of different rebellious movements, which, in essence,
were but cinematic tricks and special effects, meant to reproduce the current reality in its worst
misery and darkness. The questions observers put forward were related to the desire to
understand what actually happened and seek whether this was an objective and logical
consequence of a process, of which the fruition conditions had matured, or just a sudden rise.
In any case, many people think that what happened was not a well thought internal and
intentional or spontaneous act. Instead, they think it was the result of foreign spurs and goads
used to assert and protect specific interests and strategies. Alongside with this, the word ISIS
(Islamic State in Irag and Syria) has become one of the most frequently used words nowadays.
Scholars are not agreed as to the appearance of this violent organization and its incubating
environment. Some of these scholars argue that its appearance was the result of the American
invasion of Irag and the dissolution of the Iragi army; others, however, think it was a creation
of the USA to help destabilize regimes opposing the American project of the New Middle East
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and to redraft the geography of the region, and produce the new edition of the Sikes-Pico
agreement and map. Other scholars went even further to link this not only to the variables of
the present, but also to the references, texts and ancestors. This very issue tempted many
scholars to draw a line between ISIS and Al Qaida, not in terms of ideology, but in terms of
program and priorities. While the first organization (ISIS) gave priority to the cleaning of its
house from inside by fighting Shiaa first and considered this as a warm up for the most
important fight against Christians and Zionists, Al Qaida believed that the priority lied in
cutting ‘the head of the snake’, a term by which they indicate the United States of America,
after which the Zionists will be deprived of their support, become weak and ultimately easily
vanquished. What the two organizations had in common, apart from sectarian and referential
dimensions, was violence to the extent that excessive violence has become the standard for
mobilizing and rallying supporters. The question, therefore, pertains to the reason why the Arab
structure has become like quick sands or shifting sands, a situation which was made worse by
the consequence of the “fleeing of Benali”. This was paralleled by the emergence of masses of
humans, in whose heads ISIS thought was deeply rooted, and who did not believe in civil and
non violent action. They wanted to put Abou Tammam’s statement into reality: Swords speak
louder than books; their edges distinguish between seriousness and joking. Such was the
language that these people excelled at during the last five years, from Chaabni Mount in Tunisia
to Mosul in Irag and from Aden in Yemen to Jisr Al Choghour in Syria. ISIS’s chosen slogan
was “remain and expand to gain momentum among its supporters; however, the Syrian film
director, Najdat Isamel Anzour, soon came up with the answer through a film entitled “transient
and dissipate’, which was a contradiction to ISIS’s symbol. The present paper does not seek to
investigate the current situation of ISIS and measure the extent to which it will remain or
dissipate, nor does it claim to explore its future and its ability to expand or disperse. Instead,
it tries to shed light on the history of the issue in order to understand the circumstances, based
on the French historian Pierre Renouvin’s (1964) concept of “deep forces”, which he used to
explain the complexities of international relations that underlie events and help explain them.
These forces can be summarized as follows.

2. NATIONAL STATES AND INTERNATIONAL LEGITIMACY

The years 1916, 1917 and 1918, the centenary anniversary of which we are commemorating,
constituted marks of identification (distinguishing features) in the history of the region and its
relationship with international deciding factors. After the tailor-made redrafting of the region’s
map by Mark Sikes and Francois George Picot to suit the interests of the then two most
important super powers (i.e., Great Britain and France) subsequent to the collapse of the
influence of Ottoman Empire, the next episode of the intertwined colonial plan started by the
Belfour statement in 1917 and the creation of the Zionist entity in this space that was prepared
for scattering. The last episode in this sequence was the former American President, Thomas
Woodrow Wilson’s, fourteen principles in 1918, which were meant to be the roadmap to
achieve world peace and international conflict resolution. Following this, the idea of the
creation of the League of Nations matured and, ironically, the United States was not a member
of it. After World War 11, what was plowed during World War | started to bear fruit. The League
of Nations proposed in 1918 was converted into the Organization of the United Nations in 1945.
The Belfour statement of 1917 was converted into the declaration of Israel in 1948, with
the British colonization having prepared the conditions necessary for this creation on
the land of Palestine. The USA, then, took over and set for itself the task to take care of this
newly implanted state and sent its war ships to the region to protect it, within the framework of
the cold war’s attractions and balances. The theory of “Dam”, brought forward by the American
president Truman, may be considered as the first step towards America’s foothold in the
Mediterranean Sea. In 1947, during the Greek civil war and face to the incapacity of the British
to stop the Soviet pressure on Greece and Turkey, he seized the opportunity and flooded these
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two countries with economic and military aids to coax them into becoming allies, especially
within the context of the tough competition and rush for allies. This existence was consolidated
with the coming of the US sixth fleet to the Mediterranean Sea in 1949. In addition to this, the
failure of the French and British forces during the Suez Canal war in 1956 signaled the decrease
in the traditional role of Europe in the Mediterranean region in favor of another more effective
and more influential power called the USA. The first signs and indications of geostrategic
change in the game of role swapping as well as the alternation of leadership and hegemony
appeared in 1947 when the American Secretary of state General George Marshal made a
presentation at Harvard University where he talked about a plan with his name which, on the
surface, was destined to heal the wounds of Europe, enfeebled by the pricks and pains of World
war I, but which deep down was intended to take over the world leadership from a Colonial
Empire on which the sun was said to never set. In the midst of this international transformation,
the Arab region was longing for the creation of a regional Bloc, including all its components,
based on the common denominators to press the rows, consolidate each other and have an
effective positioning on the international map of balances. A framework was, therefore,
established called the League of Arab Nations in 1945. The Arab countries that were still under
colonization successively gained their independence. However, the results were very
disappointing because (1) those countries could not cut the umbilical cord connecting them to
their former colonizers and became totally dependent on and submissive to them and (2)
because the adopted public policies, which were merely a reflection of a country’s strategic
choices, left high and dry and ignored investment on human capital and eventually proved to
be a complete failure. Therefore, poverty indicators and illiteracy rates were very disappointing.
Besides, the positions of Arab counties vis-a-vis regional and international affairs reflected their
utter weakness and failure to defend themselves against foreign threats. What happened in Iraq
first and then Libya are cases in point, among others. This resulted in injustice stemming from
internal as well as external sources. Internal injustice led to people’s despair and frustration,
and gave birth to citizens ready to serve as fuel to any fire set in the region. External injustice,
however, came in the form of a tailor-made international legitimacy using double standards,
punishing peoples of a region, of which the leaders failed to choose the right positioning on the
international scene since the creation of the Arab League. After sixty years, the new world
balances considered them as peoples of a region that they called the Middle East and North
Africa. Part of the population of this region lost direction. They started looking for salvation in
the past and, therefore, became easy to manipulate within a game of big nations, where not only
were they victims, but also had to pay the bill of their sufferings and destruction.

3. THE STRONG RETURN TO HIDING BEHIND IDENTITY

In a study entitled “Political Islam, form extremism to more extremism”, the Egyptian scholar
Rifaat Al Sayeed (1991:pp12-30) said that “The question that surely comes to the reader’s mind
now is whether there is an end or not to this extremism. Until when will political Islamist groups
remain qualified to tend toward more extremism? According to the findings of this study, the
answer was that extremism would increase sharply (...) as long as these groups refused to accept
reality and as long as reality remained unable to face them and counter them intellectually,
politically and socially”. A quarter of a century after the publication of this study, which drew
our attention to the fact that the more opening and creation there was on the part of the West,
the more extremist and fanatic thoughts these groups would have. The present shows that Al
Sayeed’s predictions have proved to be true. Muslims were under the influence of the culture
of Oumma (nation) and Caliphate for a long time, and created a space of their own that
distinguished them from the other. The confrontation with this other represented an opportunity
for them to consolidate this sense of common belonging, from the fall of Andalusia to modern
colonialism, without forgetting the crusades, the Tatar and Mongol invasions and wars. This
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space used to be called ‘Dar Assilm’( the home of peace) as opposed to the house of war, or the
house of Islam as opposed to the house of disbelief and apostasy; the country of Muslims as
opposed to the shore of Christians or the Europeans (Al ifranj). This sort of ‘container’,
weakened and enfeebled as it might be, continued during the rule of the Ottoman Empire and
remained governed by this feeling of connection with and belonging to the spiritual home, of
which the capital is Mecca and which called for a jihadist jargon to fight the colonizer.
However, little by little, this feeling of belonging to a big nation including all the Muslim
peoples started to lose ground in favor of the creation of smaller nations with geographical
borders, even if these countries themselves belonged to the same spiritual country referred to
as the Islamic world. More attention was then given to geographical affiliation than to religious
affiliation, without there being any mutual exclusion or contradiction. Both affiliations relied
on each other and used the slogans of each other for rallying and mobilization purposes,
although sometimes this was done under the name of nationalist movements fighting for
independence. After Arab countries gained independence and new countries created with the
current names they now have, the majority of Arab peoples expected to get the fruit of this
independence, have better living conditions and better education and health care systems,
freedom and dignity. However, the only thing they got was total disappointment. They
discovered that their sacrifice was in vain. This fostered the feeling of identity and nationalism,
embodied by the Nasser and Baath movements, and then local ethnic movements as a reaction
to the disappearance of several entities. These movements later developed into religious
movements and new concepts were created, such as jahilia (pre-islam) and God’s rule, as an
indication of a new nation in which the ruler or the Imam was seen as a representative and
successor of God on earth and was, therefore, ruling by divine right.

4. AN EDUCATIONAL SYSTEM WHICH BANNED REASON AND CRITICISM:
WHEN ILLITERACY BECAME A MORE MERCIFUL CHOICE

The allusion here is to the educational systems in the Arab countries, although to varying
degrees depending on each country. The mental and intellectual environment that prevailed was
one, whose semantic field is full of terms and expressions like “Souls subdued to him”, “The
sword was unsheathed and the pen got dry”, “I see ripe heads which are ready for the harvest”.
Instead of fostering the belief that “culture and education are weapons, so let’s arm our
peoples”, the different governments struggled to spread ignorance and calcification of the brains
of successive generations, hence the frustrating rates of illiteracy. They stuffed school curricula
with teaching methods that ran counter to reason, knowledge and development. The outcome
of such curricula was an example of man who was nostalgic for the period of cutting bellies
open, and tearing eyes out, uprooting noses, cutting off heads in the name of defending Islam;
a man who did not believe in sciences and scientists, and hostilely opposed creativity, art and
artists. The answer for him to each and every question was very simple: we lost direction when
we no longer followed our ancestors’ straight path; the solution was, then, to go back to those
periods of cleanliness and adopt our ancestors life style, regardless of the changes and
developments that have taken place since then. The changes should be adapted to our traditions,
rather than we adapting ourselves to the changes. These were the results of educational systems
that banned reason and criticism and made learning by heart a priority, reproducing thus the
scholar/learner, Cheikh and disciple or follower dichotomy in the educational system. The
educational system drove away Espinoza and his rationalism, Descartes and his skepticism,
Einstein and his relativity and gave free reign to the hegemony of charlatanism and sheer blind
confidence. A narrow centralized identity was promoted to the detriment of the centrality of
sciences and the power of knowledge. The result was a series of educated people with no critical
thinking, and pseudo-educated people with shallow, superfluous and superficial thinking. These
people’s main concern was resting at road milestones ((Sayeed Qotb, 1983), worrying about
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the punishment of the grave ( Taybi Okacha, 1989) in order not to be said ( Aid Qarni, 2002).
For them, exploring the course of the development of sciences between Adam’s apple and
Newton’s apple was not worth the trouble. If we knew that despite their illiteracy, our ancestors
were tolerant and life loving, can’t we say that illiteracy was better and more merciful?

5. THE ISLAM OF BELIEF OR THE ISLAM OF HISTORY?

People lost direction amidst uncertainty and confusion between Islam as religion and Islam as
history. Muslims, therefore, became enchained and shackled by the burden of tradition (legacy)
and humans’ opinions and judgments. Interpretations by people like Elghazali, Alachari, Ibn
taymimia and Mohamed Ibn Abdelwahhab, inter alia, represented a binding reference and a
deterring hindrance from any direct access to the Koran and the Sunna. This confusion became
more complex when it was overlaid with the overlapping between Islam as religion and Islam
as rule and authority (Caliphate, imamate (leadership), mahdawiya, sheikhdom...). This took
place at a time when the West was establishing its systems and institutions based on a creative
accumulation and on a productive interaction between people and their environment and
thought. Plato dreamed of a Utopian city ruled by men of wisdom (philosophers) and then
followed Aristotle, who became conscious of the reality of the Cities-States and the
requirements of their rule. Thomas of Aquino then came to renew and reinvigorate the Christian
theological thought, before Machiavelli came up with the principle of pragmatism in ruling. It
was the beginning of the tug of war to destitute the priesthood from ruling humans in the name
of God, especially with the emergence of the works of scholars like Thomas Hobbes, John
Locke and jean Jacques Rousseau. These works signaled the beginning of organized contractual
rule, after which Montesquieu concentrated on the spirit of legislation. All this was paralleled
by a full scientific renaissance (thanks to the sacrifices of Galileo), an economic renaissance
(Bourgeoisie) and intellectual renaissance (the age of enlightenment or the age of reason). The
developments resulted in the West creating its modernism, achieving its revolution and
declaring the principles of human rights, of course, after breaking with the central rule of the
Church in the name of God in favor of the centrality of the individual, of reason and science.
Face to this difficult parturition, and while Arabs and Muslims were plunging in the deep
slumber under the rule of the Ottoman Caliphate, an elite of this West moved to a world that
they called new, but which, in fact, was the West of the West and the master of the West, from
whose womb came a strong entity called the United States of America. After self- structuring
and laying strong foundations, this strong State went to impose itself on the rest of the world.
During the cold war, the term “terrorism” was coined and an alliance was then built with a
section of Easterners, who lived in confusion as to their religion and their worldly existence and
were ‘made use of” to fight the apostate enemies in Afghanistan. The story ended as a caricature,
where jihadists fought other jihadists. Yesterday’s ally soon turned into the number one enemy
worldwide, after the 9/11 attacks. The same scenario took place, with new, but worse staging
and directing with the appearance of ISIS and Al Nosra front and other similar factions and
death squads. These death legions were presented in the media as a clean and blessed rebellion.
This was accompanied by the fuelling of sectarianism due to the tendency of the then
dominating media empires to add fuel to the fire. The result was a new version of war between
Jihadists and other jihadists.

6. DISSENSION/ SEDITION MEDIA AND “MARRIAGE (OR SEXUAL) JIHAD

A quick shift from official media channels to a full flood of TV channels, a fact which makes
questioning its context, causes and purposes legitimate. In the absence of accurate and
convincing answers, it is possible to investigate this type of media, the nature of programs and
the time span devoted to education, thought, reason and knowledge. The findings of such an
investigation will certainly be frustrating and disappointing, especially with regard to news
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outlets with programs that not only spread sedition, hate speech and strange fatwas, but also
instigated fanaticism, sectarian and doctrinal mobilizing. Humans had no importance
whatsoever in these media programs. They became witnesses who committed perjury on what
was happening; they also became destruction machines through presenting fake news and
fabricated videos and through tailor mad ‘specialists and analysts’, who contributed to a tragic
drama, of which the facade was the call for democracy when, in essence, it was a war of interests
whose victims were mainly poor and ordinary people. Thus, such media contributed to the
legitimatization of killings, violence and fanaticism. Instead of inviting real and open-minded
scholars and preachers, haunted by humanisms and peace, they opened their doors to pseudo
thinkers and preachers who stirred up hatred and promised jihadists that they would have virgins
on earth and after death.

7. CONCLUSION

This shift came as a result of the fact that nature shuns emptiness and void, and that any
revolution or aspired change is supposed to be backed by an idea and a comprehensive social
project as well as an inspiring commander. Due to the aforementioned reasons, these conditions
could not be satisfied, and advantage was taken of the material and intellectual poverty and
deprivation suffered by angry and vengeful people, who, at the beginning thought they were
carrying out a revolution. When the fog cleared and the dust settled, they discovered that they
were amidst a storm whose strong winds and deep forces were sowed a long time ago, to use
Peirre Renovan’s (1964) words. The destroyed buildings and infrastructures may be
reconstructed and new and modern cities may emerge. However, the beauty of the stones can
never hide the truth of this dangerous social fissure. In this respect, EI Moatassim( 2008: 25-
30) was so deep and right when he ascribed the weakness of the southern bank of the
Mediterranean Sea to three main reasons, namely decline, scars of colonization and the
humiliation of defeat. If ISIS has been defeated militarily, the thoughts, ideas and seeds that led
to its emergence are still there. Even worse, this phenomenon of violence is likely to emerge
again in more extremist, violent and barbaric forms. Hence, the importance of the subject is
that it does not examine whether this phenomenon has disappeared and put an end to or not, but
focuses more on the possibility of its disappearance as physical humans as well the possibility
of its resurrection as long as it still exists as ideas and as the thought constructs that have first
spawned such ideas and such thought constructs.
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ABSTRACT

The paper deals with the functioning of the association of companies in the civil engineering
and its impacts on particular participants within their economic results. The association of
companies represents the kind of the co-operation, where there are associated at least two
participants. This type of company is founded mainly for a purpose of the participation in the
tender procedure. In the frame of its working there must be assessed contractual conditions
between parties, which are connected not only with the organization, but also with the financial
conditions (the share on revenues and costs of particular participants within the association of
companies). The objective of the paper is to describe the functioning of the association of
companies in civil engineering and on the case study to demonstrate the influence of functioning
of the association of companies on economic results of particular participants. The case study
will come out from the zero (real) variant, which will be supplemented with next models
characterizing different variants of the financial management of the association of companies
with impacts on particular participants. Results of the case study will be commented within the
total conclusions.

Keywords: association of companies, construction companies, financial management

1. INTRODUCTION

At present time it is more and more usual to enter the tendering procedures in the position of
the supplier not only as a construction company itself but also as an associations of companies.
The association of companies introduces the connection of two or more partners, which can
bring into this type of co-operation e.g. technological advantages, capacity benefits or it could
be only purpose connection of construction companies from the reason of the fulfilment of
conditions of the tendering procedure. During the foundation of the association of companies it
IS very important the determination of contractual conditions. These contractual conditions are
connected mainly with the organization of the association itself. It concerns mainly about the
determination of the leading participant of the association, the determination of the form of the
association, the dividing of the volumes of work, the determination of way of communication
between participant or in the face of external companies, the way of accounting and the
circulation of documents and mainly the determination of shares on the financial participation
on costs and revenues of the association. From the point of view of the financial management
it is the most important to agree the percentage shares of the financial participation on costs and
revenues connected with the construction order. The objective of the paper is to point out the
impact, which is caused by the financial participation on costs and revenues, on the economy
of participants within the association of companies.
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2. LITERATURE REVIEW

General principles of the financial management of the company are dealt in the monograph
(Valach, 1999). This issue is consequently in detailed accent on modern methods and trend
solved in the monograph (Nyvltova, Marini¢, 2010). The economic evaluation used to be very
often based on the cash-flow analysis. This issue in the area of the liquidity of the company and
the planning of cash flows is described in the monograph (Sedlacek, 2010). As mentioned in
the monograph (Kubickova, Jindfichovska, 2015), when the performance and the competitive
ability are given to the equality, the company must disposal with adequate tools, which diagnose
and indicate the reliability of the company and serve to the comparison of the real situation of
the company on the market. One of ways of the increase of the competitive ability is the
establishment of the association of companies, which consequently disposes with competitive
advantages of all participating subjects. The paper is focused on the area of the co-operation in
the frame of the construction engineering. The professional literature in not interested in the
issue of the association of companies a lot, it is oriented more on the financial management of
construction companies (AntoSova, 2016) and the assessment of the performance of
construction companies (Horta, Camanho, Moreira da Costa, 2012). The development of key
financial performance indicators for construction companies in the environment of Great
Britain is in detail solved in the publication (Hegazy, Hegazy, 2012). Siew, Balatbat and
Carmichael in their publication (Siew, Balatbat, Carmichael, 2013) describe the relationship
between sustainable practices and financial performance of construction companies. Financial
management of the construction projects is the subject of the paper (Purnus, Bodea, 2015).

3. METHODOLOGY
The methodology of the research can be divided into two parts. The first part is focused on the
description of the functioning of the relation between participants within the association of
companies and the working of the relation between the association of companies versus
suppliers of construction works, materials and services. The second part of the research is
oriented on the modelling of costs and revenues of the partial subject as a participant of the
association of companies and concurrently as a supplier of construction works, materials and
services. At present time it is possible within the public procurement to see the trend of the
establishment of associations of more construction companies. The association of companies
used to be usual mainly in the case of bigger construction orders in the sense of the range and
the volume of delivered works and can be founded due to:
¢ needed references in the public procurement,
e the requirement of the contractor to carry out the certain amount of works with own
capacities,
e the decrease of risks,
e the elimination of the competition,
e the technical qualification and the professional competence in the sense of the law about
the public procurement,
o future references.

The partnership within the association of companies is based on the definition of conditions in
the Contract on the association of companies. This contract usually defines following points:
e contract parties,
the purpose of the contract,
the name and the seat of the association of companies,
the purpose of the association of companies,
the leading member of the association of companies,
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e contributions of participants of the association of companies,

e principles of the co-operation of participants of the association of companies,

e common selection of sub-suppliers,

¢ the foundation and the end of the association of companies, the end of the participation
in the association of companies,

e the bank account of the association of companies,

e the interdict of the competition.

The paper is focused mainly on the evaluation of the financial impact on the participant of the
association of companies within economic activities of the association of companies. It is
necessary to focus mainly on the redistribution of the economic result of the association of
companies among particular participants. The economic result comes out from the activity of
the association of companies. In the frame of this activity there arise revenues of this
organization, which are mostly displayed on investor invoices. The invoice is usually completed
by the job logging to prove the works carried out. Revenues can be expressed as outputs in
monetary units. Within the activity of the association of companies costs also arise. Costs can
be defined as a consumption of particular production factors. Based on the percent share defined
in the contract on the association of companies, particular members of the association of
companies participate in the economic activity, thus revenues and costs. Mentioned percent
share is defined for purposes of the assessment of the share on revenues and costs and does not
have any direct connection with amount of works carried out by partial participants. Basic
theoretical steps consist in the modelling and testing of variants of the share between two
participants of the association of companies and its impact on partial participants of the
association of companies within the case study. The modelling and testing of variants between
two participants of the association of companies is based on the sensitivity analysis. Sensitivity
analysis is a way to predict the outcome of a decision, if a situation turns out to be different
compared to the key prediction (Sakaguchi, Kodama, 2009). The sensitivity analysis is related
to determining how much investment must be made in order to bring an implementation of the
scenarios back to the base line values (Bowling, Rabadi, Khasawneh, Shearer, 2013).

4. RESULTS
The case study is focused on the financial management of the association of two participants,
which was founded for the purpose of the realization of the construction “Additional building
of laboratories and computer centre”. The case study proceeds in the following two steps:
e the characteristic of the zero variant (real state according to the Contract on the
association),
e the determination of particular variants differing in the agreed financial shares of the
participants.

4.1. Characteristic of the zero variant

Within the Contract of association there were agreed conditions of financial shares of particular
participants of the association of companies. The basic share among participants of the
association of companies (Company A and Company B) is 51 %: 49 %. The financial share on
the economic result of the association of companies of particular participants is displayed in
following table 1.

Table following on the next page
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Table 1: Financial contribution on economic result (own elaboration)

Revenues Economic Company A Company B
Month czK) | GO (CZK) | pasiit (czK) IO(c%IK) FECgK)
April 2012 433,125 879,653 -446,528 -227,729 -218,799
May 2012 380,745 834,344 -453,599 -231,335 -222,263
June 2012 369,587 824,693 -455,106 -232,104 -223,002
Totally 1,183,457 2,538,690 -1,355,233 -691,169 -664,064

Note: 1 € =26.50 CZK

Both participants of the association of companies are suppliers of construction works within the
solved construction order. Their overhead costs, which were agreed in the contractual
conditions (see Contract on the association) in relation to the construction order, are displayed
in the table 2.

Table 2: Agreed overhead costs of participants of association (own elaboration)

Company A Company B
Month (CZK) (CZK)
April 2012 429,331 75,000
May 2012 429,331 75,000
June 2012 429,331 75,000
Totally 1,287,993 225,000

Note: 1 € =26.50 CZK

In the table 3 there are displayed real overhead costs of particular participants of the association
of companies.

Table 3: Real overhead costs of participants of association (own elaboration)

Company A Company B
Month (CZK) (CZK)
April 2012 281,331 80,000
May 2012 281,331 80,000
June 2012 281,331 80,000
Totally 843,993 240,000

Note: 1 € =26.50 CZK

In the table 4 there is displayed additional economic result, which presents the saving (or the
loss) caused by the difference between agreed overhead costs (invoiced to the association by
particular participants) and real overhead costs of particular participants.

Table 4: Additional economic result of participants of association (own elaboration)

Company A Company B
Month (CZK) (CZK)
April 2012 148,000 -5,000
May 2012 148,000 -5,000
June 2012 148,000 -5,000
Totally 444,000 -15,000

Note: 1 € =26.50 CZK

The real economic result expressing the impact of the organization of the association of
companies on the economy of particular participants within the financial management is
displayed in the table 5.
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Table 5: Real economic result of participants of association (own elaboration)
Company A Company B

Month (CZK) (CZK)
April 2012 79,729 223,799
May 2012 83,335 227,264
June 2012 84,104 228,002
Totally -247,169 -679,064

Note: 1 € =26.50 CZK

From information mentioned above is evident that regarding the setting of financial shares of
participants of the association of companies, which are agreed in the Contract on the
association, and regarding agreed overhead costs of participants, the real overhead costs are the
most important from the aspect of the impact on the economy of particular participants. From
presented tables is evident that the Company A, which should contribute on the loss with the
amount of 691,169 CZK, following its financial management finally contributes with the
amount 247,169 CZK, what is 64.24 % less. The Company B should contribute on the loss with
the amount of 664,064 CZK, following its financial management it finally contributes with the
amount 679,064 CZK, what is 2.26 % more.

4.2. Determination of particular variants
To be able to evaluate impact of the organization of the association of companies on the
economy of particular participants within the financial management, there were elaborated
particular model examples. Model examples are based on the sensitivity analysis. These models
include changes in financial shares of particular participants of the association, which are in all
cases defined in the Contract on the association. In the case study there were taken into account
following four variants:

¢ financial share Company A: Company B, 60:40,

¢ financial share Company A: Company B, 80:20,

¢ financial share Company A: Company B, 40:60,

¢ financial share Company A: Company B, 20:80.

In the table 6 there are displayed financial shares on the economic result of the association in
the case of the 1% variant, the financial share 60:40.

Table 6: 1% variant — Financial contribution on economic result (own elaboration)

Revenues Economic Company A Company B
Month czK) | GO (CZK) | pasiit (czK) IO(c%/K) IO(czyK)
April 2012 433,125 879,653 -446,528 -267,917 -178,611
May 2012 380,745 834,344 -453,599 -272,159 -181,440
June 2012 369,587 824,693 -455,106 -273,064 -182,042
Totally 1,183,457 2,538,690 -1,355,233 -813,140 -542,093

Note: 1 € =26.50 CZK

The real economic result expressing the impact of the organization of the association on the
economy of particular participants within the financial management in the case of the 1% variant
is displayed in the table 7.

Table following on the next page
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Table 7: 1% variant - Real economic result of participants of association (own elaboration)

Company A Company B
Month (CZK) (CZK)
April 2012 -119,917 -183,611
May 2012 -124,159 -186,440
June 2012 -125,064 -187,042
Totally -369,140 -557,093

Note: 1 € =26.50 CZK

From presented tables is evident that the Company A, which should contribute on the loss with
the amount of 813,140 CZK, following its financial management finally contributes with the
amount 369,140 CZK, what is 54.60 % less. The Company B should contribute on the loss with
the amount of 542,093 CZK, following its financial management it finally contributes with the
amount 557,093 CZK, what is 2.77 % more.

In the table 8 there are displayed financial shares on the economic result of the association in
the case of the 2" variant, the financial share 80:20.

Table 8: 2" variant - Financial contribution on economic result (own elaboration)

Revenues Economic Company A Company B
Month czKy | COB(CZK) | pesuit (czK) ID(C%IK) ICzc%/K)
April 2012 433,125 879,653 -446,528 -357,222 -89,306
May 2012 380,745 834,344 -453,599 -362,879 -90,720
June 2012 369,587 824,693 -455,106 -364,085 -91,021
Totally 1,183,457 2,538,690 -1,355,233 -1,084,186 -271,047

Note: 1 € =26.50 CZK

The real economic result expressing the impact of the organization of the association on the
economy of particular participants within the financial management in the case of the 2" variant
is displayed in the table 9.

Table 9: 2" variant - Real economic result of participants of association (own elaboration)
Company A Company B
Month (CZK) (CZK)
April 2012 -209,222 -94,306
May 2012 -214,879 -95,720
June 2012 -216,085 -96,021
Totally -640,186 -286,047

Note: 1 € =26.50 CZK

From presented tables is evident that the Company A, which should contribute on the loss with
the amount of 1,084,186 CZK, following its financial management finally contributes with the
amount 640,186 CZK, what is 40.95 % less. The Company B should contribute on the loss with
the amount of 271,047 CZK, following its financial management it finally contributes with the
amount 286,047 CZK, what is 5.53 % more. In the table 10 there are displayed financial shares
on the economic result of the association in the case of the 3' variant, the financial share 40:60.

Table following on the next page
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Table 10: 3" variant - Financial contribution on economic result (own elaboration)

Revenues Economic Company A Company B
Month czK) | GO (CZK) | pasiit (czK) IO(c%IK) FECgK)
April 2012 433,125 879,653 -446,528 -178,611 -267,917
May 2012 380,745 834,344 -453,599 -181,440 -272,159
June 2012 369,587 824,693 -455,106 -182,042 -273,064
Totally 1,183,457 2,538,690 -1,355,233 -542,093 -813,140

Note: 1 € =26.50 CZK
The real economic result expressing the impact of the organization of the association on the
economy of particular participants within the financial management in the case of the 3" variant
is displayed in the table 11.

Table 11: 3" variant - Real economic result of participants of association (own elaboration)

Company A Company B
Month (CZK) (CZK)
April 2012 -30,611 -272,917
May 2012 -33,440 -277,159
June 2012 -34,042 -278,064
Totally -98,093 -828,140

Note: 1 € =26.50 CZK

From presented tables is evident that the Company A, which should contribute on the loss with
the amount of 542,093 CZK, following its financial management finally contributes with the
amount 98,093 CZK, what is 81.90 % less. The Company B should contribute on the loss with
the amount of 813,140 CZK, following its financial management it finally contributes with the
amount 828,140 CZK, what is 1.84 % more. In the table 12 there are displayed financial shares
on the economic result of the association in the case of the 4" variant, the financial share 20:80.

Table 12: 4" variant - Financial contribution on economic result (own elaboration)

Revenues Economic Company A Company B
Month czKy | €O (CZKY | posiit (CzK) IO(c%/K) IO(czyK)
April 2012 433,125 879,653 -446,528 -89,306 -357,222
May 2012 380,745 834,344 -453,599 -90,720 -362,879
June 2012 369,587 824,693 -455,106 -91,021 -364,085
Totally 1,183,457 2,538,690 -1,355,233 -271,047 -1,084,186

Note: 1 € =26.50 CZK

The real economic result expressing the impact of the organization of the association on the
economy of particular participants within the financial management in the case of the 4™ variant
is displayed in the table 13.

Table following on the next page
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Table 13: 4" variant - Real economic result of participants of association (own elaboration)

Company A Company B
Month (CZK) (CZK)
April 2012 58,694 -362,222
May 2012 57,280 -367,879
June 2012 56,979 -369,085
Totally 172,953 -1,099,186

Note: 1 € =26.50 CZK

From presented tables is evident that the Company A, which should contribute on the loss with
the amount of 271,047 CZK, following its financial management finally contributes with the
amount - 172,953(the Company A achieved positive economic result) CZK, what is 163.81 %
less. The Company B should contribute on the loss with the amount of 1,084,186 CZK,
following its financial management it finally contributes with the amount 1,099,186 CZK, what
is 1.38 % more.

5. DISCUSSION

Model cases took into account three basic criteria:
e change of the financial share of participants on the economic result of the association,
e constant agreed overheads costs of participants of association,
e constant real overheads costs of participants of association.

Based on the sensitivity analysis there were worked out four variants, which reacted on the
change of the financial share of particular participants of the association and in each of variants
there were monitored the impact on the economy of participants caused by the change of the
financial shares on the economic result of the association.

In the case of the Company A following changes thanks to modelling were detected:

o if at the Company A the financial share on the economic result of the association arises,
then due to this influence finally the loss arises as well,

e increase of the loss at the Company A due the increase of the financial share on the
economic result of the association is not linear,

e rate between the value of the economic result of the Company A and the value of the
financial share of the Company A on the economic result of the association is in the
zero variant 35.76 %,

o the rate is non-linearly changing depending on the change of the financial share, at 1%
variant, comparing to zero variant, is the increase 9.64 percentage points, at 2" variant,
comparing to zero variant, is the increase 23.29 percentage points, at 3" variant,
comparing to zero variant, is the decrease 17.64 percentage points and at 4™ variant,
comparing to zero variant, is the decrease nearly 100 percentage points.

In the case of the Company B following changes thanks to modelling were detected:

o if at the Company B the financial share on the economic result of the association arises,
then due to this influence finally the loss arises as well,

o rate between the value of the economic result of the Company B and the value of the
financial share of the Company B on the economic result of the association is in the zero
variant 102.26 %,

e the rate is non-linearly changing depending on the change of the financial share, at 1%
variant, comparing to zero variant, is the increase 0.51 percentage points, at 2" variant,
comparing to zero variant, is the increase 3.28 percentage points, at 3™ variant,
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comparing to zero variant, is the decrease 0.41 percentage points and at 4™ variant,
comparing to zero variant, is the decrease nearly 0.88 percentage points.

6. CONSLUSION

The paper is focused on the issue of the impact of the realization of the construction order in
the form of the association of companies on its particular participants. Mainly the issue of the
setting of percentage shares of the financial participation of partners on costs and revenues of
the construction order is solved. The objective of the paper was to point out the impact, which
is induced by the financial sharing of costs and the economic result of the association. The
impact is presented on the case study of the construction order carried out by the association
with two partners — the Company A and the Company B. The basis of the case study is the
analysis of the zero variant, where there are firstly assessed economic results of particular
participants in the association depending on agreed financial shares. In next steps there are
consequently taken into account overhead costs officially presented by participants of the
association and compared with costs really achieved. In the last step there are considered
differences between overhead costs in economic results of particular participants within the
association. From the zero variant there are consequently derived four variants differing in
financial shares of particular participants. Results of particular variants are elaborated in tables
in the chapter Results and commented in the chapter Discussion. From results of the case study
is evident that in the case of the realization of the construction order in the form of the
association it is for participants very important the setting of financial shares on revenues and
costs of the association, which should reflect mainly amount of construction works carried out
by particular participants and expected overhead costs of particular participants.
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ABSTRACT

Rail transport is particularly demanding when it comes to safety of passengers and cargo.
Ensuring adequate security would not be possible without the implementation of various
innovations related to fire risk prevention, communication between train staff and passengers,
or the functioning of the train itself. The purpose of this article is to determine the scope of
innovation on the example of EN57 and ED78 vehicles, as well as to get to know travelers'
opinions on modifications introduced on trains. The methodology applied included an in-depth
interview with a railway expert, plus a survey of 115 passengers, as well as an analysis of
secondary statistical data on safety of passenger rail transport. The results of the analyses show
that passenger trains have changed a lot, and the introduced changes concern both the
aesthetics of vehicles, amenities for travelers, and innovations that affect the safety of travel.
Travelers' opinions also confirm that passenger transport has undergone a major
metamorphosis, but passengers do not notice many of the changes related to safety; this should
be attributed to carriers’ insufficient communication about innovations, and consequently in
building a positive image of the company and rail transport as such.

Keywords: competitiveness, electric multiple units, passenger transport, railway development

1. INTRODUCTION

Railway transport has existed since antiquity, although not everyone is aware of it. Initially, it
was associated only with industrial transport, e.g. to relocate minerals. Naturally, first tracks
were made of wood, not iron. The creation of the railway — understood as means of transport
on iron tracks — was initiated in England during the first Industrial Revolution, in the 18th
century (Myszczyszyn, 2010). Since then, the railway industry has been experiencing constant
development, both organizationally and technically. Rail transport is particularly demanding
when it comes to safety of cargo and passengers (https://www.utk.gov.pl). Therefore, the
guidelines of the Polish Rail Transport Office clearly stress that ‘(...) every entity operating in
the railway business should maintain and increase the level of security as part of its operations’
(https://www.utk.gov.pl). It should be noted that transport safety is not only dependent on
carriers, but also on entities responsible for infrastructure maintenance, manufacturers of the
rolling stock and railway equipment, and even certification bodies and scientific units. Safety
development would not be possible without implementing broadly understood innovations. For
these innovations to be implemented, the managers must not only possess certain technical
knowledge, but also know the skills of company staff and have legal, technological and
marketing knowledge (Sindakis, Depeige and Anoyrkati, 2015, pp. 559-578; Baruk, 2012, pp.
14-17). Thus, the process of implementing innovation is multi-faceted and depends on many
factors. Innovativeness and modernity of a company can be the basis of competitive advantage,
because they help achieve better competitiveness by focusing on quality and innovative
solutions for clients (Romanowska 2015, p. 7). But at the same time, they must be emphasized
in promotional activities. Innovations change the way railway services are provided, and thus
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shape the safety of employees and passengers, as well as create carrier’s image. Therefore, this
article addresses the issue of implementing safety-related innovations and the perception of
safety by passengers. We also want to point out to the unused chances — in our view — of shaping
a good image of Przewozy Regionalne (Regional Transport Company), whose vehicles were
analyzed in terms of the implemented innovations. So, this article is devoted to the above
mentioned issues, and we place here the thesis that railway companies in Poland have developed
in a wide range, however passengers cannot point to many innovations which results from the
lack of information about the changes being made.

2. INNOVATIIONS IN THE LITERATURE

Innovations are defined — as Kalinowwski says (2010, p.18) among others — as any positive
change put to practice, which is considered ‘new’ from the point of view of the organization
which introduces the innovation. Innovations in transport may lead to intelligent transport
systems, i.e. systems which use IT to inform, monitor, control or charge the traveller, or provide
him with services, such as pre-booking (Bonsall, 2007). Research of Sindakis, Depeige and
Anoyrkati (2015) show, that the development of innovations and technologies in the transport
sector requires knowledge management practices, which enable the access to knowledge about
users’ needs, so connection innovation-user is essential. Of course new services design and
development are difficult to plan, execute, measure and evaluate (Narayanaswami, 2017), but
lately industrial marketing is improving and transport is being better sold because of
competitive challenge, and because of consumer and technology-led changes. Despite the fact
that implementing innovations is a complicated process (Lin, Chen & Su, 2017), not only the
satisfaction of travelers, but also their safety depends on their presence. Increasing expectations
of passengers force railway companies to modernize the entire infrastructure and rolling stock,
which translates into more reliable transport services, travelling longer distances in a shorter
time, more comfortable conditions, and various additional services. All this is associated with
the introduction of innovation. As noted by Janasz (2016, p. 31), nowadays, a permanent change
IS necessary.

3. RESEARCH METHODS

Innovations are an immanent part of every branch of transport, including rail passenger one.

However, it seems that the average traveler is not able to notice some of these introduced

changes. Hence, our goal is two-fold:

1) to determine the range of innovations introduced in recent years in railway vehicles used
for transporting passengers, with the example of EN57 and ED78 vehicles;

2) to determine whether passengers notice these innovations and how they evaluate them.

The methodology applied included an in-depth interview with a railway expert, a survey of 115
passengers, as well as an analysis of secondary statistical data on safety of passenger rail
transport.

4. PASSENGER RAIL TRANSPORT IN POLAND - CHARACTERISTICS

Railway transport began to develop in the present area of Poland in the 19th century on the
initiative of the economic circles of Silesia. Thanks to them, the first railway line was opened
in 1842 (Golik, 2016). Three years later, the first Warsaw-Grodzisk line started to operate in
Mazowieckie voivodships. According to the Central Statistical Office (Transport. Wyniki ...,
2016, p. 92), currently railway lines used in Poland have a total length of 19,132 km (as of 31
December 2016). The longest tracks are in Silesian voivodship (1,964 km), followed by
Wielkopolskie and Mazowieckie voivodships. 1814 electric locomotives, 2190 diesel and 1223
eclectic traction units, along with 87,598 freight wagons and 6,975 passenger cars, including
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wagons for transporting passengers and wagons in traction units, are used (Transport. WyniKki...,
2016, p. 95). Rail transport is the second means of transport (after the car) that carries the largest
number of passengers (Figure 1). In 2016 in Poland, 291,981 passengers were transported by
rail, including only 1,143 in international transport (0.4%); hence, passenger rail transport
focuses mainly on domestic transport, which is illustrated in Fig. 1. In rail transport, a potential
accident may endanger passengers, their property and employees. Due to the use of modern
technologies (control, communication), the risks may also be related to cyberspace. Thus, the
issue of safety in rail transport — as already mentioned — is both very wide and extremely
important (Savage, 2001, pp. 229 - 240).

0,3
1,3 ’

0,1

42,1

O Railway transport

| Car transport

7 Air transport
O Inland waterway

56,2 | Maritime transport

Figure 1: Passenger transport by type of transport in 2016 [in %] (Transport. Wyniki
dziatalnosci w 2016, Warsaw: GUS, p. 92)

Investigations into accidents in Poland are carried out by the State Commission on Railway
Accident Investigation, acting on behalf of the Minister responsible for transport (currently, the
Ministry of Infrastructure and Construction). In the 2016 Commission's report, the total of 1,543
railway incidents were reported and registered, including two serious accidents, 688 accidents
and 853 incidents® (Raport roczny..., 2016, p. 11). The total number of accidents in rail transport
in 2010-2016 is shown in Fig. 2, while Fig. 3 shows data concerning injured persons. It can be
noticed that accidents may be caused by internal factors (e.g. the condition of the rolling stock)
and conditions related to the transportation system (e.g. suicides); therefore, railway services
cannot always anticipate and counteract these accidents. Luckily — as shown by statistical data
— the number of railway accidents and the number of injured persons is decreasing. However,
railway accidents do occur on daily basis, and their effects are felt both by companies involved
in transport, as well as by employees and passenger, which is why innovations improving the
safety of rail transport are so vital.

1 Serious accident — an accident caused by a collision, train derailment or other similar event, with at least one fatality or at
least five seriously injured persons, or causing a significant destruction of the railway vehicle; 2) Accident — an event or
sequence of events involving a railway vehicle causing negative consequences for human health, property or the
environment; 3) Incident — any event other than an accident or serious accident related to train traffic and affecting its safety.
Source: Raport roczny..., p. 10, 11.
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Figure 2: Number of accidents in rail transport in 2010-2016* (own study based on the
annual reports of the State Committee on Railway Accident Investigation,
Retrieved from http://mib.gov.pl/2-Raporty.htm (2.07.2018)

* No data for 2017

2016
2015
2014
2013
2012
2011
2010

W Fatalities
O Severely injured

0 100 200 300 400 500 600
Figure 3: Persons injured in railway accidents in 2010-2016* (own study based on the
annual reports of the State Committee on Railway Accident Investigation, Retrieved from
http://mib.gov.pl/2-Raporty.htm (2.07.2018).
* No data for 2017

Even the simple observation — a so-called reality check — leads to the conclusion that certain
areas are inherently less susceptible to innovation (e.g. mining industry) than others (e.g. IT
industry). The explosion of innovations related to modern technologies, including software,
with a relatively moderate development of innovation, for example in opencast mining, is
therefore not caused solely by the greater or lesser innovativeness of the people employed in
these industries. Rail transport may be treated as prone to innovations for several reasons. First
of all, railway operations require advanced infrastructure, consisting of railway lines, stations,
stops, traffic posts, marshalling yards, railway traffic control devices, power supply, etc.
(Kozlak, 2008, p. 34). Therefore, the variety of railway infrastructure offers enormous
opportunities for innovation. Secondly, advanced rolling stock is required, which is divided into
normal and special rolling stock (Obwieszczenie Ministra..., 2015):
a) Normal rolling stock is understood as railway vehicles adapted to run as part of a regular
train, intended for the carriage of persons and goods. In particular, these are: 1) all types of
locomotives, multiple units and other motor vehicles, called traction vehicles; 2) passenger
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and cargo wagons, including semi-trailers on railway bogies, each of which is treated as a
separate wagon.

b) Special rolling stock are railway vehicles intended in particular for renovation, construction
or rescue works, whose construction allows for self-driving or being included into a train;
there need to obey certain conditions concerning, in particular, the location of the vehicle
in the train composition and the speed of travel.

If the company wants to be successful, it should strive to set a forward-looking strategy that
will anticipate likely changes in the environment and formulate strategies to gain competitive
advantage. Certainly, modern railway transport vehicles are very technologically advanced:
they have different systems for more economical use, offer less unreliability, plus ensure a
higher comfort and safety for passengers (later in the article the solutions used in EN57 and
ED78 vehicles are discussed). It should be added that an innovation-centered audit may be very
helpful to recognize the potential of innovations in rail transport. According to S. Olko (2017,
p. 39), the innovation audit follows no standard pattern, as it results from the adopted concept
of innovation management. However, it may be used to examine the organization's innovative
capabilities. The aim of the internal audit is, therefore, to indicate innovative areas and
ultimately bring the organization to a higher level. The internal audit should help achieve
company goals through permanent activities aimed at assessing and improving the efficiency
of the organization management processes. In case of rail transport, such an audit may indicate
areas which should be improved in order to offer more varied, efficient and safe transport
services. To certain extent, the division of transport services implies the kind of innovation. It
may be seen that to some extent they may be common to all means of transport; however, there
will also be innovations that are specific to just one type (e.g. cargo transport). In the further
part of this paper, attention will be paid to innovations in passenger railway transport. It may
be said that an audit is an interlude to innovativeness. Ultimately, innovative rail transport
companies should be able to create innovations, implement them in continuous manner and
provide increasingly modern and safe services. In addition, they should employ creative staff
and provide them with development opportunities: they should acquire, collect and use
knowledge resources; they should conduct research and development; they should cooperate
with the local communities, including clients in order to get to know their expectations and
needs (Sopinska, Wachowiak, 2016, pp. 18-19). It should be emphasized once again that
innovativeness is a chance to gain a competitive advantage and more stability for the enterprise
on a demanding market.

5.ELECTRIC MULTIPLE UNIT AS A TRACTION VEHICLE

The rolling stock used in rail transport may be classified from different points of view. One of
the basic criteria is its intended use: for transporting goods/people (or universal use), or for
construction and renovation works. Additionally, these may be stand-alone vehicles or ones
included into a train-set. An example of a rolling stock designed for transporting people are
traction units, i.e. vehicles consisting of several wagons, equipped at both ends with control
cabins (Stownik poje¢, 2014, p. 7). Traction units (electric or diesel) are most often used in
urban and suburban traffic. The first electric traction unit appeared in Berlin in 1900. It was
powered by the so-called third rail and reached a speed of 55 km/h. In 1914, however, vehicles
powered from the overhead network emerged, which then reached a maximum speed of 70
km/h. In Poland, the first traction units powered from the overhead power grid began to be
manufactured in 1936. The longest-produced vehicle of this type was EN 57 — it was produced
in the years 1961-1993 (Photo 1). In 1993, the production of long-distance ED units (Photo 2)
began, which are now gradually replacing the EN series. Modern traction units are intended for
agglomeration and regional traffic.
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They have 208 seats (spread across 4 units) and can reach speeds of up to 160 km/h. They are
equipped with hermetic toilets with a closed water circulation system and are adapted to the
needs of the disabled. Finally, they have ergonomic desktops and armchairs, as well as air
conditioning and Wi-Fi connectivity. Currently, such traction units are manufactured in
Bydgoszcz (Pesa), Nowy Sacz (Newag), Siedlce (Stadler) and in Chorzéw (Alstom Konstal).

Photo 1. The electric traction unit E 57 (Retrié\/ed on 29.06.2018 from
https://bialy65.flog.pl/archiwum/tag/wroclawglowny)

Photo 2. Electi rﬁ>tjlt|ple unit ED 78 (Rerieved on 2962018 from
https://bartmeces.flog.pl/wpis/11043922/ed78009-regio-88322-do-swinoujscia--30--04-2016-
-szczecin-glowny)

6. THE ANALYSIS OF INTRODUCED INNOVATIONS BASED ON EN57 AND ED78
VEHICLES

Innovations are an essential part of every branch of transport, including passenger rail transport.
However, it seems that a large part of the introduced changes goes unnoticed by the average
passenger because they either are not aware of their presence, or the innovations appear
gradually and are taken for granted. Thus, the aim of this paper is to determine the range of
innovations introduced in recent years in railway vehicles used for transporting passengers,
using the example off EN57 and ED78 vehicles. Based on the conducted in-depth interview
with a railway expert, a list of safety-related differences between the said vehicles was prepared
(Table 1).

Table following on the next page
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Table 1: Differences between EN57 and ED78 (own study based on an in-depth interview)

No. Feature EN57 ED78
1. Monitoring No Cameras placed on the train
2. Fire hazard Fire extinguishers Automatic detection + fire extinguishers
3. Communication No The driver can inform the passengers about
between the driver the dangers through the loudspeaker system
and passengers
4. Communications No Intercom — a communication system for
between passengers passengers in the vestibules
and the driver
5. Supported wheel No Sandboxes — sand-spreading improves
track adhesion traction (prevents slipping)
Anti-slip devices regulating the braking
intensity
Cleaning blocks remaving dirt from wheels
6. The construction of Flat — the driver and the Elongated forehead of the train - the front
the train's forehead conductor team near the absorbs the effects of impact (so-called
event absorbers)
7. Heating Conventional radiators under Blow-heating system, not reaching high
plastic seats; temperatures;
No air conditioning Air conditioning
8. Windscreens Tempered glass — on impact, Double-layer glued glass — the layer on the
the glass breaks into pieces inside of the vehicle remains intact
9. Windshield wipers on  Pneumatic drive, unreliable  Electric drive, with adjustable speed
the forehead of the
train
10.  Lightsonthe forehead Headlights with two options- LED lights — brighter, smooth regulation of
of the train full and dim light intensity
11.  Mirrors for observing Side mirrors for the driver, Movable mirrors — they hide when the door
the platform non-movable (prone to dirt, is closed; adjustable angle of inclination
damage)
12.  Ingress-egress The door could be opened by The doors are blocked while the train is on
the passenger while the train  the move — they cannot be opened;
was on the move; The steps under the door are movable — they
The steps under the door extend when the train stops;
were immovable; The train cannot start to move with the door
The door could close, even open;
though the passenger was Each door has a separate (audible) closing
still on the steps signal
The train could move with
the door open
13.  Lighting inside the Constant fluorescent light Various lighting options with graded
vehicle intensity
14. Features for the No Movable platforms for wheelchairs; in the

disabled

wagons, the straps to secure the passenger on
a wheelchair while the train is on the move;
toilets for the disabled

The differences indicated in the table show how the vehicles have changed in recent years.
Naturally, changes related to aesthetics and comfort of travel are the most important to the
passengers, but other changes that are more difficult to notice, are also vital. These include
monitoring and communication between passengers and the driver through the so-called
Intercom, door lock while the train is on the move, or movable mirrors which allow for better
observation of the platform and passengers. Even Wi-Fi, seen by passengers as a private
communication channel, may in fact be used for quick communication with security services.
The modified design of the train is also noteworthy, as it allows for absorbing potential
collisions, while sandboxes support safe braking, especially in autumn and winter.
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Thus, many changes were introduced, but among the 14 features listed in Tab. 1, only 5 (36%)
were noticed by passengers. This means that majority of innovations relevant to passenger
safety (such as automatic fire detection or door-locking while the train is on the move) go
unnoticed.

7. TRAVEL SAFETY IN PASSENGERS’ OPINION

In order to determine whether passengers notice innovations in trains (and how they evaluate
them), a survey was used to ask 115 people who declared traveling by trains. They were asked
whether train travel had changed, what they thought about the introduced changes, and whether
rail travel was safe. The subject group consisted of 77 women and 38 men; the average age was
29 years; almost 60% of respondents had higher education degrees. The selection of subjects
was deliberate (we rejected the questionnaires of respondents who indicated that they did not
travel by train), but due to the small sample and lack of information on the characteristics of
railway passengers in Poland, these results should be treated with caution. The main question
was whether passengers noticed innovations introduced on trains to make them feel safer. It
turned out that 90 people (78.3%) perceived the railway as a safe means of travel (Fig. 4).

EYes [OINo MHardtosay

3 \
90

Figure 4: Are train journeys safe? (own study)

In response to the question about recent changes in trains and their increased security, 90 people
indicated a positive reply (78.3%), but apart from Wi-Fi and cameras inside the trains, they
were unable to indicate any specific changes. This confirms our thesis that passengers are not
aware of the improvements, and the belief in greater safety stems from the generally modern
appearance of the train. However, in terms of the postulated changes, the respondents said that
monitoring should be installed everywhere, and that travelers and their luggage should be
safety-screened. The respondents also complained about unguarded railway crossings, as well
as unprotected gaps between the wagon and the platform. They also suggested more control of
passengers at railway stations, better lighting at small stations, as well as the modernization of
luggage space, which make it difficult to put bags on the shelves. Only 24.3% of respondents
did not expect any changes and were satisfied with the current state. 42 respondents (36.5%)
indicated that they had witnessed a dangerous situation while traveling by train (Fig. 5). Most
often, these were situations caused by travelers (23 indications), followed by train failures (17),
as well as caused by animals, railway workers and road users (rail crossings). Answers provided
by respondents indicate that it is passengers that most often lead to dangerous situations.
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Figure 5: Causes of dangerous incidents during train travel (own study)
Legend: 1) train failures, 2) behavior of road users (crossings), 3) behavior of railway
employees, 4) forest animals, 5) other travelers, 6) others.

The improving statistics on railway accidents (Fig. 2 and 3) are accompanied by a fairly high
conviction that rail journeys are safe. Respondents asked about the safest means of transport,
placed the railway in second place (Fig. 6). Air travel was considered the safest — 42 respondents
(36.5%) indicated this answer, while 35 responders (30.5%) pointed to railway.

50
42
40 35
30 26
20
0 : : -

Airplane Train On foot Bicycle
Figure 6: The safest means of transport according to respondents (own study)

Railway transportation is seen as one of the safest — just behind airplanes. Certainly, other
means of travel, such as the car, will never match the trains. This may be treated as a big
advantage of railway transport. In the opinion of respondents, the greatest threat to safety is
other travelers behaving irresponsibly, hence the greater control of passengers is the main
postulate to improve travel safety.

8. CONCLUSION

Innovations are important in the development of every mode of transport, as they affect the
safety and comfort of travel. The aim of this paper was to determine the range of innovations
introduced in recent years in railway vehicles used for transporting passengers, on the example
of EN57 and ED78 vehicles, as well as determining passengers’ opinions about the innovations,
especially in terms of safety. It was found that changes in trains included observation of
passengers' behavior (monitoring, mirrors, intercom, lighting), fire protection (automatic
detection, better seat materials, blow-heating), as well as improvements in ingress/egress of
passengers (locking the door while the train is on the move, movable steps to facilitate
disembarkation, special platforms for the disabled).
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Many innovations also focus on functioning of the train and the conductor team, such as:
modern anti-skid sandboxes or direct communication between the team and the driver. It may
be noticed that although passengers cannot point to many innovations, they perceive train
journeys as quite safe and notice that the quality of travel has improved. It seems, however, that
carriers do not take advantage of this strength when building a positive image of the company
(which confirmed our thesis), focusing more on price competition and punctuality of trains,
forgetting that the key incentives for passengers may be the safety and standard of travel.
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ABSTRACT

In Nowadays competitive world every organization seeks for Business excellence and for the
mutual benefits of the parties involved in it, such as, employees, customers and others Several
Business Excellence models are applied throughout the world. Exist rising trend of
implementing different Business Excellence frameworks also knownas Quality Models for the
improvements of organizational business performance. Models are also known as Quality Award
Models and are used in recognising the best practices in the various sectors. A lot of countries of
the world are integrating these models as their quality improvement tools for business
assessment with competitors. On the research is focused on the review of the major Bussines
Excellence Models such as European Foundation for Quality Management, Malcolm Baldrige
National Quality Award and Australian Business Excellence models and their influence. The
aim of researchwastofind out the commonalities and differences among these models on the
basis of their emphasis on the criterions of the frameworks. The research is based on
theoretical approach that has applied comparative analysis as a measurement tool to identify
the emphasis of different Quality Excellence models.

Keywords: Business Excellence Model, Comparative analysis, Deming Prize, European
Foundation for Quality Management, Malcolm Baldrige National Quality Award

1. INTRODUCTION

In the conditions of constantly increasing competition both in the global and European markets,
the competitiveness of the companies to a great extent depends on feasibility of efficient process
and resource management, while striving to achieve the results that comply with the aims of
the companies. First, the company should start with the overall assessment of the current
situation, identification of the problems and areas of indispensable improvements, bearing in
mind that the direct copying of the operational methods applied by successful and renowned
companies, never guarantees the success; on the contrary, it often leads to fail. The company in
need of improvements must understand the operational methods used by successful and
recognized companies and adapt them to the given conditions. The aim of researchwasto find
out the commonalities and differences among these models on the basis of their emphasis on
the criterions of the frameworks. The research is based on theoretical approach that has applied
comparative analysis as a measurement tool to identify the emphasis of different Quality
Excellence models.

2. DISCUSSION

There are companies striving to improve their own business performance and efficiency along
with the business performance and efficiency of their region. One of the strategies consists of
application of quality improvement methods to achieve the growth of the business results. One
of the instruments used to pave the path to success is application of various Business Excellence
Models( Hewitt, S.1997). Thirer M., et al, pointed out that the companies tend to apply Business
Excellence Models being aware that these models stimulate the adoption of the best practice
and the usage of instruments that require the introduction of quality strategy, self-assessment
and continuous improvement (Thirer M., et al, 2018). Such scholars as K. B. Hendricks and V.
R. Singha (Hendricks, Singha, 1996) have verified the hypothesis that the application of efficient
quality management programs helps to improve the operational results of the company.
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Considering this statement, the companies that have received Quality awards considerably
exceed the companies with no awards, comparing the revenue-based indices. The authors have
analysed the impact of the receipt of the Quality awards to the market value of the company,
concluding that the stock market reacts positively to the award communication mainly due to
the quality improvement of the goods caused by the introduction of Business Excellence Model
(Mavroidis V., Toliopoulou S., Agoritsas C., 2007,p. 458). Most of the Business Excellence Models
in the world base on three Business Excellence Model Fundamental concepts (See Table 1)
characterized by slightly different approaches to quality excellence assessment in the USA,
Japan and Europe. Namely, Malcolm Baldrige National Quality Award — MBNQA) excellence
model widely applied in the USA, Deming Prize model, which is particularly popular in Japan,
and the European Foundation for Quality Management (EFQM) model that sets the core criteria
to many European quality awards.

Table following on the next page
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Table 1:Fundamental concepts of the 3 most popular Business Excellence Models in the
world(Ghicajanu, Irimie, Rares, 2015 ; Mann, Tickle,Ad banjo, 2011)

EFQM Business Excellence Model
Fundamental Concepts

MBNQA Baldrige Business model
Fundamental Concepts

Fundamental Concepts of Deming
Business excellence model

Leading with vision, inspiration & integrity
Excellent organisations have leaders who shape
the future and make it happen, acting as role
models for its values and ethics.

Visionary leadership: Organization’s senior leaders
should set directionsand create acustomer focus,
clear and visible organizational values, and
high expectations for the workforce. The
directions, values, and expectations should
balance the needs of all stakeholders.

Management Vision and
Leadership:
Senior executives' leadership

Managing with agility

Excellent organisations are widely recognised
for their ability to identify and respond
effectively and efficiently to opportunities and
threats.

Agility: Success in today’s ever changing,
globally competitive environment demands agility
a

capacity for rapid change and flexibility.

Mapping Out and Deploying
Strategies

Succeeding through the talent of people
Excellent organisations value their people and
create a culture of empowerment for the
achievement of both organisational and
personal goals.

Systems perspective: Managing whole
organization holistically and understands how
its

components interact, and are aligned to achieve
success.

Understanding and Interaction
with

Customers and Markets: Quick
response

to market/customer needs

Sustaining outstanding Results

Excellent organisations achieve sustained
outstanding results that meet both the short and
long term needs of all their stakeholders, within
the context of their operating environment.

Focus on the future: Ensuring an organization’s
sustainability requires understanding the short

and longer term factors that affect your
organization and marketplace.

Human Resource Development
and

Learning Environment: Education
and

training of human resources, and
development of skills aligned to
strategy

Harnessing creativity&innovation

Excellent organisations generate increased
value and levels of performance through
continual improvement and systematic
innovation by harnessing the creativity of their
stakeholders.

Organizational and personal learning: Achieving
the highest levels of organizational performance
requires a well-executed approach to
organizational and personal learning that
includes sharing knowledge via systematic
processes. Organizational learning
includes both continuous improvement of
existing approaches and significant change or
innovation, leading to newgoals and
approaches.

Process Management: Continuous
improvement of systems and
processes

Adding value for sutomers

Excellent organisations consistently add value
for customers by understanding, anticipating
and fulfilling needs, expectations and
opportunities.

Valuing workforce members and partners: An
organization’s success depends increasingly on an
engaged workforce that benefits from
meaningful work, clear organizational
direction, and performance accountability and
that has a safe, trusting, and cooperative
environment.

Results of Enterprise Activities:
Customer Satisfaction: Quality as
judged

by the customers; Partnership and
teamwork, Commitment to
environment

protection and public
responsibility

Developing orgabisational capability
Excellent organisations enhance their
capabilities by effectively managing change
within and beyond the organisational
boundaries.

Managing for innovation: Making meaningful
change to improve an organization’s products,
services, programs, processes, operations, and
business model to create new value for the
organization’s stakeholders.

Creating a sustainable future

Excellent organisations have a positive impact
on the world around them by enhancing their
performance whilst simultaneously advancing
the economic, environmental and social
conditions within the communities they touch.

Customer-driven excellence:Performanceand

qualityarejudgedbyanorganization’scustomers.
Thus, Organization must take into account all
product features and characteristics and all modes
of customer access and support that contribute
valuetothe customers.

Management by fact: Organizations depend on
the measurement and analysis of performance.
Such measurements should derive from business
needs and strategy, and they should provide
critical data and information about key
processes, outputs, and results.

Societal responsibility: An organization’s

leaders should stress responsibilities to the
public, ethical behaviour, and the need to
consider societal well-being and benefit.

Focusonresultsandcreatingvalue:An
organization’sperformancemeasurementsneedto
focus on key results. Results should be used
to create and balance value for key
stakeholders.

84




33rd International Scientific Conference on Economic and Social Development — ”Managerial Issues in Modern Business” —
Warsaw, 26-27 September 2018

In general, the comparison of the core values of three Business Excellence Models allows
concluding that some of the core values are similar: a clear vision facilitating the
implementation of business strategy; compliance with the long-term and short-term succeeding
conditions; involvement of the employees, their assessment and provision of trainings in order
to achieve better results; process management etc. The author believes that there are some
imperfections regarding the Core values of the Business Excellence model. For example, some
of the core values regulating the Deming Quality Prize contain very wide scope of criteria that
are worth to consider separately making the model more suitable. For instance, the results of
the company’s operational results should include the customer satisfaction, partnership and
teamwork, environmental commitment and social responsibility. The author believes, that the
splitting of the aforementioned core values into separate criteria, such as customer satisfaction,
building of partnerships, social responsibility and environmental commitment (similar to those
of EFQM business excellence model and Baldrige model) adding due explanations, could be
more suitable. The users of the model would have a clearer idea of each of the core values and
the related requirements to comply. Kim, Kumar, Murphy pointed out that the core values of
Baldrige model resemble more the core values of EFQM business excellence model, keeping
their own specifics and accentuating different kinds of results not taken into account in EFQM(
Kim, Kumar, Murphy, 2010). Nevertheless, the author believes that the core values of EFQM
business excellence model are explicitly defined and include many significant aspects of the
contemporary business practice to achieve the excellence in performance: processes,
employees, orientation to the customer, added-value creation, responsibility for sustainable
future etc. Among other the author concludes, that the responsibility for sustainable future
predicting a clear principle of ethical action and implementation of corporate behaviour
standards and compliance with them in the framework of company’s quality culture,
contributing to the common economic, social and ecologic sustainability, appears as core value
of excellence exclusively in EFQM model. Kalfa pointed out that partially, in the framework
of particular contexts, it is included also in the MBNQA model (i.e. responsibility before the
community), but not as clear as in EFQM model ( Kalfa, 2018, pp.714). The author states that the
sustainability should be an important criterion and part of the business operations for any
company striving to excellence and aiming to receive the Quality award. The sustainability
means sustainable development satisfying the actual needs without threats to the same
satisfaction of needs in next generations.(Core values of the sustainable development in Latvia,
2016). The sustainability is a very wide concept, and therefore the society needs long-term
solutions that would ensure the sustainability in terms of environment, economic activities and
the society. The companies more and more face the necessity to elaborate the competitive
action policy in order to keep in balance the environment, the economics and the society.
Understanding the formulated core values of excellence, the company is able to assess its
compliance to the EFQM criteria comprehensively. This model is the totality of guidelines
available for the companies striving to excellence in their business in order to assess the initial
condition, to plan the improvements and to implement gradually the principles of excellence.
Since the model does not contain any direct indications regarding the adoptable measures to
achieve the excellence, it is the company, who chooses the necessary measures to achieve stable
top-quality results according to the specifics of the company, current conditions and the
possibilities of the company (European Excellence model and Latvian Quality award: contest of small
and medium enterprises,2013) The Union of Japanese Scientists and Engineers (JUSE) founded
Deming quality award in 1951 to award the companies or their departments, who have achieved
notable operational improvements applying the Total Quality Management (TQM).( Sampaio P.,
Saraiva P., Monteiro A.2012) It is one of the first most important quality awards in the world.
Deming Prize is the symbol of quality improvement efforts of the company, symbol of
continuous improvement and the development of quality management in relation with the
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suppliers. (Guidance For Deming prize, 2018). This totality of guidelines requires the usage of
fixed principles and methods, for instance, the process analysis, statistical methods and quality
circles. Therefore, most of the criteria closely relate to the application of the required principles
and methods.( Guide for The Deming Prize The Deming Grand Prize,2018). Such criteria as
management of policies, development of human resources, management system, information
analysis and application of IT directly affect the implementation of quality measures and the
results of quality improvement.(Talwar, 2011). See model’s criteria entering into force since
2018 in Figure 1. Model’s criteria relate to the performance assessment of quality management
system indicating its core role in the achievement of excellence.

A. Establishment of Business Objectives and Strategies and Top Management’s Leadership (100 points)

|. Establishment of proactive customer-driven business >

objectives and strategies

B. Suitable Utilization and Implementation of TQM (100 points)

lll. Suitable utilization and implementation of TQM for the realization of business objectives and strategies

Il. Role of top management and its exhibition

EN 1. Organizational deployment of business objectives and strategies
(15 points)

} !

2. Creation of new values
based on understanding of
customer and social needs

3. Managementand
improvement of quality of
products and services and/or

. o andinnovation of technology 6. Developmentand
5. Collection and analysis and business model WOk process, active utilization of
of information and (15 points) (15 points) Human resource and
accumulation and &> <> organizational
utilization of knowledge capabﬁlty
(15 points) 4. Establishment and operation of management systems forvarious (15 points)

purposes such as quality, quantity, delivery, cost, safety,
environmentetc. across the supply chain
(15 points)

N $ N

7. Initiatives for social responsibility of the organization
(10 points)

v

C. Effects of TQM (100 points)

IV. Effects obtained regarding business objectives and strategies &> V. Outstanding TQM activities and acquisition of organizational
through utilization and implementation of TQM capabilities

v
N

Figure 1: Criteria of Deming Prize excellence model[Guide for The Deming Prize The
Deming Grand Prize,2018].

As for the model’s criteria disclosed in the picture, the Union of Japanese scientists and
engineers indicated that it is not the compliance to the standards set by the Committee of
Deming Prize required from the candidates.(Breja, Banwet, lyer, 2016). Instead, the Committee
expected the ability of the candidates to evaluate the current situation in their company, to set
the aims and related tasks, to improve and reform the operations in the framework of company’s
daily routines.(Guidance For Deming prize, 2018). The evaluation includes not only the achieved
results and applied processes, but also the predictable efficiency in future. The assessors
evaluate whether the tasks set by the candidate are compatible with the current situation in the
company and whether the applied measures comply with the existing conditions and
accomplished activities are oriented to higher goals in the future (The Deming Prize and
Development of Quality Control/ Management in Japan, 2017).
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MBNQA excellence model was introduced in 1987, when Ronald Reagan, the President of the
USA of the time wished to improve the quality management practice and competitiveness in
American companies by signing the Malcolm Baldrige National Quality Improvement Act.
This Quality award was established with the aim to encourage the quality awareness, define the
criteria of quality excellence and distribute the information about successful quality strategies
and related benefits.( Sampaio, Saraiva, Monteiro, 2012, p.183). MBNQA excellence model
consists of seven categories that ensure the strategic progress of the management. Figure 2
shows the interconnections of all categories.

Organizational Profile

Leadreship(120) Strategy (85) Workforce (85) ——

1 1
Integration

\ «—r
Operations /
Customers (85) (85)

Measurements, analysis and knowledge management (90)

Figure 2: MBNQA excellence model [Sampaio, Saraiva, Monte|r0,2012,p.183]

Picture 2 represents the MBNQA excellence model, continuously improved every two years
after collecting the opinion of the users of the model regarding the deficiencies. In the USA, it
is particularly popular system to maintain the organizational self-assessment. The National
Institute of Standards And Technology (NIST) of the USA acknowledges that thousands of
companies use the criteria of this model in their self-assessment procedures. However, this
model has been widely criticized, especially in the USA( Jaeger, Adair, Al-Qudah, 2013, p. 120)
The critics claim that MBNQA excellence model is static and does not reflect the quality of
goods in point of fact, stressing out that the high scores in self-assessment alone do not testify
the high quality of goods. MBNQA is just a totality of guidelines, not a rule that makes
companies to comply with every indication without research and interpretation of its contents.
(Kanji, 2002,p.24). Apart from the aforementioned arguments, the significant deficiency is an
unproportioned division of points for the criteria (Kumar,2007). Considering the importance of
quality management, at the end of the 1980-ies the largest European companies successfully
established a common European Foundation for Quality Management. In 1991, the organization
founded the European Quality Award (EQA) programme aimed to praise the excellence of the
European enterprises. This award is similar to the MBNQA award. The European Foundation
for Quality Management offers several approaches to implement the EFQM model, since it is
rather impossible to indicate a single best approach due to the differences in application for
different companies. It is very important for the company to estimate the priorities of the
benefits achievable with the implementation of the model. According to Bovaird T. and Loffler
E. EFQM is a powerful instrument of diagnostics providing to the stakeholders the training
opportunities aimed to localize the strengths of the company and the potential of improvement.
Besides, this model provides to the company the opportunity to see the difference between the
best practice and actual performance. It gives a rational justification for the assessment of the
performance and progress on the way to the defined aims and tasks (Bovaird, Loffler, 2009).
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Author has chosen the model as the basic instrument for the detailed research and practical case
study due to its popularity, practicableness and wide scope of application. The Figure 3
represents the EFQM business excellence model composed of 9 criteria and 32 sub-criteria.

Enablers Results
People : People Results
10% | 10%
Processes, | .
: Customer Business
Leadership Strategy Products and
10% 10% e Results Results
15% 15%
10%
Partnerships & F sotiety Results |
Resources | 10%
10%

w

Learning, Creativity and innovation

Picture 3: EFQM Business Excellence model (Excellence Model,2013)

The model consists of two parts: Approach and Results. The criteria divide into 100 points each
except ,,customer-related results” and ,, the main operational results”, where the value of the
criterion is 150 points out of 1000. It is rather impossible to receive 1000 points, because no
company is able to comply with all requirements of the criteria. In order to qualify for the
EFQM business excellence model award the candidate has to collect 750-850 points. Only the
companies able to collect such a score can receive the highest evaluation in Europe or in the
world in quality matters: the Quality award. Table 2 made by the author shows the application
of business excellence models in different regions of the world.

Table following on the next page
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Table 2:Business excellence model awards in different countries (as of 12.04.2018)

Warsaw, 26-27 September 2018

(Ghicajanu, Irimie, Rares,2015 ; Pathak,2014)

Model Used

Country - Name of Award

Region

EFQM
Excellence
Model

Czech Republic - Quality Award of the Czech Republic;
Hungary- Hungarian National Quality Award; Poland -
Polish Quality Award and Business Fair Play Award;
Romania - Romanian Quality Award; Russian Federation
- Russian National Quality Award; Ukraine - Ukrainian
National Quality Award; Danmark - Danish Quality
Prize; Estonia - Estonian Quality Award; Ireland - Irish
Business Excellence Award; Latvia- Latvian National
Quality Award; Austria - Austrian Quality Award;
Lithuania - Lithuanian National Quality Prize; Northern
Ireland - Northern Ireland Quality Award; Scotland -
Scottish Award for Business Excellence; Sweden -
Swedish Quality Award; United Kingdom - UK Business
Excellence Award; Wales - Wales Quality Award; Italy -
Italian Quality Award; Portugal - Portuguese Quality
Award; Slovenia - Slovenian Business Excellence Prize;
Awustria - Austrian Quality Award; Belgium - K2 Award,;
Germany - German National Quality; Switzerland - Swiss
Quality Award for Business Excellence.

Europe

National model

India - CII-EXIM Bank Award for Business Excellence
United Arab Emirates; Turkey(developed from EFQM
Excellence Model)

France - French Quality Award

Slovakia - The Slovak Quality Award

Norway - Norwegian Quality Award

Netherlands - Dutch Quality Award

Greece - Athens Chamber of Commerce and Industry
Awards(developed from Deming Prize Model)
Hungary - IIASA SHIBA Award

Ireland - Q-MARK National Quality Award

Asia

Europe

National model
(unique)

Sweden - Swedish Quality Award

Greece - ECO-Q Recognitions

Luxembourg - Prix Luxembourgeois de la Qualite
Canada - Canada Awards for Excellence

Japan - Deming Prize

Korea, Taiwan, India

Australia - Australian Business Excellence Award

Europe

Northern
America
Asia

Australia

Baldrige Criteria
for Performance
Excellence

Sweden - Swedish Quality Award

United States of America - Malcolm Baldrige National
Quality Award (MBNQA

New Zealand - New Zealand Business Excellence Award
Hong Kong - Hong Kong Management Association
Quality Award

Indonesia, Sri Lanka, Philippines, Thailand

Europe
Northern
America

Oceania
Asia

National model
(developed from
Baldrige model)

China - China Quality Award
Japonia - Japan Quality Award
Vietnam, Mongolia

Egypt

Asia

Africa

According to the collected data, in most Asian countries, except Japan, awarding the Deming
quality award, apply the models that combine the business excellence models of the USA and/or
Europe (including the Singapore excellence model). In addition, there are several countries
applying unique business excellence models, such as Canada, Sweden, Spain, Greece etc. The
author concludes that the companies tend to choose either widely applicable and/or easy-to-
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adapt business excellence models as well as try to create their own models taking into account
the particularities of the country in question. Table 3 represents he comparison of criteria
accents in different business excellence models.

Table 3: The comparison of criteria accents in different business excellence models

(Mohammad, 2010).
Award Region/ Country Criteria Emphasis
Japan Quality Award Japan The major emphasisis on theresult where as
customer and market falls under the second
and also social responsiblity of management
have been taken into consideration along with
the value creation process.

MBNQA USA The emphases are result oriented through
effective ledership.

European Quality Europe The emphasis on effective leadership,

Award customer focus and through meeting

people(stakeholders) expectations.

FNCCI BE Award Nepal The model emphasis on the performance
results and customer satisfaction.Therefore the
model is basically aresult oriented model.

Singapore Quality Singapore The emphasis of the criteria is on results and the
Award criteriacontain features of the criteria for the
MBNQA, theEQA and the ABEM. Also there
is more emphasis on leadership, customerand
People. People here represents

the stakeholders.

Australian Business Australia The emphasize on thesustainability ofhe
Excellence Award business through effective leadership, sound
process, breakthroughinnovationandalso
emphasis is given to stakeholders and
customers plus results. Overall the model has
priortize every factors more or lessinequal
manner.

The author chose the models containing significant differences, because there is no sense to
compare the models among several European countries, where they often are adapted from
EFQM business excellence model and do not contain many differences. Analysing the criteria
provided by different business excellence models, the author concluded that the results are
particularly important for the business excellence models of the USA and Japan, the
sustainability is the most important in Australia, meanwhile in European model, the excellence
is oriented towards the customers. In 2010, 86 countries had EFQM model-based national
awards aimed to stimulate the companies to achieve better operational results. Forty out of
eighty-six countries used the EFQM model directly or in adapted form, 17 countries used
MBNQA model directly or in adapted form, 18 countries had unique models, but the rest of the
countries applied combined models or unidentifiable models. Pathak S. pointed out that total
exists 96 number of the business excellence models in the world, EFQM 39, MBNQA (Baldrige)17,
Deming 2, EFQM & MBNQA 4, MBNQA & DEMING 4, Unique 17, Australian BE Model 1, not
known 10.( Pathak, 2014). The author concluded that 68 models base on Malcolm Baldrige
business excellence model, EFQM model and Japanese quality award models, which help to
achieve certain level of business excellence. Is also a small quantity of seldom-applied models
used according to the specifics of the company in limited cases.
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3. CONSLUSION

Business excellence models are the instruments, which help the companies to improve the
performance and the general business performance and efficiency of the country.

Core values of Baldrige model are similar to the core values of EFQM model. However,
they conserve a certain specifics accentuating different results in comparison to EFQM
model focused on customers’ satisfaction.

Core values of EFQM business excellence model contain many aspects that are important
for the contemporary business practice in order to achieve the excellence: processes,
employees, orientation to customers, added-value creation, responsibility for the sustainable
future etc. The model is the totality of guidelines. The company wishing to achieve the
excellence in performance can apply this model to assess the current situation in the
company, to plan the improvements and to implement the principles of excellence basing
on compliance with the set criteria.

The Deming Prize evaluates the ability of the company to assess the current situation, the
aims and tasks, improvement of the operations and transformations in the framework of the
company. This award does not require rigid compliance with the criteria as in case of
EQFM.

Most Asian countries, except Japan, awarding the Deming quality award, apply the models
that combine the business excellence models of the USA and/or Europe (including the
Singapore excellence model). Besides, there are also countries, who have elaborated unique
models applied in assessment of performance excellence.

Core values of Deming model are divided into separated categories — customers’
satisfaction, establishment of partnerships and the responsibility before the society and
environmental commitment with a proper explanation as in EFQM business excellence
model and Baldrige model are more suitable, because they better represent the requirements
of each core value for users of the model and other interested stakeholders.
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ABSTRACT

Despite several decades of advances in information- communication technologies (ICT)
supporting decision makers, basic spreadsheet modeling and statistics are still the dominant
modeling approaches in supporting decision making (Ranyard et all, 2015.; Ackerman et all,
2014.; Turban at all, 2015; Davenport, 2009.). The usage of "lightweight™ analytical tools can
be explained by the observation that simple methods disrupt minimally established
organizational decision-making processes and modeling of routine decisions usually seek to
enhance the efficiency and effectiveness.(Luoma, 2016). Herchel (2007) identified so-called
"the execution gap™ showing that corporations’ ability to collect data is increasing faster than
ability to use the data. Decision management systems (DMS) try to fill that gap by incorporating
descriptive, prescriptive and predictive analytic models in order to automate operational and
some tactical business decisions. Resulting models standardized routine decisions with
inserting programmable logic into automated business processes, presenting explicit form of
institutional default heuristic. Decision engineering can be considered as an activities’
assemblage that involve discovering and modelling decisions, building and deploying ICT
components that combine advanced analytics with business rules and optimization. Decision
engineers are a new kind of facilitators, who build decision requirements models of operational
decisions in business processes. These models serve as a foundation for managers” and
modelers’ understandings when and which type of modeling should or should not be made part
of organizational decision making process. Bearing in mind that humans shape their tools and
then that tools shape humans and that ICT will always support "the how and not the what", we
try better to understand the ways that the modern decision management tools influence the
decision making behavior. Differently put, could the design and implementation of decision
management systems in organizations serve as a lean decision modelling approach that
improve behavioral fit of modern managers?

Keywords: Decision making, Decision management system, Business analytics, Business
intelligence system, Operations management

1. INTRODUCTION

Standard business intelligence (BI) and Performance management (PM) systems solutions offer
visualization and presentation of large amount data from various sources about business
partners, customers and internal business processes. As an upgrade of Bl, PM systems add
applications that connect business processes information with key performance indicators.
The emphasis of their functioning is the support of decision-making process through retrieval,
manipulation and visualization of data. In order to create instant insight into past business
performance or a current condition, they "conquered” and unified the large amounts of data
from different sources in an unique user interface. As an "automated visualization prosthesis"
Bl dashboard reports overwhelming human cognitive disadvantages in manipulating a large
amount of quantitative data from different sources in the daily management. Their design is
heavily focused on user interface requirements and does not consider any decision model that
can be applied on that basis. The data presented there is used as an affirmation or background
for a decision that manager makes. According to Parasuraman& Sheridan's model of
automatization (2002) with four stages of automation for different function of systems:
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information gathering, information analysis, decision-making and action implementation, Bl
portals have a high level of information gathering and information analysis automatization and
they have not reached their third and fourth stage. As a response to such information
automatization, managers in supporting their operational and tactical decision support, use what
they know best and what is available to them. The basic spreadsheet modeling and statistics are
still the dominant modeling approaches in supporting decision making (Ranyard et all, 2015.;
Ackerman et all, 2014., Turban at all, 2015; Davenport, 2009.). Davenport (2009) described
current state of the art in development of decision support systems " with existence of large
number of different tools, a lot of data and “we say to users: “Ok, go at it, have fun, play, make
better decisions. But we never actually ensure that they do.” The usage of "lightweight"
analytical tools can be explained by the observation that simple methods disrupt minimally
established organizational decision-making processes. A modeling of routine decisions usually
seek to enhance the efficiency and effectiveness (Luoma, 2016). It can be said that in such
operational decision making situations, the executive has a poor behavioral fit. They do not
want to experiment with other analytical tools. Decision management systems (DMS)
incorporate descriptive, prescriptive and predictive analytic models in order to automate
operational and some tactical business decisions. These systems standardized routine decisions
with inserting programmable logic into automated business processes, presenting explicit form
of institutional default heuristic (Rosenberger and Nash, 2009). Bearing in mind that humans
shape their tools and then that tools shape humans and that ICT will always support “the how
and not the what", we try better understand the ways that the modern decision management
tools influence the decision making behavior. Differently put, could the design and
implementation of decision management systems in organizations serve as a led decision
modelling approach that improve behavioral fit of modern managers? The rest of this paper is
organized as follows: the section 2 is a portrayal of modern executives and actual ICT tools
capabilities in supporting their activities, followed by section 3 where was offered a
presentation of decision management system architecture and functions. Section 4 describes
activities of decision engineering and a decision modelling example, and section 5 presents
conclusions.

2. ICT SUPPORTING SHALLOWS™ EXECUTIVES

From a managerial perspective (Turban at all, 2015), decision makers in a digital age are under
constant pressure to keep up, they are too often sacrificing the quality of decision making on
behalf of speed. They don’t use the most of available tools for converting data from different
source into the action at the “speed of thought”. They are often unable to gather sufficient
information from the constantly changing source, they not share information and they are failing
to involve the right people in the decision process. When asked specifically where information-
communication technology (ICT) has become the most valuable as a source of information for
decision making, they have listed: budgeting/ finance, purchasing and customer service, daily
product management, quality/productivity, human resource and process improvement. Usage
of ICT accelerate decision making in many way, from providing instantaneous access to vital
information, to facilitate communication, and to compress time in a number of areas. New
generations of managers have learned how to execute queries, create and drill down data in
cubes without the help of IT people and they know how to include important data into analytical
models and they do that daily, almost as a routine. The majority of executive management
respondents say that their teams are using between one or two Bl tools today (The state of Bl
2018, Forbes.com, 2018.). According the same source, executive management, operations and
sales are three primary roles driving Bl today, and dashboards, reporting, end- user self-service,
advanced visualization and data warehousing are the top five most important Bl technologies.
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Bl and PM systems integrate and present data from different sources in standard forms which
are easy for manipulation and reporting past business performance and current conditions. They
can trigger decision making or for simpler business components and basic operational
decisions, they incorporate business rules and elements of decision logic through programming
logic in business processes management systems. These systems integrate data that has been
hidden in transactional systems and made it accessible by people in organization. Their
development has been focused on analyzing and presenting the past trends to human users.
Users, according to their knowledge and experience, are making decisions based on this data
through usage of different but standard applications and services. Whenever the business
environment changes require a change to business decision logic and the effort to do these
changes is frequently unfeasible and extremely complex. Analytics in these systems are kept
separate from transactional systems, limiting the ability of the analytic team to apply their
insights in day-to-day activities. Herchel (2007) identified so-called "the execution gap"
showing that corporations’ ability to collect data is increasing faster than ability to use the data.
During these years, thanks to big data and data storage capacities this gap became even deeper.
As a result, the executives feel "paralyzed about their data™: they think that data is not "clean”
for advanced business analytics' tools. Another aspect of the same problem described Davenport
(2009) as an evidence of "rampant decision making amnesia" of management teams. He showed
that large amount of organizations are not effective at preserving their decision making
experience and the decisions made have rarely been the focus of systematic analysis inside the
firm. Organizations don’t evidence their mistake, they don't learn from them. Nowadays, only
several large organization start to perform “lookbacks” on major decisions in order to assess
not only outcomes but also how the decision might have employed a better process or addressed
uncertainty better.
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Figure 1: The "Execution gap™ between available data and what the company use
(Herschel, 2007.)

As a path to close the execution gap, the initiatives for building new kind of decision support
system that automates routine and operational decisions through usage of analytical models,
become louder and more significant. These systems try to incorporate different kinds of
descriptive and predictive analytics with decision models in order to automate decisions all the
way through to an operational action to be taken. Decision modeling can increase the efficiency
and effectiveness of routine decision making, but also may lock actors into narrow problem
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framings that cause failures to recognize change (Luoma, 2016). Keeping in mind an argument
of Barlas, (Barlas, 1996, pp.184) that it is "impossible to define an absolute notion of model
validity divorced from its purpose”, we can accept that automatization of routine decisions can
be justified in specific situations where currently decision making likely suffer from biases,
consumes human resources which would be needed elsewhere or the decision making is based
on ad hoc usage of performance feedback rather than systematic tracking of important
indicators (Luoma, 2016). The last mentioned author introduces the concept of "behavioral fit"
that helps in understanding why some decision methods are more readily adopted than others.
It is defined "as a scale to which the method minimizes the disruptions that it brings to the
manner in which decision makers are accustomed to make decisions”. The behavioral fit of
sophisticated analytical approaches is low. Their usage consume extra time/effort and disrupt
established decision processes. Application of some sophisticated forecasting or optimization
models require resources and changes in organizational decision making processes which imply
that attempt to make such change is risky and with possible internal resistance. The usage of
simple methods/ tools such as spreadsheets does not jeopardize the performance status quo. It
disrupts minimally established decision processes and imply high level of behavioral fit. The
main question of this paper appears as: could it be possible to develop tools supporting decision
maker that led adoption and usage of preferred methods in specific situations? Apart from
reducing execution gap, some of the reasons for such engineering system effort could be:

e increasing behavioral fit of decision maker in specific situations (creating "smarter"

executives and decisions!);
e acquiring knowledge in corporate knowledge bases for experience learning; or
¢ introducing complete automation over time of some operational decisions (eliminating the
human intermediary from transactional system in order to create smarter system).

3. DECISION MANAGEMENT SYSTEM

Decision management appears as a new systematic approach to automating and improving
operational business decisions toward increasing the efficiency and effectiveness of decision
making. It is an approach to develop a decision management system (DMS) through modeling
decisions, building and deploy IT components that combine advanced business analytics with
business rules and optimization models. DMS tries to improve effectiveness of a decision flow
observed as a set of alternatives/ choices associated with an operational task in specific work
flow. At this point it is necessary to emphasize the word "specific" decision, because these
systems try to automate certain repeatable operational and micro decisions mostly about:
customers, their churn, direct marketing, retail assortment planning, fraud detection, customer
service, credit risk, price optimization, human capital management etc. Applying this approach,
it is useful to break down decisions identifying one-off strategic decisions, consisted from
repeatable tactical decisions related to management and control of highly repeatable operational
decisions made at the front line of the organization that addressed single customer or
transaction. For such a decision, DMS adds elements of different business analytics:
descriptive, predictive or decision models integrated with explicit business rules or/and
optimization models. DMS use a "decision taxonomy" (Rosenberger and Nash, 2009) to
differentiate whole spectrum of decision making; from "Expert driven" decision that is
empirical judgment relies on expertise and experience, via "Data- informed™ decisions that
relies on the expert to interpret information from report, "Data- guided" decision where a
predictive analytic model replaces unproven assumptions with information, to "Data- driven”
decision that can be fully automated with running of analytic models and automatic execution
of decisions. The core of DMS system is Decision service component (Figure 2.) that run on
the standard enterprise platforms in use today.
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Figure 2: Decision management system architectural context
(Taylor, J. 2016)

The data infrastructure supplies operational data to the Decision Services and can also provide
in-database analytic. Business intelligence system typically use the same data infrastructure
provided insight to human decision makers and often complements function of decision service
by handling the exceptions. With link to performance management, it is possible to track and
analyze effect of some decision to key performance indicators (KPI). Decision service can be
integrated with existing Business Process Management Systems (BPMS) where it is triggered
with the task in processes; or with Event Processing System, where triggering some action on
detected patterns of data through a variety of external connections. The decision itself, in
decision service, is made by executing generated code on the underlying platform, business
rules on a deployed business rule engine, optimization models on a solver and predictive
analytic models on a model execution engine. Decision Services also need to be able to log
what happened each time a decision was made-which rules were fired, what model scores were
calculated and which outcomes were selected by the optimization model.

4. DECISION ENGINEERING: A LEAN DECISION MODELING APPROACH

The author named process of DMS development as a "decision engineering”, as a parallel to
knowledge engineering activities used in developing knowledge-based systems. Decision
engineers are a new kind of facilitators, who build decision models of operational decisions in
business processes. Actually, corporate demand is rising for that faciliators who have
knowledge/skills about analytics, information technology and business, with practicing
activities of building decision management system. Decision engineering consists of three
groups of activities: decision discovery and modeling, decision service construction and
decision analysis (Figure 3). The first step in building DMS is to find, in organization’s decision
inventory, the repeatable, non-trivial decisions that have measurable impact, and are therefore
candidates for automation. That is in most cases, data-driven decision that addresses, in front
end enterprise's application, single customer or transaction. They can often be found by
interviewing business experts; or analyzing key performance indicators to see what choices will
make a change in defined metrics. Some complex decisions can be decomposed in a decision
flow in order to provide necessary detail on how these decisions are daily made.

Figure following on the next page
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Figure 3: Decision engineering activities

After identification of appropriate decisions, decision modeling activities continue with
description of those decision in order to answer the question how automation of these decisions
will impact the business metrics and specifying details of information and knowledge required
to make the decision. At this stage, decision engineer(s) create and refine Decision
Requirements Diagram (DRD) using new industry standard for Object Management Group's
Decision Model and Notation Standard. DRD provides a mechanism for modeling the decision
in a Task within a given process model. Also, it can act as a specification for business rules
implementation or for the development of predictive analytics and data mining algorithms.
DRD identifies decision requirements in detail about: the data a decision requires, knowledge
about how the decision is to be made and other related or component decisions. An excerpt of
Decision Requirement diagram for a well known decision of "Selecting Marketing Offer” is
shown in Figure 4.

Figure following on the next page
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Figure 4: Decision Requirement Diagram for "Selecting Marketing Offer"
(Taylor, J. 2016)

In figure 4 diagram shows a decomposition of main decision "Select marketing offer to specific
customer” into related decisions: checking appropriate time to make an offer, determining
which product to offer and determining how value the offer should be. The diagram shows also
additional knowledge (Service expertise, marketing Know-how, etc.) and input data (Orders,
Customer, etc.) sources with Customer loyalty analytics at the bottom of DRD. It clearly shows
the sequencing and structure of decisions and the business rules, predictive analytic models and
optimization models required to develop in next phase of design. As a step further, DRD serves
as an implementation map in decision service construction activities. Decision service is well
defined component that makes an operational decision triggered in other processes or events.
Its construction followed the decomposition and sequencing the decisions flow with business
rules, predictive analytic models and optimization model already identified in DRD. From this
point, the aim activities are building a specific decision task within decision flow that can be
executed: as a set of business rules, or an optimization model or as a predictive analytic model.
Completed details DRD serve as a basis for generation of formal requirements documentation
of DMS and for extending requirements to business rules using decision tables. The common
product category name for managing decision logic is a Business Rules Management System.
This system executes business rule as a statement of what action should be taken if a given set
of conditions are true, in a form of near- natural language structured statements and it is based
on a vocabulary that uses business terms. The sources of business rules can be very different,
for example from legacy systems, policy and regulations, expert or from data. Once, a rules
embodied, it is very important to enable their simple maintaining and updating according to
organizational changes. Building a predictive analytic model requires access to historical data
from different sources, their understandings and preparing, then applying various predictive
techniques, building, testing and deploying specific data mining method. It is a set of software
components designed to enable the analysis of a set of data sources to determine the
mathematical relationships within the data and to produce model that embodied those
relationships. A predictive analytics workbenches can support different data mining techniques
like: rule induction, decision trees, linear regression, clustering, K-means, nearest neighbor,
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neural networks etc. Beside the business rules and predictive analytical models, mathematical
optimization is applied to a specific task by modelling the objectives and constrains,
instantiating the model with actual data in order to find near optimal solutions. Optimization
allows organizations to either find a feasible solution to a heavily constrained problem or to
maximize the value gained from a constrained set of resources by finding the most profitable,
quickest or cheapest combination of resources that are allowed. Optimization and simulation
can be applied to single transaction or can be used to find feasible combinations of products
and services to offer to some customers™ segment. It allows a modeler or business analyst to define
a business objective and a set of constraints and then “solve” this problem to see how best to run the
business. This component is very likely to a classical decision support system as known from
previous information systems taxonomies in supporting decision making. After deploying and
integration of decision services components into overall systems, they have to be monitored for
changes that might improve performances. These activities are part of decision analysis phase
in decision engineering approach. An important requirement for DMS are that they have to be
adaptive, built to respond to changing conditions and to support a process of continuous
improvement through testing and experimentation how automatization affect organizational
performance. The title of this article alludes to research made by Taylor (2016) on led role of
DMS in improving execution capabilities of modern enterprise. At this stage of DMS
development, this role is not recognized yet. These systems try to automatize routine
operational decision using complex business rules, optimization techniques and data mining
techniques; establishing organizational operational decision-making processes with enhancing
their effectivness and efficency. Application of lean management in organization focuses on
understanding customer value and its key processes to continuously increase it. The ultimate
goal of this approach is to provide perfect value to the customer through a perfect value creation
process that has zero waste. To accomplish this, lean thinking changes the focus of management
from optimizing separate technologies, assets, and vertical departments to optimizing the flow
of products and services through entire value streams that flow horizontally across technologies,
assets, and departments to customers. Decision modelling approach described above, creates
processes that need less human effort, capital and time to make services at less costs and with
much fewer defects, compared with traditional Bl systems. Companies are able to respond to
changing customer desires with high variety, high quality, low cost, and with very fast
throughput times. Decision engineering achieves unintentionally the basic principle of lean
operational management, throughout continous improvement of decision services. By analysing
repeatable decisions involving the end customer, identyfing each step in a business process,
eliminating those that do not create values and making the value creating occur in tight
sequence; serve as a lean decision modelling approach for operational decisions.

5. CONCLUSION: SMARTER SYSTEMS SUPPORTING HOMO CALCULATOR

DMS try to automatize some specific, routine and operational decision using business rules,
optimization techniques and data mining techniques. Indirectly, behavioral fit of decision
engineering teams is emnedded as a best practice throught DMS design. In that way, throught
decision engineering, it is possible that organization wants to built default heuristics as an
implicit reccomendations how to behave and make decision in specific situations. It is proven
to be particularly helpful in situations in which the actors have a little knowledge (Gigerenzer
and Gaissmaier, 2011). Deploying DMS as a part of organizational information system
infrastructure, the role of operational decision maker is replaced from front end activities that
involve customers, and left him/her to deal with exceptions, controlling and changes of
business rules or models. These specific operational decision have almost nothing with
individual knowledge or preferences of an decision maker. The automatisation provides
consistency in dealing with large number operational decisions concerning concrete customer
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or segment. It is arguable to claim that automatization that partly replaces human, increases its
behavioral fit of using complex analytical/ operational research models. It seems corect to say
that it has been created a prerequisite for further improvement of individual behavioral fit.
Baracskai and Dorfler (2017) recognized Homo calculator as a decision maker who follows
algorithms, relies on data analytic and big data. The Homo calculator has a conviction that "the
way to improve decisions is through analyzing more data, rather than by doing more thinking".
DMS serves as a tool for Homo calculator decision maker type. These question will cease to
debate with further decision making automatization steps: introducing a self service analitycal
requirements to DMS design. New versions of DMS have a wider goals than automation of
some specific data- driven repeatable decisions and go to the direction of adaptive decision
support in order to fill the execution gap. Actual research indicates (Halpel, 2017) that there is
a revolution happening in analytics, moving towards to self- service analytics. These new tools
try to embedded advanced technologies, such as a machine learning, into intelligent portal that
tries to suggest methods of decision analysis according to knowledge and experience of
business user in taylored visual interface. It is realistic to expect a feedback loop of influences
of these tools to managers™ behavioral fit. As a prerequisite for adoption of self- service
analytics in organizations, a new problem appears in form of building a broad "analytics
culture™ where analysis plays an important role in decisions as a fundamental basis for
knowledge engineering, business collaboration and learning.
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ABSTRACT

The paper is focused on the area of the economic evaluation of specific projects carried out
within the waterway. As specific projects are for purposes of this article considered mainly
projects of service and safety anchorage, which have no direct impact on the capacity of the
waterway or its navigability, however they are increasing the safety and the comfort of the
navigation for all participants. The objective of the paper is to evaluate the suitability of partial
approaches for the economic valuation, the attention will be paid mainly on the utilization of
the Cost-Benefit Analysis (CBA) and Multi-Criterial Analysis (MCA), which has been already
used as a part of qualitative and quantitative analysis. The legal part of the problem will be
also taken into account. The legal part solves mainly the duty of the elaboration of the specific
analysis (CBA or MCA) for evaluation of specific projects on waterway. Results and
conclusions following the research will be presented and verified on case studies of projects
consisting in the realisation of service and safety anchorage carried out on the waterway Bata
Channel in the Czech Republic.

Keywords: Economic Evaluation, MCA, CBA, Anchorage, Methodology

1. INTRODUCTION

Public investments in the area of the transport infrastructure are crucial for the healthy
development of the national economy and the society as a whole. Regarding the fact that they
are usually investment projects with big investment costs and the important amount of public
resources intended to their financing it is important to carry out only those projects with the
biggest socio-economic benefit. The paper is focused on the economic evaluation of investment
projects on trafficly important waterways and the evaluation of the suitability of methods
intended to their economic and social evaluation.

2. LITERATURE REVIEW

The issue of the economic and the financial evaluation of public investment projects is based
on the precise determination of the subject of the investment and its financial and economic
impacts on the society. The basic groundwork for the elaboration of the economic and financial
evaluation of the projects financed from the public resources is the Guide to Cost-Benefit
Analysis (Sartori, 2014) published by the European Commission. This methodology deals with
the general determination of rules for the financial and the economic evaluation and the risk
analysis of projects financed from the public resources and it also includes practical case studies
as examples of specific economic analyses. This methodology serves as an essential document
for the determination of specific processes of the economic evaluation of transport
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infrastructure projects in the Czech Republic. These processes are published in the
Departmental Guideline for the Evaluation of Economic Effectiveness of Transport
Construction Projects (MOT CR1, 2017) for constructions of roads and highways, railways and
trafficly significant water structures. The utilization of the Departmental guideline for the
economic evaluation of transport infrastructure projects is defined in the Implementing
Guideline for the Evaluation of the Efficiency of Transport Infrastructure Projects (MOT CR2,
2017). The solved issue is the subject of many other expert and scientific publications. The
broader economic consequences of transport infrastructure investments are solved within the
publication (Lakshmanan, 2011). The decision making process in the area of urban transport
projects is in detail described in publication (Jajac, Marovi¢, Hanak, 2015). The economic
evaluation of projects in the area of the personal transport on waterways is the subject of the
publication (Asic, Asic, 2011). Big amount of papers deals with the issue of the intermodal
transport also including the transport on waterways, e.g. (Sahin, Yilmaz, Ust, Guneri, Gulsun,
Turan, 2014), the intermodal ferry transport is the subject of the publication (Stinga, 2016). In
the publication (Mommens, Macharis, 2014) there is mentioned the issue of the location
analysis for the modal shift of palletized building materials. Very important issue is also the
economic evaluation of environmental impacts of projects on trafficly significant water
structures. This problem is the subject of the publication (Oztanriseven, Nachtmann, 2017).
Impacts of projects on the development of regions are solved in the publication (Vaikova,
Kocourkova, Chovancova, 2017).

3. METHODOLOGY

The main methodological groundwork for the evaluation of investment projects on the trafficly
important water structures is the Departmental Guideline for the Evaluation of Economic
Effectiveness of Transport Construction Projects (MOT CR1, 2017), which utilization comes
out from the Implementing Guideline for the Evaluation of the Efficiency of Transport
Infrastructure Projects (MOT CR2, 2017). These two guidelines determinate basic methods for
the elaboration of the economic analysis of solved projects:

e Cost-Benefit Analysis (CBA),

e Multi-criterial Analysis (MKA),

e Qualitative and Quantitative Analysis (QQA).

The CBA is a standard method for the economic evaluation of public investment projects and
is intended for the economic evaluation of the most of projects of transport structures. In
principle it is based on the quantification and the evaluation of key impacts of the evaluated
project in particular phases of its lifecycle respecting the time factor. The main structure of
benefits is as follows (MOT CR1, 2017):
¢ Investment and operating costs of the infrastructure including reinvestment,
e Change in the general cost of transporting goods or persons, i. e.

o Savings in vehicle operation costs,

o Time savings,
¢ Changing external transport costs in areas

o Reduction in accident rate,

o Reduction in noise emissions,

o Reduction in greenhouse gases emissions,

o Reduction in emissions of non-greenhouse gases including dust particles,
e Other, previously undefined, impacts.

The Multi-criterial Analysis (MCA) is the method, which is within the “Departmental
Methodology” defined as a “different way of the evaluation of the efficiency of projects”, resp.
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simplified method for the evaluation. This simplified method can be used e.g. for following

kinds of projects (MOT CR1, 2017):

e Projects with expected investment costs till 10 mil. CZK (app. 337 thousands EUR) serving
primarily for needs of the ferry transport and personal and recreational navigation,

e Reconstructions of parts of sailing measures caused by the bad technical state,

e Projects of acquisitions of information, telecommunication and managing technologies.

The basic steps for the MCA elaboration are as follows:

e Objectives of the MCA assessment,

e Identification of evaluated variants.

o Identification of objectives of the project and criterions,
e Description of the fulfilment of criterions,

Scoring of partial variants,

Assessment of weights of partial criterions,
Combination of weights and points,

Verification of results,

Sensitivity analysis.

The Qualitative and Quantitative Analysis (QQA) consists in the justification of information

and indexes, which express specific benefits of the project for users, population and economy.

QQA can be used e.g. for following kinds of projects (MOT CR2, 2017):

e Removing of consequences of accidents, landslides and floods,

e Individual construction measures for removing of accidental and operationally dangerous
parts,

e Acquisitions of lands, re-cultivation, geodetic mensuration and geotechnical explorations,

e Measures for the maintenance of transport structures and ways,

¢ Navigation signs and safety measures.

The subject of the paper is the evaluation of possibilities of the realization of the economic
analysis with above mentioned methods for particular projects on the waterway Bat’a channel
in the Czech Republic, which consist in the realization of service stands for anchoring of service
vessels and vessels of the integrated rescue system. Particular projects are in lower extent with
investment costs till 10 mil. CZK (337 thousands EUR), the total value of projects is 54 mil.
CZK (app. 2 mil. EUR). Regarding the character of projects the variant to elaborate the
economic analysis using the MCA or the QQA approach appeared. However based on the
recommendation of the Ministry of Transport of the Czech Republic and based on the
interpretation of the Implementing guideline (MOT CR2, 2017) the project were evaluated
together as a set of measures using the CBA approach.

4. RESULTS

The process of the economic evaluation of service stands is presented on the case study in the
form of the realization of seven partial projects of service stands on the Bata channel. The
structure of impacts entering the economic analysis of the project comes out from the
appendixes of the Departmental Methodology (MOT CR1, 2017) elaborated in the software
MS Excel and is as follows:

e Total investment costs,

e Residual value,

e Operating costs of infrastructure,

e Operating costs of vessels,
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e Time savings,

e Externalities,

e Personal and recreational navigation,

e Incomes,

e Other benefits of the economic analysis.

Impacts are divided into impacts connected with the newly realised infrastructure and impacts
connected with the operation of subject measures. Basic impacts connected with the newly
realized infrastructure are investment costs, which are assessed individually by the designer of
the construction based on the available project documentation. Investment costs in general
include costs for the project documentation, costs for land acquisitions or annexations, costs for
construction, costs connected with machines and equipment, costs for the technical assistance
and promotion and costs for the technical supervision. From calculated investment costs there
is consequently derived the residual value of the project, which corresponds with net discounted
cash flows of the project realized after the end of the evaluated period till the achievement of
its average economic lifetime. Operation costs of the infrastructure include all costs for the
operation and the maintenance. For some kinds of constructions are particular costs assessed
with the methodology, in other cases they are assessed individually, e.g. as a percent from
investment costs. Impacts connected with the operation of subject measures comes out, in the
case the solved case study, from saved kilometres spent by service vessels on the waterway of
the Bat’a channel by the maintenance. This saving comes out from the possibility of anchoring
of the service vessel at the one of the subject service stand without the necessity to return back
to the default stand. This saving is also connected with other impacts in the form of operating
costs of vessels, time savings, externalities and personal and recreational navigation. Savings
on operating costs of vessels are given by the savings on wages of the crew on vessels and
saving in the consumption of fuel due to the decrease of number of kilometres realised during
the maintenance of the channel. The fuel consumption is calculated individually in the amount
3.5 I/km. Time savings and connected next benefits were not within the solved case study taken
into account. The savings of external costs are generally connected mainly with the decreasing
of the number of accidents, noise emissions, pollutants emissions and emission of greenhouse
gases. In the frame of the solved project there are relevant only savings coming from emissions
of pollutants and carbon dioxide. The calculation of savings comes out from the number of
saved kilometres and connected decrease of the fuel consumption. The price saving is assessed
using input data defined in the Departmental Methodology (MOT CR1, 2017). Benefits within
the personal and recreational navigation result from the difference between revenues connected
with providing of tourist services in the location of the Bat'a channel in the case of the projects
variant and the zero variant (variant without project). The difference between revenues is caused
by the decreasing of number of hours, which the service vessel spends in the channel to do the
maintenance and during that the Bat'a channel must be for the recreational and personal
transport closed. The total benefit is calculated as an addition of the added value (36 % from
revenues) and effect of the intermediate consumption (25 % from revenues), how is defined in
the table annex of the Departmental Methodology (MOT CR1, 2017). The increase of the
revenues was assessed from the average daily revenue on the Bat'a channel and the number of
saved days. The number of saved days was calculated individually based on the evidence of the
operator. Average daily revenues come out from the average daily number of visitors of the
Bat’a channel and the average daily spending of one visitor. Other benefits were not in the
economic analysis in the calculation of criterial indexes taken into account. Results of the
economic analysis of the subject project are displayed in the table 1.
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Table 1: Economic results of the project (own elaboration)

Economic Internal Rate of Return 6.09 %
Economic Net Present Value (CZK) 7,281,193
Benefit-Cost Ratio 1.16
Economic Net Present Value (€) 283,757

Note: 1 € =26.50 CZK

From the results of the economic analysis is evident that taking into account socio-economic
benefits of subject measures the project is from the economic point of view efficient. Results
of economic analysis are consequently supported with the results of the quantitative analysis
carried out using the Monte-Carlo simulation. The simulation was carried out for two
independent input variables, the total investment costs of the project and the daily number of
visitors of the Bat’a channel. The probability distribution of the Net Present Value is displayed
in the Figure 1.

NPV
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FigUre 1: Statistic outputs of the simulation (own elaboration using the SW Cristal ‘BaII)
Note: 1 € =26.50 CZK

The qualitative risk analysis confirms the high probability of the positive Net Present Value of
the project and the mean value is close to the value calculated within the economic analysis.

5. CONCLUSION

The objective of the paper was to evaluate the suitability of partial approaches for the economic
valuation of investment project on trafficly significant waterways, the attention was paid mainly
on the utilization of the Cost-Benefit Analysis (CBA) and Multi-Criterial Analysis (MCA),
which had been already used as a part of qualitative and quantitative analysis. From the
literature review is evident that the legal possibility to use both approaches for the economic
analysis has already existed, the utilization of partial approaches is dependent on the kind of
the analysed project. In the paper is solved the issue of the economic evaluation of the project
of service stands of service vessels on the Bat'a channel in the Czech Republic. Based on the
literature review and the consultation with the Ministry of Transport of the Czech Republic it
was finally decided that the economic evaluation will be carried out using the CBA approach.
It was suggested the structure of impacts, which should be included into the economic analysis.
Consequently it was on the case study verified the functionality of the defined model and
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elaborated economic analysis and quantitative risk analysis using the Monte-Carlo simulation.
The case study proved the functionality of the model and the efficiency of the evaluated project.
Within the solved issue it is possible to recommend next research focused on the refinement of
the quantification of benefits, mainly regarding the economic benefit of the project for specific
territory, and the refinement of input data for the simulation, mainly regarding the probability
distribution of random variables.
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ABSTRACT

One of the most detailed areas studied in business is female presence on boards of directors.
There are many factors that affect the situation of women in society and stop them from having
a career, but for sure the recent access of women to university studies, their preference for
studying social sciences, and the difficulty of combining family and work commitments should
be mentioned. Additionally, there is a deep-rooted cultural phenomenon, called 'Glass Ceiling’,
which gives social acceptance for inequality of genders. On the other hand, nowadays women
are present in almost every area of the economy, and they start to perform many responsible
functions. This is due to different factors, such as industrialization, the First and Second World
War, many technological advances, but also declining birth rates, and women’s access to
education. Considering such a background, this paper analyzes the influence of gender
diversity in management on the profitability and degree of indebtedness, on a sample of 4347
companies from the hotel sector. The purpose of this article is to show the relationship between
presence of women in the top management and the level of profits and indebtedness of
companies. Apart from the financial analysis, different theories and empirical evidence
regarding the relationship between women in senior management and profitability of the
company have been discussed. The results obtained in the research show that hotels run by
women generated lower financial results, such as profitability, ROA or ROE. This may be
related to greater caution of women in making decisions. The study focuses on the Spanish
market, where there is currently an open debate about the importance of women's presence in
business management, driven by the creation of legislation on gender equality, which is also
observed in other European countries. Thus, the discussed topic is important both from the
economic and social point of view.

Keywords: code of good governance, gender equality, hospitality, social changes, Spain,
stereotype of a woman

1. INTRODUCTION

It is evident that incorporation of women into the paid labor market represents one of the most
important events that has taken place in the last two centuries. However, it is a slow process
that has been conditioned by a series of demographic, economic, social, and above all historical
factors. In Spain, one hundred years ago education was usually taught by religious orders or by
individuals, since the state offered public education only to men. The situation of women in this
period varied according to the social group to which they belonged. Women from the middle
and upper classes enjoyed a better economic and social position, living within puritan mentality:

109



33rd International Scientific Conference on Economic and Social Development — ”Managerial Issues in Modern Business” —
Warsaw, 26-27 September 2018

their life was basically spent at home and they were dedicated to attending religious and social
events and doing charitable work. Woman did not have any political rights and the legislation
of that time established legal inferiority of women and their dependence on fathers and
husbands. This was reflected in the Spanish Civil Code of 1889 in its Article 57 and following,
where it was stipulated that ‘woman must obey the husband’, that ‘the husband is the
representative of a woman' or ‘is the administrator of the property of the conjugal society’,
among other things (Civil Code). All this has its origin in the influence of Catholic Church in
society, presenting women as a weakling who must be submitted to a man, as well as
philosophers, moralists and doctors, who have preached an idea of both physical and mental
inferiority of woman compared to men. The evolution of women's rights at that time is closely
linked to feminist movements, and although they had a lesser presence and social influence in
Spain than in the rest of Europe, still they were important. Feminism in Spain was based on
social claims, such as the right to education or work, rather than political demands, such as the
right to vote. During the Second Spanish Republic (1931-1939), important reforms were carried
out in the field of private law. Among the most relevant was that the marriage was based on
equality of rights of both spouses, the admission of consensual divorce, equality of marital
children and extramarital ones in the eyes of the law, suppression of religious orders, and
separation of church and state. However, the most significant development was the approval of
the Spanish Constitution of 1931, which recognized civil marriage and divorce, and granted the
right to vote to women, which led to the emergence of the most important social changes of that
time. During almost forty years of the Franco dictatorship (1939-1976), the Spanish economy
experienced a remarkable growth. But unfortunately, it was a very authoritarian regime in
which women were relegated back to their traditional role. The mixed-sex school was abolished
and the law that allowed for civil marriage and divorce were repealed, forcing women to stay
at home until they got married. The situation of women since the 1980s. has improved in social
and legal aspects, if we compare it with the previous two decades. The abortion was legalized
in 1985 and in 1981 the right to divorce was approved. However, despite the fact that the new
legislation recognized important rights of women in Spain, they continued to play the role of
mothers and housewives, which placed them in an inferior position, compared to men. The
equality of opportunities and rights of men and women is one of the most important legal
principles in today's societies and a universal right recognized in many international
publications. In business, gender equality and diversity has become very important in recent
decades not only as a result of the human rights principles, but also because of enhanced
corporate social responsibility and sustainable development. So, the participation of women in
economy is fundamental for strategic reasons. Therefore, belittling and discriminating against
half of the population means an inefficient allocation of resources that leads economies to lower
growth and competitiveness. As is known, discrimination against women due to gender in terms
of promoting and occupying positions in the top management of companies, although illegal,
is a fact. This should be evaluated from an economic point of view, and many works, such as
Carter et al. (2003), or Ehrdhart et al. (2003), show a relationship between the presence of
women in the management teams and economical results of enterprises. Due to importance of
this topic and its repercussion for the economy, in this work an analysis of gender diversity in
the top company management of the Spanish hotel sector is made. It is worth noting that this
sector constitutes ca. 11% of Spanish GDP, which is why it has always been of great importance
to the economy (Cuenta Satélite del Turismo de Espafia 2010-2016). Moreover, as it generates
large revenues in other sectors, e.g. in transport, it is considered even a strategic area. However,
according to a study ‘Glass Roof in the Hotel Industry’ prepared by the Insular Foundation for
Training, Employment and Business Development (Eifede), and the General Foundation of the
Unviersidad de la Laguna, women occupy 36% of management positions in the hotel sector,
which is less than the 40% suggested by legislation for effective equality between genders (Ley
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Orgénica 3/2007, from 22 March 2007, for the effective equality of women and men). This
insufficient level can be explained by influence of social factors such as the traditional belief
of women’s role in the family and society, the lack of social support on which women count,
as well as an unequal distribution of household chores. Besides, due to its seasonality and
reduction of employees in the off-season time in the tourism sector, women find greater
difficulties in comparison with other sectors, and, as a consequence, there is a high risk that
they will abandon their professional career soon, staying at home or looking for another job.
Considering the above circumstances, we analyzed the presence of women in management
positions of hotels in Spain. The main purpose of the research was to explore profitability and
indebtedness of hotel companies in relation to women'’s presence as the CEOs. The connection
of the gender of CEO to various variables related to profitability and indebtedness has been
studied as well. We put forward the thesis that because women are more cautious than men,
their position of a CEOQ is important for profitability and debt — companies are less profitable,
but also less indebted.

2. REVIEW OF LITERATURE AND CONCEPTS

In 1998, the Ethical Code, prepared by a commission chaired by Manuel Olivencia, addressed
to listed companies was published in Spain (Lozano, 2000, pp. 175-180). It was a code that did
not contain any legal norms but simple recommendations whose application was totally
voluntary, with the aim of guaranteeing a more transparent behavior of boards of directors.
However, companies were asked to explain their reasons for not following provisions of the
Code. Some vyears later, on January 9, 2003, a report of the Special Commission for the
Promotion of Transparency and Security in the Financial Markets and Listed Companies was
published in Madrid. That report introduced the expression ‘Corporate Governance’ in Spain
and included the same views as the Olivencia Code but with a new approach, more specific in
some aspects. Finally, in June 2013 the Conthe Code of Good Governance of the Listed
Companies was published, which on February 24, 2015 was replaced by the new Code of Good
Governance of the Listed Companies. That new code contained 64 recommendations; its
content was voluntary, but was a subject to the principle of ‘comply or explain’. One of the
most important assumptions was that at least 30% of the members of a board of directors be
made up of women before 2020. Moreover, one of the articles said that: When there are few or
no female directors, the board should explain the reasons and the initiatives adopted to correct
this situation; and that, in particular, the appointments committee should ensure that when new
vacancies are provided (Galan Zazo, 2014, pp. 212-213):

a) selection procedures do not suffer from implicit biases that hinder the selection of female

directors;
b) company deliberately seeks, and includes among the potential candidates, women which
meet the professional profile sought.

First of all, an appointment committee should favor the diversity of knowledge, experiences
and gender. Moreover, the director selection policy should promote the goal that in 2020 the
number of female directors will represent at least 30% of the total number of board of directors.
The appointment committee should annually verify compliance with the director selection
policy and should inform of this in the annual corporate governance report. The number of 30%
is based on research carried out in Germany by Joecks, Pull and Vetter, (2013, pp. 61-72), in
which 151 companies were analyzed. The results show that from that number of women in
management boards the performance of a company is higher than the one obtained when
members are entirely men. At present, in Spain an average percentage of women in managerial
positions is 19.15% (ATREVIA 2018), compared to the average of 20.2% in Europe. Although
in Spain progress has been significant, the country is still below European leaders, such as
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Norway and France, with percentages close to 40% and 30% respectively. It should be noticed
that the European Commission proposed an objective of 40% of the women’s presence in
boards of directors of listed companies (excluding small and medium-sized companies), so
Spanish law is in line with recommendations of the EC. The arguments defending women
representation in the boards of directors can be divided fundamentally into two categories:
ethical and economic. The first of them argues that it is immoral to exclude women from boards
of directors because of gender, and that companies should increase the presence of women in
their governing bodies to achieve a more equitable outcome from a society perspective.
Therefore, this type of argument suggests that companies should consider greater women
representation not as a means to an end, but as a desirable end in itself (Brammer et al., 2007).
On the other hand, economic arguments are based on the theory that companies which do not
select the most capable candidates for their boards of directors, damage their financial
performance (Bravo et al. 2018; Hernik, Minguez Vera, 2017). Results of the analysis of the
relationship between gender diversity in boards of directors and the performance of companies
show that women can play significant role in this area. There are different studies discussing
female presence on boards and their influence on significant improvements in working
conditions, as well as the economic, social and cultural balance of the company (Ghosh, 2018;
Fregidou, 2004; Gomez, 1998). The various financial scandals of recent years (Lehman
Brothers, Madoff, Tyco, Enron... etc.) have generated an atmosphere of concern in this area,
which is why there was a need for different stable measures, such as creation and development
of regulations related to a good code of corporate governance in companies, both private and
public. Therefore, in the last decades codes of good corporate governance have acquired a great
importance in domestic and international business. This is mainly due to the fact that they
generate a certain level of confidence for the rule of law. The Organization for Economic
Cooperation and Development (OECD) defines it as follows: ‘Corporate Governance is the
mechanism of the shareholders that serves as a counterbalance and guides the administration of
the business to ensure efficiency, equity, transparency and results through executive actions
followed by the organization, in order to achieve reasonableness, accountability, results,
transparency and responsibility.” Code of corporate governance is a key element in increasing
economic efficiency and boosting company growth, as well as improving investor confidence.
Hence, corporate governance covers a whole series of relationships between the company
management board, its shareholders and other interested parties (OECD Principles of Corporate
Governance 2004, p. 11). Codes of governance are strongly influenced by the ownership
structure and by the structure of management boards — including the presence of women (Pass,
2006; Garegnani, Merlotti and Russo, 2015).

3. HOTEL INDUSTRY IN SPAIN - CHARACTERISTICS

More than half (52 %) of the 2.4 million enterprises in the tourism industries in the EU in 2016
were located in four Member States: in Italy, France, Spain, and Germany. In 2016, Spain was
the most frequently visited country by foreign tourists, who purchased 295 million nights at
accommodation facilities, which constituted 22.2% of the total number of nights in the EU-28.
Moreover, in Spain tourists leave the most money, compared to other EU states: in 2016 receipts
came to 54,660 million EUR, while in EU-28 the income amounted to 112,299 million EUR.
Tourists come to Spain mainly from Great Britain, Germany and France (Spain Tourist
Arrivals). According to Eurostat, in 2017 the increase in tourist traffic was the strongest in
Africa (+9%) and Europe (+8%), followed by Asia and the Pacific (+6%), the Middle East
(+5%) and the Americas (+3%). It is worth noting that the tourism sector in EU, measured by
the number of enterprises, grows faster than the economy in general (Fig. 1).
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Figure 1: Number of enterprises: evolution for selected sectors of the economy, EU-28, 2012-
2016 (Eurostat: Tourism statistics http://ec.europa.eu/eurostat/statistics-
explained/index.php?title=Tourism_industries_-_economic_analysis)

The hotel industry in Spain is very well developed. As it was mentioned, along with such
countries as Greece, Italy and Germany, Spain has one of the most-developed tourism
infrastructures. The number of hotels operating in Spain is almost 20,000 (in 2016: 19,524),
and in most cases these are small hotels with no more than 25 rooms (Eurostat).

4, METHODOLOGY, RESEARCH SAMPLE AND RESULTS

We put forward a thesis that female presence as CEOs is important for profitability and debt —
companies are less profitable, but also less indebted. To verify this thesis, a study of 4,347
Spanish hotels was carried out. Data was obtained in 2015 from the SABI database (Iberian
Balance Sheet Analysis System), which provided information on more than 2.5 million of
Spanish and more than 700,000 Portuguese companies. We have chosen the hospitality
industry, as this sector is constantly booming and in recent years it has become one of the
branches of greater relevance and economic impact, occupying a key role in the output of the
crisis (Gomez and Gonzélez, 2014). In this paper, as we already mentioned, we studied the
influence of CEO’s gender on various variables related to profitability and indebtedness. As a
measure of gender, a dichotomous variable indicative of the presence of a woman as CEO was
included (dummy variable). Furthermore, measures of performance that were studied included:
1) Return on Equity (ROE) or financial return, calculated as net profit between the net of
liabilities; 2) Return on Assets (ROA), showing how profitable a company is, relative to its total
assets; 3) the profit margin, understood as the difference between the sale price without VAT
and costs. Subsequently, measures related to indebtedness included: 1) the debt percentage ratio
(%), which indicates the proportion of debt that a company has (long and short term) with
respect to total liabilities; 2) the average cost ratio of external financing (%), which shows how
much a company pays for financing with external resources, calculated as the quotient between
the payment of interest and the total debt; 3) the interest coverage ratio, calculated as interest
divided by earnings before interest and taxes, which is used for assessing cash flow balance
generated by the company to meet its financial obligations; 4) the degree of financial leverage
calculated as the absolute value of the quotient between the operating profit minus the financial
charges (interests). Next, we obtained descriptive statistics of each of enumerated variables:
mean, median, standard deviation, minimums and maximums, which are shown in Table 1.

Table following on the next page
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VARIABLES mean median | standard min max
deviation

Dummy CEO =0 man 0,25 0 0,43 0 1

Profit margin (%) -7,03440 | 0,25500 | 31,534131 -215,384 181,381

ROA (%) -0,04274 | 0,91300 | 12,461958 -97,450 97,472

ROE (%) 6,22336 1,97000 | 110,782950 -3565,996 4898,140

Debt percentage ratio 50,17 48,72 30,904 0 100

External financing ratio 0,07 0,03 0,519 0 17

Interest coverage ratio (%) 0,19157 0,94350 | 42,784611 -328,673 328,071

Degree of financial leverage 5673,00 83,80 7608,319 0,00 460742,00

Table 1: Descriptive statistics (own study)

In the first place, we note that only 25% of the 4,347 companies analyzed was run by women.
First calculations also show that the financial profitability was 6.22%, while the economic
profitability was negative (-0.0427%), and the indebtedness of the companies was 50%. Profit
margin took values between -215.4 and 181.4, and the degree of financial leverage presented a
minimum value of 0 and a maximum of 460,742 in absolute value. The leverage in company's
finances allowed it to achieve an above-average economic effect, and the calculations showed
that some companies obtained such results. To carry out the comparative analysis, first of all,
we used the Kolmogorov-Smirnov test in order to check the normality of the variables of the
two groups of companies (with women as CEOs and without). It turned out that our samples
did not follow a normal distribution, thus we finish our analysis with non-parametric tests for
two samples, specifically the Mann-Whitney U Test. Table 2 shows the results of the normality
tests.

VARIABLES DUMMYCEO=1 DUMMYCEO=0
Profit margin 6,164 10,879

ROA 5,753 10,350

ROE 10,210 14,801

Debt percentage ratio 2,170 3,233

Time of CM of external financing 13,954 25,677

Interest Coverage Ratio 9,252 15,537

Degree of Financial Leverage 10,727 23,892

Table 2: Statistical comparison of two samples (DUMMYCEO=1 is a group with women as
CEOs) (own study)

As we see in Table 2, none of the obtained samples was normal, therefore to calculate the
significance test for two means, the Kolmogorov-Smirnov non-parametric test was used. Table
3 presents main results obtained regarding the difference between these two samples.

VARIABLES CEO WOMAN CEO MAN STATISTICAL. Z
Profit margin 2029,17 2165,69 -3,123***

ROA 2080,69 2204,35 -2,796**

ROE 2110,73 2194,58 -1,896**

Debt percentage ratio 2211,75 2161,72 -1,132

Average cost ratio of external | 2119,57 2191,71 -1,633

financing

Interest coverage ratio 1870,99 1985,38 -2,719%**

Degree of Financial Leverage 2092,19 2200,61 -2,453***

* significance at 10% level

** significance at 5% level

*** significance at 1% level
Table 3: Difference of means (own study)

114



33rd International Scientific Conference on Economic and Social Development — ”Managerial Issues in Modern Business” —
Warsaw, 26-27 September 2018

In this table we can see that the majority of differences in means is significant, between 5 and
10%, and generally in favor of companies run by men. Thus, we observe that the companies
with masculine CEOs obtain a higher financial return (ROE), and this is statistically significant
at 5%. This can be explained by the theories analyzed in previous sections which argue that
companies run by women are less profitable because, in general, they are more averse to risk.
In terms of economic profitability (ROA), again we see that it presents higher levels for
companies run by men. Likewise, it is observed that there is a greater profit margin, with a
significance of 10%, for companies managed by men. These results coincide with those
obtained by Adams and Ferreira (2009) whose studies reveal that, on average, the effect of
gender diversity on the performance of the company is negative. In this sense, we can prove
theories that argue that women expect less benefit than men. Among them there is Romani et
al. (2012), who concluded that women invest less money in their businesses and expect fewer
benefits than men; Lundeberg, Fox and Puncochar (1994) argued that women were less secure
than men in their investment decisions, so they were more cautious. These differences in
confidence with respect to men can cause dissimilar risky behavior. On the other hand, Table 3
shows lack of significant differences between the debt ratio of companies run by men and that
of companies run by women. The same may be said about the average cost of external financing
ratio. In effect, no differences are observed, but it is shown that companies run by men have a
greater degree of financial leverage, and therefore, run greater financial risk. Finally, it is
observed that the interest coverage ratio is higher for companies run by men. This may be due
to the higher profitability presented by these companies, a conclusion that coincides with the
one found by authors such as Béhren and Strom (2005), among others.

5. CONCLUSION

Many theories and evidence show that there are differences between women and men when
running a company and show the consequences of having women at the head of the top
management. These consequences, as we have seen, can be both positive and negative. Thus,
there are several studies that show that the presence of women in the management positions of
a company increases their profitability by increasing the company's competitive advantage,
boosting innovation and creativity. There are also studies which have shown that the diversity
of gender in the company leads to a reduced level of indebtedness. However, our analysis
showed that in general, companies in hotel industry which are run by men as CEOs are more
profitable and have a wider profit margin than the companies run by women. Other indicators
were also better for men-CEOs — ROA, ROE debt percentage ratio or Degree of Financial Leverage.
Although high financial leverage means greater financial risk, because of partial financing of
business activities with external capital, this indicator may be evaluated negatively. The
obtained results confirm the thesis that women are more cautious than men, which is probably
why their companies are less profitable, but also less indebted with external capital. This means
that they have gained the current situation by themselves, and this may be due to the overall
strategy of the company's owners. The general assessment of female CEOs depends on a larger
number of variables, as well as their dynamics over time. E.g. we do not know the situation of
hotels in the past, perhaps the female CEOs improved their financial situation and this trend
will continue in the future. We also do not know external market factors. Taking all of this into
account, it should be said that more reliable and universal results might be obtained in wider
time and sample. In addition, more complex statistical data analyses could have been made, and
finally the study could be extended to other sectors.
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ABSTRACT
The empirical literature on determinants of intra-industry trade (IIT) is vast and
comprehensive, yet as the authors failed to properly account for model uncertainty it has
brought inconsistent and conflicting results. To resolve this issue, Bayesian model averaging
was applied to investigate the robustness of 48 potential determinants of bilateral 1T for the
panel of 26 European Union countries over the 1999-2011 period. Application of BMA
demonstrated that 11 of them are robust determinants of 11T, namely real GDP product, trade
openness, membership in the European Union and the Euro area, corruption, and differences
in factor abundance. Among the factors of production, the key role in the determination of IIT
patterns can be assigned to the differences in human capital. Yet, transportation cost and
cultural similarity have no impact on the 1T patterns.
Keywords: intra-industry trade, Bayesian model averaging, European Union

1. INTRODUCTION

Intra-industry trade (11T) is at the heart of European integration. A high degree of II'T promotes
more symmetrical distribution of economic shocks and, in turn, tighter business cycle
synchronization. Only when business cycles of a given group of countries are fairly
synchronized, can the countries give away their independent monetary and exchange rate policy
to a supranational institution in order to constitute an effectively functioning currency union.
For these reasons, IIT should be one of the main concerns of the Euro area current as well as
potential members. For many years the authors have been trying to establish what factors are
the determinants of intra-industry trade (e.g.. Sharma, 2004; Thorpe and Zhang, 2005; Zhang
and Clark, 2009; Jensen and Luthje, 2009; Sawyer et al., 2010; Dautovic et al., 2014), yet none
of them took into account model uncertainty, which leads to many conflicting and inconsistent
results. For this reason, this paper presents the results of the sensitivity analysis of the
determinants of 11T with Bayesian model averaging (BMA). Thus far, there has been only one
attempt at sensitivity analysis of determinants of IIT (Torstensson, 1996). Using a rather
outdated (by current standards) methodology, the author analyzed 17 determinants of IIT on
the Swedish data and found that only physical capital intensity and transportation cost are
robust. The paper is organized as follows. The first two sections describe data and estimation
strategy, while the other two present results and conclusions.

2. DATA AND MEASUREMENT

The analysis covers 26 European Union countries, namely: Austria, Belgium, Bulgaria, Cyprus,
the Czech Republic, Denmark, Estonia, Finland, France, Germany, Greece, Hungary, Ireland,
Italy, Latvia, Lithuania, Luxemburg, Netherland, Poland, Portugal, Romania, the Slovak
Republic, Slovenia, Spain, Sweden, and the United Kingdom. All variables are in bilateral form
— for 26 countries, it amounts to 325 country pairs. The time span of the research covers the
period between 1999 and 2011. As most of the variables used in the research are characterized
by unit root?, first differences were used. Consequently, the balanced panel consists of 3900
observations.

! Results of the unit root tests are not reported here for brevity, but available upon request from the author.
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The dependent variable is the first difference of the natural logarithm of intra-industry trade
measured by the sum of imports and exports of intermediate goods within the same sector
between a pair of countries in each year. IIT is measured with the division of the economy into
35 different sectors and the data for 1IT comes from World Output-Input Database (WOID).
The list of the independent variables along with their descriptions and data sources are given in
Table 1. The set of regressors is made up of variables describing differences in absolute and
relative factor endowments, gravity variables, structural similarity, as well as macroeconomic,
institutional and cultural indicators. In total, the set amounts to 48 regressors.

3. ESTIMATION STRATEGY

To find a set of robust determinants of intra-industry trade, Bayesian model averaging (BMA)
under different prior specification was applied. A detailed description of BMA (Hoeting, et al.,
1999; Beck, 2017) and prior structure (Fernandez, et al., 2001; Ley and Steel, 2009 and 2012,
Feldkircher and Zeugner, 2009, Eicher, et al., 2011) is left for references. The particular
estimation strategy, customized for the problem at hand, along with the key BMA statistics is
described in this subsection. As a high degree of multicollinearity among the regressors is
possible, an appropriate prior structure has been employed to deal with this issue.

Table following on the next page
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Table 1: Data description

VARIABLE
ARABLE
ARABLEpw
B
BCIDIFF
BCIPROD
CAP
CAPAREABLE
CAPLAND
CPW
CPWARABLE
CPWLAND
EMPL
EMPLARABLE
EMPLLAND
EPCpc
EU
FDID
GOV
HUMAN
HUMANARABLE
HUMANCAP
HUMANEMPL
HUMANLAND
1Up100
DKSI
L
LAND
LANDpc
LNDGEO
LNPOPPROD
LNRGDPPROD
MA
MB
MIGR
MU
OlLpc
OLDEU
OPEN
PATENT
POPDIFF
RGDPDIFF
RGDPpc
RGDPpcPROD
TRADE1
TRADE2
TRANS
URBAN
URBANshare

DESCRIPTION
A absolute value of the difference in arable land
A absolute value of the difference in arable land per worker
common border dummy
A absolute value of the difference in Bayesian corruption Index
A product of the values of Bayesian Corruption Index
A absolute value of the difference in capital
A absolute value of the difference in capital to arable land ratio
A absolute value of the difference in capital to land ratio
A absolute value of the difference in capital per worker
A absolute value of the difference in capital per worker to arable land ratio
A absolute value of the difference in capital per worker to land ratio
A absolute value of the difference in employment
A absolute value of the difference in employment to arable land ratio
A absolute value of the difference in employment to land ratio
A absolute value of the difference in electricity consumption per capita
membership in the European Union dummy
absolute value of the difference in FDI flows
A absolute value of the difference of government shares in GDP
absolute value of the difference in human capital
A absolute value of the difference in human capital to arable land ratio
absolute value of the difference in human capital to capital ratio
A absolute value of the difference in human capital to employment ratio
absolute value of the difference in human capital to land ratio
A absolute value of the difference in number of internet users per 100 inhabitants
A KSI for value added under the division of the economy into 35 sectors
common language dummy (at least one official common language)
absolute value of the difference in land
absolute value of the difference in land per capita
natural logarithm of geographical distance between capitals (shortest way) in km
A natural logarithm of population product
A natural logarithm of real GDP product
dummy variable for a pair of countries sharing a marine border
dummy variable for a pair of countries with access to the ocean or the sea
absolute value of the difference in net migration per 1000 inhabitants
membership in the Euro area dummy
A absolute value of the difference in number of internet users per 100 inhabitants
dummy variable for a pair of countries that were members of the EU before 2004
A absolute value of the difference of imports+exports shares of GDP
A absolute value of the difference in number of patents per 1 million inhabitants
absolute value of the difference in population
A absolute value of the difference in real GDP
A absolute value of the natural logarithm of the difference in real GDP per capita
A value of the real GDP per capita product
value of the ratio of imports and export to the sum of two countries GDPs
value of the ratio of imports and export to the sum of two countries total trades
dummy variable for a pair of transition countries
A absolute value of the difference in the urban population
A absolute value of the difference in share of the urban population

SOURCE
WB
PWT& WB
BCI
BCI
PWT
PWT & WB
PWT & WB
PWT
PWT & WB
PWT & WB
PWT
PWT & WB
PWT & WB
WB
UNCTAD
PWT
PWT
PWT & WB
PWT
PWT
PWT & WB
WB
WOID
WB
WB
Google Maps
PWT
PWT

Eurostat & PWT

WB
PWT
WB
PWT
PWT
PWT
PWT
DOT & WB
DOT
IMF
WB
PWT & WB

Abbreviations: A- first difference; KSI-Krugman specialization index; BCI-Bayesian Corruption Index (Standaert, 2015)
PWT-Penn World Tables (Feenstra et al., 2015); WB-World Bank; DOT — International Monetary Fund Directions of Trade;
UNCTAD-United Nations Conference on Trade and Development.

Source: Author’s own elaboration
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A uniform model prior (Ley and Steel, 2009) is supplemented with a function accounting for
multicollinearity (George, 2010) to obtain prior model probabilities:

p(on) < IR (3) 0

where K = (48) is the number of covariates, while |R;| is the determinant of the correlation
matrix for all the regressors in the model j. The uniform model prior implies equal probabilities
assigned to all the models (P(Mj) « 1), so the |Rj| component of (2) determines the
distribution of the prior probability mass. The higher the multicollinearity between the
variables, the closer the value of |R;| to 0, and the lower the prior ascribed to a given model.
Model space is reduced with MC? (Markov Chain Monte Carlo model Composition) sampler
(Madigan et al., 1995). The convergence of the chain is assessed by the correlation coefficient
between the analytical and MC? posterior model probabilities for the best 10000 models. The
application of BMA requires the specification of g prior. Benchmark prior rule (Fernandez, et
al., 2001) dictated the choice of unit information prior (UIP) (Kass and Wasserman, 1995) for
the dataset at hand. Additionally, risk inflation criterion (RIC) put forward by Foster and George
(1994) was employed in the main results. The combination of prior model probabilities with
the values of likelihood function allows to calculate posterior model probability as:

(M) < p(M;) _ UyIM;) = P(M))
r() 25 1(yIM;) « P(M;)

PMP = p(M;ly) = (2)

where l(y|Mj) denotes model specific marginal likelihood, y given data set, and because

p(y) = 325, I(yIM;) = P(M;) model weights can be treated as probabilities. Then the

posterior mean (PM) of the coefficient £;, independent of the space of the models is given by:
ZK

PM = E(BIY) = ) P(Mjly) * By, 3

j=1

where B;; = E(B;ly, M;) is the value of the coefficient B; estimated with OLS for the model
M;. The posterior standard deviation (PSD) is equal to:

PsD = | P(Mily) «V(Bly. M) + > P(Mi1y) « [y — EBily Mp]’, @)
j=1 j=1

where V(;]y, M;) denotes the conditional variance of the parameter for the model M;. To better
capture the relative impact of the determinants on the intra-industry trade standardized
coefficients were calculated and BMA statistics based on their values. SPM denotes the
standardized posterior mean, while SPSD denotes standardized posterior standard deviation
(Doppelhofer and Weeks, 2009). The posterior probability of including the variable in the
model — posterior inclusion probability (PIP) —is calculated as:
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ZK

PIP = P(x;ly) = Z (o = 11y, M) = P(M;ly), ®
j=1

where ¢; = 1 signifies including the variable x; in the model. In all applications of BMA here,
prior inclusion probability is 0.5, and a variable is classified as robust if PIP is above that value.
The posterior probability of a positive sign of the coefficient in the model — P(+) —is calculated
in the following way:

Y2 P(Mjly) « CDF(t;IM;),  if sign[EBily)] =1

p (6)
1= 331 P(M;ly) = CDF(t;;|M;), if signlE(Bily)] = -1

P(+) = P[sign(x;)|y] = {

where CDF denotes cumulative distribution function, while ¢;; = (ﬁi/S/DiU\/Ij).

4. RESULTS

The results of the application of BMA to the data set are depicted in table 2. BMA specification
included 0.1 million burn-ins and 1 million iterations, which resulted in correlation coefficient
between the analytical and MC? posterior model probabilities for the best 10000 models above
0.999 in both cases, ergo the convergence of the chain was achieved. The first variable
classified as robust is the natural logarithm of the real GDP product (LNRGDPPROD) with PIP
equal to one for both g prior specifications. The posterior mean indicates that one percent
increase in LNRGDPPROD is associated with an increase in 1T by approximately 0.69 percent.
This confirms that gravity works in case of the 11T, just as in the instance of the total trade. On
the other hand, geographical distance (DGEOQ), border dummy (B), and common language
dummy (L) are fragile, which suggests that transportation costs and cultural similarities are not
important for the determination of the intra-industry trade. Change in the degree of the openness
(OPEN) is the second variable with posterior inclusion probability higher than prior. OPEN is
characterized by a positive posterior mean, which indicates that more open countries are
generally more involved in IIT. This could be explained by the fact that more open countries
are more integrated into global value chains, which can account for the significant part of the
intra-industry trade in intermediate goods. The product of Bayesian Corruption Index
(BCIPROD) is characterized by posterior inclusion probability equal to 1 under both g priors.
The regressor is characterized by a negative posterior mean, which suggests that the higher
degree of corruption is associated with lower IT. This result should not come as a surprise, as
companies moving part of their production abroad will try to avoid risk and additional costs
associated with corrupt administration. Membership in the European Union (EU) as well as in
the Euro area (MU) are classified as robust regardless of the used g prior specification. In a
rather unexpected turn, values of the posterior mean for both EU and MU are negative,
suggesting that countries in either of these associations are trading less with one another. In
other words membership in the EU and the Eurozone is associated with lower intra-industry
trade growth by around 5% a year. This result is the consequence of the analysis of the growth
rates. Old members of the EU and the Euro area are characterized by higher levels of IIT.
Application of OLS or BMA at level results in the positive values of coefficients or posterior
mean respectively. This in turn indicates that intra-industry is growing between old EU
members and the new member states, and it shows that these countries are consecutively more
interlinked in European value chains. It should be underlined that dummy variable EU and MU
takes the value of 1 only if both countries are members of the European Union or the Euro area
respectively. The last six robust variables are differences in absolute or relative factor
endowments.
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Four of them involve human capital, which indicates that this is the key factor of production
for intra-industry trade. The absolute value of the difference in human capital to employment
ratio (HUMANEMPL), human capital to land ratio (HUMANLAND), and human capital to
physical capital ratio (HUMANCAP) are all characterized by the negative value of the posterior
mean. The negative posterior mean indicates that countries characterized by a similar level of
human capital to other factors ratios are engaged in more IIT. This suggests that traded goods
are characterized by similar human capital intensity, and they must compete with the foreign
counterparts. Accordingly, one can expect that human capital intensive goods account for the
sizable part of intra-industry trade (product of human capital in two countries is positively and
significantly correlated with I1T). Additionally, these results give support to theories associated
with horizontal IIT (e.g.. Krugman, 1981). On the other hand, the absolute value of the
difference in human capital to arable land (HUMANARABLE) is characterized by a positive
posterior mean. This result points to vertical integration, where human capital abundant
countries are moving low skilled parts of the value chains to countries with abundant natural
resources and arable land. Alternatively, the negative posterior mean can be explained by
theories associated with vertical 11T (e.g.. Flam and Helpman, 1987). Differences in absolute
levels of employment (EMPL) are characterized by posterior inclusion probability of 0.94 and
0.96 for UIP and RIC respectively. A positive posterior mean indicates that higher differences
in the level of employment are related to higher growth rates of I1T. This result can be attributed
to vertical integration, as countries’ scare labor force might search for the location of labor
intensive parts of the value chain in the countries that are labor abundant. Finally, differences
in arable land per worker (ARABLEpw) are the last variable classified as a robust determinant
of IIT. Itis characterized by a negative posterior mean, which implies that differences in arable
land to labor ratio are deteriorating intra-industry trade. Accordingly, one can expect that arable
land abundant countries will engage in trade in agrarian products, but depending on their
particular location the exact nature of the products will be different.

Tabele following on the next page
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Table 2: BMA statistics under UIP and RIC

g prior Unit Information Prior Risk Inflation Criterion
VARIABLE | PIP | PM [PSD|SPM [SPSD [ P(+)| PIP | PM | PSD | SPM [ SPSD | P(+)
LNRGDPPROD [1.00 0.69 0.13 0.17 0.03 1.00|/1.00 0.69 0.3 0.17 0.03 1.00
OPEN 1.00 042 005 0.13 002 1.00/1.00 042 005 0.13 0.02 1.00
HUMANEMPL |1.00 -0.40 0.05 -0.19 0.02 0.00|1.00 -0.40 0.05 -0.19 0.02 0.00
BCIPROD 1.00 0.00 0.00 -0.09 0.02 0.00|1.00 0.00 0.00 -0.09 0.02 0.00
HUMANLAND [1.00 -131 365 -0.13 0.03 0.00|1.00 -135 37.3 -0.13 0.04 0.00
MU 0.99 -0.05 0.01 -0.07 0.02 0.00|1.00 -0.05 0.01 -0.07 0.02 0.00
EU 0.97 -0.05 0.01 -0.07 0.02 0.00|0.97 -0.05 0.01 -0.07 0.02 0.00
EMPL 0.94 0.00 0.00 0.06 0.2 1.00|/0.96 0.00 0.00 0.06 0.02 1.00
HUMANCAP |0.79 -751 458 -0.05 0.03 0.00|0.83 -786 442 -0.05 0.03 0.00
HUMANARABLE | 0.79 1.25 0.75 0.05 0.03 1.00|0.77 1.20 0.75 0.05 0.03 1.00
ARABLEpw [0.64 -0.01 0.00 -0.04 0.03 0.00|0.70 -0.01 0.00 -0.04 0.03 0.00
CPWLAND [0.35 0.01 0.02 0.02 0.03 1.00|0.42 0.02 0.02 0.03 0.03 1.00
LANDpc 0.33 0.00 0.00 -0.01 0.02 0.00[0.37 0.00 0.00 -0.02 0.02 0.00
RGDPpcPROD [0.20 0.00 0.00 -0.01 0.03 0.00]0.24 0.00 0.00 -0.02 0.03 0.00
ARABLE 0.14 0.00 0.00 0.01 0.02 1.00|0.16 0.00 0.00 0.01 0.02 1.00
CPWARABLE [0.09 0.00 0.00 0.00 0.01 1.00/0.09 0.00 0.00 0.00 0.01 1.00
CAPARABLE [0.07 0.00 0.00 0.00 0.01 0.00|0.09 0.00 0.00 0.00 0.1 0.00
RGDPDIFF  |{0.05 0.00 0.00 0.00 0.01 1.00|0.06 0.00 0.00 0.00 0.01 1.00
URBAN 0.05 0.00 0.00 0.00 0.01 0.00|0.06 0.00 0.00 0.00 0.01 0.00
MIGR 0.04 0.00 0.00 0.00 0.01 1.00|0.05 0.00 0.00 0.00 0.01 1.00
DKSI 0.03 0.01 0.06 0.00 0.0 1.00|0.04 0.01 0.07 0.00 0.00 1.00
Ulp100 0.03 0.00 0.00 0.00 0.00 0.00|0.04 0.00 0.00 0.00 0.00 0.00
MA 0.03 0.00 0.00 0.00 0.00 1.00|0.04 0.00 0.00 0.00 0.00 1.00
OLDEU 0.03 0.00 0.00 0.00 0.00 0.00[0.03 0.00 0.00 0.00 0.00 0.00
B 0.03 0.00 0.00 0.00 0.00 0.00|0.04 0.00 0.00 0.00 0.00 0.00
GOV 0.02 -0.01 0.06 0.00 0.00 0.00|0.03 -0.01 0.06 0.00 0.00 0.00
TRANS 0.02 0.00 0.00 0.00 0.00 1.00|0.03 0.00 0.00 0.00 0.00 1.00
POPDIFF 0.02 0.00 0.00 0.00 0.00 0.01]0.03 0.00 0.00 0.00 0.00 0.01
FDID 0.02 0.00 0.00 0.00 0.00 0.00[0.02 0.00 0.00 0.00 0.00 0.00
MB 0.02 0.00 0.00 0.00 0.00 0.00|0.03 0.00 0.00 0.00 0.00 0.00
CAPLAND  [0.02 0.00 0.00 0.00 0.01 1.00|0.03 0.00 0.00 0.00 0.01 1.00
HUMAN 0.02 0.00 0.00 0.00 0.00 0.00|0.02 0.00 0.00 0.00 0.00 0.00
LAND 0.02 0.00 0.00 0.00 0.00 0.00|0.03 0.00 0.00 0.00 0.00 0.00
BCIDIFF 0.02 0.00 0.00 0.00 0.00 0.00|0.02 0.00 0.00 0.00 0.00 0.00
TRADE1 0.02 0.00 0.07 0.00 0.00 1.00|0.02 0.01 0.08 0.00 0.00 1.00
EPCpc 0.02 0.00 0.00 0.00 0.00 1.00|0.03 0.00 0.00 0.00 0.00 1.00
LNDGEO 0.02 0.00 0.00 0.00 0.00 0.99[0.02 0.00 0.00 0.00 0.00 0.99
PATENT 0.02 0.00 0.00 0.00 0.00 0.96|0.02 0.00 0.00 0.00 0.00 0.96
RGDPpc 0.02 0.00 0.01 0.00 0.00 1.00|0.02 0.00 0.02 0.00 0.00 0.99
URBANshare [0.02 -0.01 0.12 0.00 0.00 0.00|0.02 -0.01 0.13 0.00 0.00 0.00
EMPLARABLE [0.02 0.00 0.00 0.00 0.00 0.13[0.02 0.00 0.00 0.00 0.00 0.15
L 0.02 0.00 0.00 0.00 0.00 0.97[0.02 0.00 0.00 0.00 0.00 0.98
CPW 0.02 0.00 0.00 0.00 0.00 0.37[0.02 0.00 0.00 0.0 0.00 0.33
TRADE2 0.02 0.00 0.02 0.00 0.00 0.21[0.02 0.00 0.03 0.00 0.00 0.22
CAP 0.01 0.00 0.00 0.00 0.00 0.13[0.02 0.00 0.00 0.00 0.00 0.13
LNPOPPROD [0.01 0.00 0.00 0.00 0.00 0.91]0.02 0.00 0.00 0.00 0.00 0.87
OlLpc 0.01 0.00 0.00 0.00 0.00 0.19[0.02 0.00 0.00 0.00 0.00 0.16
EMPLLAND |0.01 0.00 0.00 0.00 0.00 0.41/0.02 0.00 0.00 0.00 0.00 0.46

Source: Author’s own elaboration
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Turning to standardized posterior means, the product of GDPs and differences in human capital
to employment ratios have the strongest impact on the growth rate of I1T. Second in line are the
degree of openness and differences in human capital to land ratios followed by product of
Bayesian Corruption Index. Next in line are memberships in the Euro area and the European
Union succeeded by differences in employment, the differences in human capital to arable land
and human capital to physical capital ratios. Finally, differences in arable land per worker have
the lowest impact on intra-industry trade among all the robust variables. All the above-
mentioned results turned out to be robust to manipulation in g prior and model prior
specification. Additional robustness checks are not reported here for brevity, but are available
upon request.

5. CONCLUSIONS

Application of BMA to the panel data for 26 European Union countries over the 1999-2011
period allowed for the identification of 11 robust determinants of intra-industry trade. Out of
traditional gravity model variables, only product of real GDP turned out to be robust, while
transportation cost and cultural similarity proxies are classified as fragile. Corruption seems to
provide strong impairment on 1T as additional risk and costs associated with it disincentivize
potential investors from moving part of the production abroad. The general level of openness
is positively related to the intra-industry trade with more open countries being better integrated
into global value chains. Memberships in the EU and the Eurozone have a positive impact on
the level of 11T, but negative on the growth rate of intra-industry trade. This result suggests that
new member states are getting more entangled in old EU value chains. Finally, the analysis
showed the crucial role of the differences in the factor abundance of the trading countries. Out
of all the analyzed factors of production, the most important part in the determination of intra-
industry trade patterns is played by human capital.
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ABSTRACT

The purpose of this research paper is to present the role of process improvements tools in
building relationships between clients and suppliers on the industrial goods market. Their
identification was based on an analysis of the literature, as well as on the results of empirical
research conducted by the CATI technique and covered 300 producers that were suppliers for
enterprises from the chemical, metal and automotive industry sectors operating in Poland. The
results of the conducted research indicate that the main supplier requirements relating to
technical quality of products, shortening cycles of process implementation and willingness of
the supplier to reduce costs. One could also observe that for many industrial clients, their
relationships with suppliers are not just confined to fulfilling rigorous requirements.
Increasingly, they recognize that building their competitive advantage also requires building
partnerships with suppliers that are manifested in joint projects in the field of effective
application of the requirements of tool (like quality, environmental and safety management
systems, Toyota Production System or Lean Management concept), which have an impact on
the improvement of the products and processes in the supply chain.

Keywords: Industrial Goods Market, Process Improvement Tools, Supplier Requirements,
Supply Chain Management

1. INTRODUCTION

Building relationships with partners in the B2B sector is largely the result of the evolution from

those repeated transactions based only on trust to becoming a primary source of purchase and

true partnership. When building relationships with suppliers, enterprises pay particular attention

to the following:

Periodic evaluation and monitoring of the indicators of supplier performance,

e Instigating projects related to improving processes and reducing operating costs (by
assisting in the implementation of operational improvement tools),

e Conducting both on-line communication and joint research and development with suppliers
in order to improve the quality of products and their positive impact on the environment.

Recurring transactions are often transformed into long-term relationships in which mutual
relations are governed by contracts. If the parties are satisfied with the implementation of the
provisions contained within, then such co-operations can turn into close-partner relationships.
These can lead to many mutual benefits, such as improving product quality and service,
shortening order fulfillment cycles, purchasing efficiencies, improved communication between
the supplier and the recipient or joint research and development. The observation of business
practice shows that many enterprises improving the processes in a supply chain focus on the
implementation of quality, environmental and safety management systems which conform to
ISO organization standards requirements as well as operational excellence tools, like Toyota
Production System, Lean Management and Six Sigma methodologies. Many companies who
are clients in the industrial sectors often define to their suppliers individualized requirements
through specifications to determine not only issues related to quality assurance, but also
organizational performance related to an increase in efficiency (cost reduction) and reducing
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the negative impact on the environment. By adapting to these requirements, suppliers create a
platform for building partnerships with their clients operating in the manufacturing sector,
based on the mutual benefits (Lofti, Sahran, Mukhtar, Zadeh, 2013, pp. 471-488).

2. BUILDING RELATIONSHIP IN THE SUPPLY CHAIN

Supply Chain Management is a fundamental concept of current economy, which has evolved to

enable organizations to improve efficiency and effectiveness in the global and highly competitive

environment of the twenty first century. This comprises processes connected with planning,
completion and evaluation related to the flow of materials, equipment, information and human
resources among organizations to ensure effective and fast delivery of tangible products and
services between the supplier and the customer. Building a competitive advantage in the
manufacturing sector is, in particular, subject to the shaping of long-term partner relationships
between companies. An individualized, trust-based approach towards the establishment of
contacts, interests and possibilities of cooperation allow the negotiation and execution of
transactions with parties, guaranteeing their equal standing (called win-win). A positive
evaluation of these activities, through which each party can see a number of measurable
benefits, is essential in maintaining relationships, and a sign of readiness for further cooperation

(Katiyar, Meena, Barua, Tibrewal, Kumar, 2018, pp. 303-316; Neutzling, Land, Seuring, do

Nascimento, 2018, pp. 3448-3458). A condition of this is that effective communication, in its

form and content, should meet the expectations of each partner. The activities of multinational

corporations which introduced the concept of sustainable development are heavily focused on
collaboration with their partners in the supply chain (suppliers and customers). Large
manufacturing corporations are increasingly offering support through joint ventures, such as
deployment projects, operational improvement tools (environmental and safety management
systems, Lean Management, Six Sigma, TPS), or developing concepts for new products.

Building partnerships with industrial customers and suppliers can bring the supply chain many

important benefits such as:

e Shortening the time for new products (thereby reducing associated costs);

e Ensuring business continuity, together with the methodology developed for identification,
analysis, and hazard mitigation (associated with the product and the processes implemented
in the supply chain);

e Increased flexibility, efficiency and effectiveness of the processes through efficient and
rapid communication (aimed at forecasting demand, joint planning of resource use; use of
a compatible infrastructure and the use of operational improvement tools like quality
management systems / environment / safety, as well as Toyota Production System based on
Kaizen philosophy, Lean Management, and Six Sigma);

e Promotion of ethics in economic activities, through the avoidance of corruption,
discrimination (using monopolistic practices), the discharge of contracts (including trade
secrets), and compliance with regulatory requirements, design and analysis of product
lifecycles according to the guidelines contained in ISO 14 040 series standards
(Aboelmaged, 2010, pp. 268-317; Su, Dhanorkar, Linderman, 2015, pp. 31-44).

A partnership comprises a process in which the customer and the supplier gradually build strong
and extensive social, economic and technical relations. Creating partnerships usually is a result
of some kind of evolution, beginning with repeated transactions, based on loyalty to the source
of purchase, and related to the positive image of a particular partner. These repeated transactions
often transform into long-term connections in which relations are regulated by agreements. If
parties are content to keep to the arrangements set out in the agreements, their cooperation may
transform into a close partnership (Wagner, 2011, pp. 277-283), which has the potential to
produce many benefits for the partners.
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These are: improved quality of products and services, prompter processing of orders,
preferential prices, improved communication between the supplier and the recipient (quicker
and more complete exchange of information), joint research and development (Quigley, Walls,
Demirel, MacCarthy, Parsa, 2018, pp. 932-947). The benefits gained enhance the positive
image of the partners in each other’s eyes. In certain cases, a partnership between a supplier
and a customer may transform into a strategic alliance which is based on the joint achievement
of specific long-term goals.

3. THE ROLE OF QUALITY AND ENVIRONMENTAL MANAGEMENT
STANDARDS WHEN COOPERATING WITH SUPPLIERS

Building a partnership with suppliers is dependent on clearly specifying the requirements they
must meet and on the efficiency of the tools employed to ensure the fulfilment of the
requirements, e.g. audits, supplier evaluation sheets (which are based on an indicator analysis
concerning meeting requirements in the area of technical quality, meeting deadlines, price
competitiveness and providing services). Significant conditions shaping this partnership are the
speed of information exchange and individualization of approach, e.g. by means of offering an
ever wider range of services by the supplier and involvement in joint research and development
of new products. The most common organizational standard used by companies to ensure the
required quality and raise its level in line with the expectations of the buyers are the guidelines
contained in 1SO 9001.The guidance in this standard includes criteria for the implementation
of operational processes (related to product design, purchasing, production, transportation,
storage and delivery of goods, on-site installation of equipment and after-sales service). The
standardization of these processes is achieved through standard operating procedures (SOP)
and/or employee training programs, provision of resources (personnel qualifications,
maintenance of facilities, supervised environment), and the use of monitoring and measurement
methods which allow the quality level of provided services to be reached and improved
(Boonitt, Wong, Wong, 2017, pp. 1-11). The selection of suppliers is usually preceded by an
audit, during which clients focus primarily on the evaluation of the capacity of the suppliers.
This assessment includes the following elements: infrastructure (buildings, manufacturing
equipment), maintenance, and the efficiency of IT equipment. The periodic classification of
suppliers is carried out through continuous monitoring and measurement using indicators
relating to the quality of the products, dependable supply (free of damage, theft, or shortage),
timeliness of delivery (no delays in deliveries), responsiveness to complaints, compliance with
delivery documents, and flexibility (the possibility of changes in the size and timing of
deliveries). Periodic client-run surveillance audits at suppliers’ plants include more than the
verification of compliance with organizational standard requirements. These audits also provide
opportunities for process improvement by reducing the level of risk, e.g. the risks associated
with the quality of products, improving the environmental impact and the exchange of
information (including documents and records). Some international companies require regular
reports on the progress made in the improvement of management systems (feedback report
cards) from suppliers, which contain data on cost reduction, reduction of non-compliance,
improvement of efficiency and effectiveness indicator processes, reduction of energy
consumption, a lessening of process cycle times, and optimization of capacity utilization (Zhao,
Huo, Sun, Zhao, 2013, pp. 115-131). More and more customers on the B2B market before
starting collaboration with suppliers also take into account the introduction of environmental
management standards, based on the monitoring of environmental aspects. These standards
emphasize the objectives and programs to reduce the impact on the environment, as well as
legal compliance in this area. During the audit, suppliers are assessed for compliance with the
requirements of international environmental management standards 1SO series 14000 and legal
requirements for the protection of the environment (in particular, Directives of the European
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Union (MacDonald, 2005, pp. 631-643; Igarashi, de Boer, Fet, 2013 pp. 247-263; Wiengarten,
Pagell, Fynes, 2013, pp. 18-28). Original Equipment Manufacturers commonly also assess
suppliers on the basis of their level of management, focusing on the requirements conforming
to ISO 9001 and ISO 14001 standards. Many international companies publish their own holistic
requirements (in the form of supplier quality requirements manuals, supplier quality and
excellence manuals, customer-specific requirements), which are relevant to a wider range than
those of international standards. Compliance with these requirements is verified by the client
through audits and the self-assessment of suppliers. The criteria which may determine
temporary evaluation of a supplier include: the level of the technical quality which is offered,
advantageous price conditions, ability to meet delivery deadlines, favourable payment grace,
having a quality system, the level of assistance and responding to complaints. Original
Equipment Manufacturers also audit suppliers periodically. Some international companies
require regular reports on progress made in the improvement of management systems while
monitoring suppliers. Monitoring is also regularly conducted by means of performance
feedback report cards, which contains data on lowering costs, reducing incompatibility,
improving effectiveness indicators and process efficiency indicators, reducing energy
consumption, shorter cycles of process completion and optimization of production capabilities.
The above-described behaviour may be considered a cycle of constant improvement.
Companies that implement management systems which conform to quality and environmental
organisational standards complete self-assessment questionnaire, which consists periodical
evaluation indicators. Creating partnerships with suppliers allows the recipient on the B2B
market to transform what was a commercial cooperation into various types of alliances, thus
gaining a range of benefits:
e Time saving connected with choosing a supply source;
e Reduced risk, which is connected with not having to choose a new supplier or a new
product;
e Quicker and more effective flow of market information;
¢ Joint solving of technical and, occasionally, organisational problems, which allows greater
effectiveness in the use of resources in process enhancement.
Increasingly, institutional clients (especially producers) are concentrating on the selection of
key suppliers, shaping long-term relations with them based on the advancement of the technical
quality of product solutions (running research and development projects together) and
reliability of deliveries (based both on their flexibility and shortening of the order cycle). These
actions, executed by both sides, lead to decreased costs (Krause, 1997, pp. 12-19; Casadesus,
de Castro, 2005, pp. 345-357; Arumugem, Derakhshan, Boon, 2011, pp. 35-43; Garfamy, 2011,
pp. 240-255; Tolonen, Haapasalo, Harkonen, Verrollot, 2017, pp. 237-245).

4. THE ROLE OF OPERATIONAL IMPROVEMENT TOOLS WHEN BUILDING
RELATIONSHIPS BETWEEN PARTNERS IN THE SUPPLY CHAIN

Institutional purchasers, particularly large multinationals companies, increasingly attach
importance to ensuring continuity flows in the supply chain (exchange of products and
information) and to improving efficiency. They use operational improvement tools such as
elements of the Toyota Production System (which includes, Kaizen, 5S, Total Productive
Maintenance), the concept of Lean Management, and Six Sigma methodologies to improve the
efficiency and effectiveness of processes. The implementation of these tools is often seen as a
collaborative project by the partners in the supply chain. Through the introduction of TPS, one
can avoid discrepancies relating to the flow of information (in case of hardware or a computer
network failure), as well as products in the process of production, storage, transport and related
losses (non-compliance, failure of goods, or delays in the timely performance of the contract
and delivery to the buyer).

130



33rd International Scientific Conference on Economic and Social Development — ”Managerial Issues in Modern Business” —
Warsaw, 26-27 September 2018

Enterprises wanting to further eliminate possible losses associated with the flow of products
and information decide to implement the concept of Lean Management (Konecka, 2010, pp.
23-31). This concept is often introduced by using the Six Sigma methodology. The most
commonly used methodology is DMAIC (Define-Measurement-Analyze-Improve-Control),
which focuses on improving existing processes and products. A second methodology is
DMADYV (Define-Measurement-Analyze-Design-Verify), which is used in the implementation
of new processes and products. Joint implementation projects, Lean Six Sigma and Six Sigma
allow supply-chain partners to achieve many benefits, such as improving the technical quality
of products, shortening cycles, improved efficiency of processes, increased effectiveness of
internal and external communications, as well as helping to improve the safety of processes and
reducing any detrimental environmental impact (Aboelmaged, 2010, pp. 268-317; Jauhar,
Tilasi, Choudhary, 2012, pp. 67-74).

5. THE METHODOLOGY OF THE EMPIRICAL RESEARCH

The subject of the conducted research was the criteria affecting the building of relations with
suppliers on the B2B market. The research was carried out between October and November
2017 through the use of the Computer Assisted Telephone Interview (CATI) technique. The
research covered 300 producers who were suppliers for enterprises from the automotive, metal
and chemical sectors operating on the Polish B2B market. The selection criteria for suppliers
have been assigned a rank on a scale from 5 (the most important criterion) to 1 (least
significant). The study was commissioned to a specialized research agency that conducted a
targeted selection of companies registered in the Kompass database, which is a search platform
of a business directory. Detailed results of the research are presented in the tables below:

Criteria General Automotive | Metal Chemical
N=300 N=99 N=104 N=97
Quality of products 3.83000 3.75757 3.69230 4.05154
Shortening process cycles | 3.77666 3.76767 3.87500 3.68041
Cost reduction 3.61333 3.54545 3.55769 3.74226
Improvement of QMS 3.59333 3.56565 3.65384 3.55670
Timely deliveries 3.56000 3.74223 3.45192 3.49494
Flexibility of supply 3.47000 3.67010 3.25961 3.49494
Improvement of EMS 3.33333 3.40404 3.23076 3.37113
Product innovations 3.31666 3.39393 3.19230 3.37113
Eco-friendly products 3.16000 3.16346 3.13131 3.18556

Table 1: Criteria affecting building relations with suppliers; general results and a
comparison between the segments depending on the sector, rank correlations (results of
empirical study, 2017 )

The results of the conducted research indicate that the main criteria affecting the building of
relationships with suppliers are the technical quality of products (no defectiveness), shortening
cycles of process implementation and willingness of the supplier to reduce costs. The following
criteria are also important in building relationships; Improvement of the Quality Management
System (QMS), timely deliveries, providing emergency supply plans (recovery plan) and
supplier's flexibility. Whereas the least important are: improvement of the Environmental
Management System (EMS), product innovation, as well as limiting the negative impact of
products on the environment. When analyzing the detailed research results and the differences
between the individual segments considered, it can be noticed that the technical quality (product
safety) as a criterion affecting the building of relations with suppliers on the B2B market is
particularly important for manufacturers of chemical products and companies with Polish
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capital. It can be seen that shortening cycles of operational processes is of particular importance
to car manufacturers and metal producers as well as to large enterprises with Polish capital.
Cost reduction is key for manufacturers of chemical products and small and medium enterprises
with Polish capital.

Criteria Polish Foreign -250 251-
N=120 N=180 N=223 N=77

Quality of products 3.91666 3.77222 3.71748 4.15584
Shortening process cycles | 3.90833 3.68888 3.73094 3.90909
Cost reduction 3.70833 3.55000 3.67264 3.44155
Improvement of QMS 3.55000 3.62222 3.52914 3.77922
Timely deliveries 3.65000 3.50000 3.51569 3.68831
Flexibility of supply 3.59166 3.38888 3.45739 3.50649
Improvement of EMS 3.30000 3.38333 3.30493 3.41558
Product innovations 3.27222 3.38333 3.28251 3.41558
Eco-friendly products 3.10833 3.19444 3.14798 3.19480

Table 2: Criteria affecting building relations with suppliers; general results and a
comparison between the segments depending on capital and number of employees, rank
correlations (results of empirical study, 2017)

Improvement of the QMS as a criterion affecting building relations with suppliers on the B2B
market is particularly important for metal product manufacturers and large enterprises with
foreign capital. One can also observe that ensuring timely deliveries and flexibility of supply
are most important for car manufacturers and large enterprises with Polish capital. Improvement
of the EMS, product innovations and eco-friendly products have meaning for car and chemical
product manufacturers and large companies with foreign capital. The research results clearly
indicate that the expectations of customers towards suppliers is the focus on improving products
and processes. To meet these customer expectations, suppliers are increasingly implementing
process improvement tools such as quality and environmental management systems as well as
Toyota Production System tools and Lean Management projects.

6. CONCLUSION

Recapitulating, it should be noted that manufacturing buyers define customized requirements
to their suppliers through detailed specifications, which determine not only the issues related to
ensuring the quality (ensuring technical quality), but also related to the increase in
organizational efficiency (shortening implementation cycles), efficiency (cost reduction),
safety (working conditions, information management), reducing any negative impact on the
environment, and implementation of product and process innovations (We, Wu, 2009, pp. 335-
341; Wiengarten, Pagell, 2012, pp. 18-28). This approach is an important incentive for
companies to improve the management system by introducing environmental and safety
organizational standards, as well as other excellence tools that require more active involvement
of employees in order to improve the performance of operational processes. The actions taken
by companies in the field of continuous improvement has a significant impact on ongoing
globalization. The international expansion of many companies, especially global companies,
increases the importance of technical standardization (to ensure the consistent quality required),
and organization standardization. This is particularly important in countries where investments
are due to lower labor costs, like Central and Eastern Europe and Asia. In these countries, one
may perceive a gap in the field of organizational solutions between international corporations
and indigenous businesses. In many cases, this gap is the introduction of the concept of
sustainable development.
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International companies implementing this concept focus on cooperation with their partners in
the supply chain (suppliers and customers), offering them support through joint projects. These
initiatives are aimed at improving common processes and developing concepts for new
products. For many companies, relationships with suppliers are not limited to imposing their
stringent requirements and continuous improvement on sustaining development (Hug,
Stevenson, Zorzini, 2014, pp. 510-638; Fabbe-Costes, Rousst, Taylor, Taylor, 2014, pp. 664-
669). It is increasingly being recognized that the creation of a competitive advantage requires
industrial customers to build relationships with suppliers, which manifests itself in joint
projects. These projects focus on the implementation of product innovations (improving the
technical parameters of existing and implementation of a completely new product) and
contribute to the improvement of organizational performance as well as process efficiency
through reducing costs by increasing employee productivity, infrastructure capacity, and
eliminating wastes.
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ABSTRACT

Nowadays, the customers often feel in danger in current unstable and unpredictable period of
industrial, political, social and economic transition. In this environment, the weakened
individuals find themselves in search of security references, identity, well-being, dream,
emotion and re-enchantment, and consequently they want to return to the past and their
memories, yearning for a sense of security and stability. They become nostalgic, seeking values
of authenticity. On this basis, enterprises develop a strategy of nostalgic brands that appeal to
the emotions, experiences and memories of the consumers. As a result, the basis of relations
between the consumer and the brand is nostalgia, which is a positive attitude towards brands
that are directly or indirectly related to the consumer’s past. The aim of this article is to
evaluate the possibilities of implementation of the strategy of nostalgic brand. The results of
own empirical research conducted in 2018 on a group of 16 international experts are presented.
Both French and Polish experts positively evaluated the potential of nostalgic brands. Some
differences in the opinions of the French and Polish experts are visible. The proposition of
model of the nostalgic brands positioning is also presented. According to the experts, the basic
principle for positioning of the nostalgic brand is having a strong brand history. Nostalgic
brands are recommended for the following sectors: fashion, food, cosmetic (especially
perfumes), luxury products, automotive, high-tech (music), entertainment and decorative. The
results can serve as a guide for managers in implementing the strategy of nostalgic brand and
can help identify the crucial elements needed for positioning of the brand based on the nostalgic
feelings.

Keywords: nostalgia, nostalgic brand, brand strategy, brand positioning

1. INTRODUCTION

The developing strategy of nostalgic brand, incorporating the codes and symbols of the past, is
increasingly popular. This strategy responds to the consumer yearning for their roots, their past,
their youth and happiness, diving into their memories. Individuals seek to be reassured by
secure affective values in the fleeting and aggressive context of society. They are attracted by
products evoking reminiscences. The society moves to the point where the consumer loses their
bearings and seeks those one, more stable, soothing and reassuring, resulting from the past.
Consequently, in our postmodern environment, consumer expectations are rational, emotionally
charged and nostalgic. The aim of this article is to evaluate the possibilities of implementation
of the strategy of nostalgic brand. Due to the fact that the problem of the implementation of the
strategy of nostalgic brand is complex and depends on numerous factors, the experts’ study was
applied. The results of own empirical research conducted in 2018 on a group of 16 international
experts are presented. The research is a part of a project funded by the National Science Centre
(project Opus 9, No. 2015/17/B/HS4/00945, “Nostalgia in brand management”) for the period
2016-20109.
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2. LITERATURE REVIEW
2.1. Modernity and post-modernity — the background for the behaviour of modern
consumer
The modernity was the product of a constant effort to break away from traditions, arbitrary
hierarchies, obscure beliefs, maintaining an ideal of progress in knowledge, techniques and
social relationships. The modernity was related with the cult of the individual. This generated
a weakening of the social bond, parallel to the erosion of traditional values (like family,
corporations, church). Modernity was characterized by a constant stream of events that break
up and dissolve at the same moment they emerge. In consequence, the individuals were agitated
on all sides, busy with multiple activities, without completing any of them. For Charles (2006),
the founding principles of modernity were the liberation and valorisation of the individual, the
pre-eminence of democracy as the only viable political system, the promotion of the market as
an economic system and the technical-scientific development. The salient feature of modern
thought was the autonomy of reason in breaking with earlier traditions and cultures. It was to
enable the progress of science and knowledge as well as that of the human sciences, “the
promise of a bright future” (Cova, 2015). The societies are swept away by the ever faster, ever
more extreme escalation in all spheres of social and individual life: finance, consumption,
communication, information, urban planning, sport, shows. With the persistent need for short-
term results, achieving more in the shortest time possible, to act without delay: the competition
leads to prioritizing the urgent over the important, the immediate action on the reflection, the
accessory on the essential. Since the mid-1970s, we observe development of the trend of
postmodernity. In consequence, Lipovestky’s individualism has often been contrasted with
Maffesoli’s tribalism (1998, 2011). For Lipovetsky (2004), postmodernity is a historical
moment of disintegration of traditional structures and desynchronization of rhythms and
individual paths. By the loss of confidence in the values of progress and emancipation (typical
for the modernism), Lipovetsky (2004) embodies a deep reaction of disenchantment with the
modern world. The postmodernity, called often “modernity of a new genre”, has accelerated in
the 80’s and 90’s. We observe that the emotional cues develop from a local rehabilitation,
secure traditional practices and stabilize the vulnerable individual in search of identity. It is
connected with the reversal of tendencies such as the valorisation of the collective in relation
to the individual, of the emotion and affectivity in relation to the rational. There are conflicting
needs that should be reconciled, e.g. (Marchal, 2014):

e Mobility, nomadism, looseness of the link with the company, autonomy versus need of
belonging to the collective, references.
Intensive and informal collaborative work versus the need for individual concentration.
Permanent connectivity versus privacy.
Globalisation versus localisation.
Reason versus emotion.

A society is therefore being constituted on the ruins of the belief of freedom and progress. The
myth of progress is nuanced, completed, corrected, while it is not outright denied. People
believe less and less that they can change the world and change their life through progress;
change from progress to “regress” or at least a rebalancing of the values of progress by that of
regress. Progress becomes old-fashioned and traditional. What makes customers fantasize today
is the lost world that they idealize. The attraction of the past and the proximity seems to prevail
more and more over that of a glitzy future on an interconnected planet: the traditional today is
modernity and progress, the modern is the tradition and regress. The best definition of
postmodernity given by Maffesoli (2011) is that it is the synergy between archaism and techno-
development. Lyotard in 1979 described postmodernity as the opportunity of societies
disappointed by the promises of modernism.
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It is a period opened by the loss of confidence in the values of modernity. Sociologists of
postmodernity describe our era as the imminent advent of classless societies, without a fixed
job and without a dominant culture. Networks, tribes, distance interactions and consumption
styles would then serve as benchmarks for everyone. The next stage of the postmodernity period
will come. The postmodern order would be, from this point of view: a post-scarcity economic
system, a system of the humanisation of technology. In contrast to modernity, postmodernity is
defined by the cult of the present, emphasizing the sensitive, the imaginary, the emotion, the
affective, the well-being. Paradoxically, the postmodern era also contributes to the
fragmentation of the individual and his identity. The customers feel in danger in unstable and
unpredictable period of transition (industrial, economic, sociological, ecological, political, etc.).
In this environment, the weakened individuals finds themselves in search of security references,
identity, well-being, dream, emotion and re-enchantment, and consequently they want to return
to the past, to memories, seeking a sense of security and stability. They become nostalgic, seek
values of authenticity. On this basis, enterprises develop a strategy of nostalgic brands.

2.2. Strategy of nostalgic brand

Nostalgia is a sentimental longing for the past and is experienced when one reminisces about
positive events in the past that are unlikely to reoccur (Sedikides, Wildschut, Baden 2004;
Zauberman, Ratner, Kim 2009; Huang, Huang, Wyer 2016). The interest of academic and
research communities focuses primarily on the analysis of the impact of nostalgia on consumers
behaviours in the context of demand for the products associated with the past, the impact of
nostalgia on consumers’ behaviours for certain product categories or the impact of nostalgia on
the attitudes towards brands (e.g. Holbrook & Schindler, 1991; Holbrook, 1993; Kessous et al.,
2015; Kessous & Roux, 2008, 2010; Lambert-Pandraud & Laurent, 2010; Loveland et al., 2010;
Rindfleisch et al., 2000; Sierra & McQuitty, 2007). The results of these research confirmed the
positive impact of nostalgia on the attitudes and behaviours of consumers. In brand
management, nostalgia is a positive feeling and is described as a preference towards objects
that were more common in the past (Holbrook, Schindler 1991).

Table 1. Categories of nostalgic brands (Grebosz-Krawczyk, 2018, p. 392-401)

Category of nostalgic brand Characteristic

These brands are based on a real nostalgia that is referring
Generational brands to the own direct and personal memories and has the
individual or collective character.

These brands are based on a real nostalgia or simulated
nostalgia (that is referring indirectly to the individual
Transgenerational brands experiences or memories of other people, as well as to the
collective experiences and memories in case of historical
nostalgia and has the individual or collective character).

Based on the literature review, the nostalgic brand can be described as a brand associated with
close or far, own or historical past. As a result, two categories of nostalgic brands can be
distinguished: generational and transgenerational brands (Table 1). The strategy of a nostalgic
brand is based on the assumption that the foundation of the bond between the consumer and the
brand is nostalgia. The implementation of a nostalgic brand strategy allows to build a
competitive advantage, not only based on the functional features of products or services, but
above all based on emotional benefits. The nostalgic brand is a reflection of the symbolic
benefits offered. The nostalgic brand gives added value related to symbolism of the past,
historical relations with consumers, users past identity and sentimental personality.
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This brand can provide consumers with additional benefits if it effectively refers to the values
appreciated by one or several generations.

3. RESEARCH METHODOLOGY

In this paper, the research results concerning the implementation of the brand strategy in case
of nostalgic brands are presented.

The scientific problem indicates the following research questions related to the strategy of
nostalgic brand:

e QLI: If nostalgic brands should be used and why?

e Q2: In which sectors, the strategy of nostalgic brands can be implemented?

Due to the fact that the problem of the implementation of the strategy of nostalgic brand is
complex and depends on numerous factors, the experts’ study was applied. The study included
sixteen experts, eight from France and eight from Poland (Table 2). The study was aimed at
evaluating the possibilities of implementation of the strategy of nostalgic brand.

Table 2. Experts’ characteristic (own elaboration based on the research results)

Experts Characteristic

Sales & Marketing Director, Chemical sector, 45 years of

Expert 1 . . L
experience, Men, Nationality: French

Expert 2 Professo_r of Marketing, 45 years of experience, Women,
Nationality: French
Brand manager, Cosmetic sector, 5 years of experience,

Expert 3 Women, Nationality: French

Expert 4 Busin_ess Developmer_lt Dir_ector, Cosmetic sector, 40 years of
experience, Men, Nationality: French

Expert 5 Brand manager, Cosmetic sector, 38 years of experience, Men,
Nationality: French

Expert 6 Consultant, advertising agency, 20 years of experience, Men,
Nationality: French

Expert 7 Marketing Director, Cosmetic sector, 30 years of experience,
Women, Nationality: French

Expert 8 Independent consultant, Women, 15 years of experience,
Nationality: French

Expert 9 Professor of Brand Management, 30 years of experience, Men,
Nationality: Polish

Expert 10 Professor of Marketing, 20 years of experience, Women,
Nationality: Polish

Expert 11 Professor of Marketing, 35 years of experience, Men,
Nationality: Polish

Expert 12 Independent consultant, owner of consulting agency, high-tech
sector, 23 years of experience, Men, Nationality: Polish

Expert 13 Brand manager, Cosmetic sector, 8 years of experience,
Women, Nationality: Polish

Expert 14 Brand manager, Food sector, 15 years of experience, Women,
Nationality: Polish

Expert 15 Marketing manager, FMCG sector, 16 years of experience,
Men, Nationality: Polish

Expert 16 Consultant, advertising agency, 25 years of experience, Men,
Nationality: Polish
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A group of experts was gathered, composed of professors of Polish and French higher education
institutions, brand and marketing managers of international companies putting brand
management into practice as well as representatives of consulting companies dealing with
marketing and brand management area. When selecting experts the principle of specialization
was followed. This stage of the project was aimed at examining the opinions of experts and
enriching the findings, therefore the Delphic method was not applied. The expert studies were
conducted from March to July 2018 using the method of direct or indirect communication with
the use of the interview with questions’ list. The interview consisted of 5 questions related to
the concept of nostalgia in marketing, nostalgic generational and transgenerational brands, retro
brands, implementation of the strategy of nostalgic brand and positioning of the nostalgic
brands.

4. RESEARCH RESULTS AND DISCUSSION

4.1. The role of nostalgic brands according the experts opinions

The general opinions of experts about nostalgic brands are positive. They underlined the strong
relation between the perceived quality and perceived know-how of brand and its nostalgic
character. According to the experts, the nostalgic brands are consider as the brands with
experience and consequently the opinions about their products quality and properties are good.
They are the secure benchmarks for consumers and guarantee of quality for consumers.
According to the experts, nostalgic brands often play a protective bubble role - they protect
against the risks associated with the purchase and are a guarantee, but on the other hand, they
allow to return to the times of the past associated with a sense of security, pleasure and joy.
Nostalgic brands base on myths and emotions and they are the symbols of the past time. They
evoke the positive memories and help to find the lost pleasure. Both French and Polish experts
positively evaluated the potential of nostalgic brands. Some differences in the opinions of the
French and Polish experts are visible. The experts from the Western Europe underlined the role
of the nostalgic brand that is the secure landmark and the guarantee of the good quality. They
emphasised the role of nostalgic brands that are often treated as solution on the fear of the
future, taking into consideration the instable situation on the market (GMO, economic crisis,
emigres etc.). The experts from Eastern Europe evaluated nostalgic brands on more intangible
level. They perceive these brands as a source of good personal memories and emphasise the
role of personal nostalgia in brand management. The role of nostalgic brands as a guarantee of
the good quality is not so significant. It can be related with the specific historical background
and the fact that some nostalgic brands have the communist experience. The example of the
most interesting experts’ opinions about nostalgic brands are presented in table 3.

Table following on the next page
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Table 3. The most important statements concerning nostalgic brands (own elaboration based
on the research results)

Statements

Nostalgia creates the desire for buying in more responsible way based on the past
experiences.

Nostalgic brands base on myths and emotions.

Products of nostalgic brands are cult.

Nostalgic brands are the spectacular reference.

Nostalgic brands make consumer feeling exceptional.

Nostalgic brands create the potential for differentiation.

Nostalgic brands have the heritage character.

Nostalgic brands often play a protective bubble role.

Nostalgic brands allow to compete by affirming the roots and heritage.

Nostalgic brands are the guarantee of quality for consumers.

Nostalgic brands should base on the authenticity.

Nostalgic brands rely on the strong brand identity and not on the old products.

Consumers search for nostalgic brands because they search for the lost pleasure.

Nostalgic brands bring back memories.

Nostalgic brands are the secure landmarks.

Nostalgic brands bring to the company new solution in the area of marketing
communication.

4.2. The implementation of the strategy of nostalgic brand - the experts opinions
According experts, the strategy of nostalgic brand can be implemented to:

e restore vitality to a brand,

revive the brand,

differentiate the brand,

launch the limited series,

innovate towards concepts closer to customer expectations,

adopt a new packaging.

The model of nostalgic brand positioning is presented on the figure 1. The basic principle for
launching the nostalgic brand is having a strong brand history. According the experts, during
the brand implementation, it is important to revive the brand in the present based on its values
or successes from the past. To be successful, the cultural heritage must be added to the modern
quality and innovative solution. The experts underlined the role of both generational and
transgenerational brands. The brand’s positioning should be based on its history, values,
identity and positioning on the past. All elements of the brand identity, like brand physicality,
brand personality expressed through a value system, brand culture, brand reflection of the
profile of target customers, brand relationship to the users’ memories and brand self-image,
should be analysed in details. Based on the historical background of the brand and the customers
opinions, the brand should be classified as generational or transgenerational. This choice is
crucial for the brand positioning. The brand managers need to find the key nostalgic values
attended by customers. These values will be the basis for positioning and creating a promotional
campaign. The benchmarking to compare potential brand position with competitive brands can
be developed using the perception maps. Additional qualitative research can be also executed
among potential group of customers. Finally the brand positioning that allows to reach the
chosen target by establishing a clear, precise and unique place in the mind of the consumer, can
be chosen.
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Proposition of positioning of brand as nostalgic brand
Description of brand
1l *
Choice of the type of nostalgic brand Data to
(generational/transgenerational) delivered by
Brand
‘ Manager:
brand
history,
What is the brand values,
key nostalgic brand
value identity
attended by (based on the
consumers ? Kapferer
prism), old
positionings
Description of potential nostalgic positioning
of brand

l

Benchmarking based on perception map
to compare potential brand position
with competitive brands

!

Assessment of potential brand positioning
(bases on the qualitative research methods)

l

Choice of the brand positioning strategy

Figure 1: Model of the nostalgic brand positioning (own elaboration based on the own
research results)

Nostalgic brands are recommended by experts for the following sectors: fashion, food, cosmetic
(especially perfumes), luxury products, automotive industry, entertainment and decoration.
Experts underlined especially the opportunities for nostalgic brands in food and cosmetic
sectors. Consumers long for flavours and fragrances from childhood and youth, and the
purchase of a nostalgic brand allows them to return to the past. The purchase of food and
cosmetic products are often spontaneous, therefore the probability of choice of nostalgic brand
is higher than in case of other sectors where decision making process is longer and different,
more rational factors are taken into account.

5. CONCLUSION

This study expands the marketing discipline’s understanding of nostalgia concept. Based on the

empirical results, the authors may draw the following main conclusions:

e the development of nostalgic brands depends on the ambitions of the moment,

e the use of nostalgia in brand management helps to increase brand equity, especially
perceived brand quality and reinforce the associations,

o the basic rule for launching the nostalgic brand is having a strong brand history,

o the nostalgic brands are recommended for the sectors of fashion, food, cosmetic, luxury
products, automotive, entertainment and decorative.
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It can be stated that this paper has resulted in two contributions. From a theoretical standpoint,
it has contributed to the brand positioning concept as well as providing a better understanding
of the impact of nostalgia on the brand management. From a substantive standpoint, it has shed
light on the possibilities of development of the strategy of nostalgic brands for companies
managing the brands with long history. The conclusions in this study are presented with the
caveat as to the limitations of the sample (only 16 experts representing two countries). To
provide a more comprehensive picture of the implementation of the strategy of nostalgic brand,
similar studies could be conducted in other countries.
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ABSTRACT

Blockchain is a cryptographic technology designed for managing distributed ledger systems,
which, as a rule, is used to manage online transactions. The the distributed ledger technology
has been boosted by the development of various crypto-currencies, such as bitcoin. Initially,
blockchain technology was used, mainly in the financial market but today there is an active
introduction of technology in such verticals as healthcare, energy sector, insurance, state and
municipal management. The major driving factors for the blockchain technology are
transaction speed, transparency and low usage cost. This study includes the global market
analysis for the use of blockchain technology in different economy sectors, its regional
structure, business application and the forecast of its development until 2024. This study also
identifies the main market drivers, affecting its growth and the problems faced by suppliers and
the market as a whole. It also examines key market trends and their impact on the current state
of the market and its development scenarios.
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1. INTRODUCTION

Blockchain is a cryptographic technology which was initially used to manage online

transactions of different kinds of cryptocurrencies, such as Bitcoin, Ethereum, etc. The history

of the blockchain technology starts in 2009 when it was used for the source code of Bitcoin, in
order to overcome physical currency shortcomings. Blockhain could be regarded as a sequential

distributed database where the entire earlier transaction history is stored and shared in a

(block) chain in a public ledger (Van Alstyne, 2014, pp. 30-32). The chain grows

continuously while the new blocks are added. In order to provide the user security asymmetric

cryptography and distributed consensus algorithms are used. Since 2016 blockchain technology
has become the mainstream - over 700 cryptocurrencies are listed in up to now. The main
factors driving the blockchain technology growth are the speed of transactions, reduced total
cost of ownership, immutability and transparency. As it was mentioned above, the blockchain
technology was initially used for to manage different cyptocurrencies but nowadays it could be
applied in the other fields such as online payments and other financial services (Foroglou,

Tsilidou, 2015) smart contracts (Kosbha et al.,2016, pp. 839-858), Internet of Things (10T)

(Zhang, Wen, 2015, pp. 184-191), security and digital identity, etc. However, analyzing the

potential for using blockchain technology, the following main market barriers and risks should

be noted:

e High level of initial investments;

e Security and confidentiality issues. Even though users make their transactions using public
key and private key, privacy leakage could happen (Biryukov, Khovratovich, Pustogarov,
2014 pp. 15-29);

o Insufficiently developed regulatory framework governing the use of blockchain technology
in different industry verticals;
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¢ Organizational barrier. The network effect could be reduced because a lot of companies are
developing their own platforms based on blockchain technology. This also will lead to the
problem with the unification of the final system in the future;

e New business model. The implementation of applications based on blockchain technology
platforms will lead to significant changes in most of the business processes. This will
require a lot of time and additional material resources.

However, despite the above mentioned barriers and risks, implementation of the blockchain
technology in different sectors of modern economy are not in doubt. The aim of this study is to
make a global blockchain technology market analysis and to build its forecast until 2024.

2. RESEARCH METHODOLOGY AND SCOPE

2.1. Research methodology

For blockchain technology market estimate and forecast we used a mix of primary and
secondary research. The secondary research was the initial stage of our study. During this stage
we collected and analyzed big data massive from the verified data sources such as technical
journals, independent studies, government and regulatory published material, trade magazines,
and paid data sources. The results are the basis of our estimates. For the forecast we have
assigned weights to the following factors in order to quantify their impact by use of the weighted
average analysis to calculate the market growth rate:

e Consumer behavior trends

¢ Blockchain technology application industry trends

¢ Blockchain technology market drivers

Weighted average formula is the following:

Weighted Avgx=W1X1+W2X2...WnXn
w = relative weight
x = value

We verified our forecasts through the primary research using Delphi method using 3 iterations
with Key Idustry Participants (KIPs) which are the representatives of system integrators and
market leading companies in different industry verticals. The objective of the primary research
is to validate our forecast in terms of accuracy and acceptability and to gain more data regarding
current market situation and future expectations.

2.2. Research scope and assumptions

The results of the study provide the market value for the blockchain technology starting from
the base year 2017 and forecast up to 2024 in terms of revenue (USD million, unless otherwise
indicated). During the research the dynamics of the key industries, main technological and
application markets trends were evaluated in order to identify their impact on demand during
the analyzed period. The market growth rates were estimated using correlation, regression and
time series analysis. The global market is assessed by the integration of regional markets. It
should be noted that:

o all market assessments and forecasts were confirmed during initial interviews with key
industry participants;

for the estimation and forecasting of the market, inflation is not taken into account;

figures may not match due to rounding;

North American regional market includes the USA, Canada and Mexico;

The European regional market includes Great Britain, Germany and France;
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e The Asia-Pacific Regional Market (APAC) includes Japan, China and Australia;
e South American regional market includes Brazil and other countries of South America;

Middle East and African regional markets include the countries of the Gulf Cooperation
Council (GCC).

2.3. List of data sources

Some of the secondary sources used for our researcht include but are not limited to:
Bitcoin Magazine

Euromoney Magazine

FinTech Weekly Magazine

The Blockchain Journal

Some of the primary sources used for this report include but are not limited to:
e |BM

Hewlett-Packard

Sberbank

BCGV

3. FINDINGS

The global blockchain technology market size estimation at the end of 2017 is 800 million US
dollars. The regional market structure is shown in Figure 1. North America occupies a leading
position in the global blockchain technology market (50%), second place in the Asia-Pacific
region (19%), the third place is occupied by the European market of blockchain technology
(18%).

m North America  ®m Europe = APAC = South America = Middle East and Africa = Russia

Figure 1: 2017 global blockchain technology market structure (prepared by authors)
Blockchain technology regional market capacity is given in Table 1.
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Table 1: Blockchain technology regional market capacity (prepared by authors)

Region Market capacity (min. USD)
North America 320
Europe 223
APAC 160
South America 56
Middle East and Africa 24
Russia 17
TOTAL 800

From the blockchain technology life cycle point of view, three main stages can be predicted:
introduction - until 2017, growth - 2017 - 2024 years, maturity - after 2024. The forecast for
the global blockchain technology market capacity in 2024 is US $ 20,550 million. The average
annual growth rate of the market is estimated at the level of 59%. The estimated growth
dynamics of the global blockchain technology market is shown in Figure 2.
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Figure 2: Global blockchain technology market growth forecast (prepared by authors)
Figure 3 highlights the key blockchain technology industries market capacity for the year 2017.
33% of the global blockchain technology market belongs to the financial sector. The second is

public sector with 18%, the third is healthcare — 16%. But it should be noted that the market in
2017 is in the introduction stage, its industry structure will change with time.

146



33rd International Scientific Conference on Economic and Social Development — ”Managerial Issues in Modern Business” —
Warsaw, 26-27 September 2018

According to the forecast financial sector will still dominate other sectors in 2024 although its
share will decrease from 33 to 26%. Meanwhile healthcare is forecasted to grow from 16%
t019%.

M Financial sector

B Private sector

M Healthcare

M Retail and e-commerce

M Industrial sector

M Media and entertainment

H Others

Figure 3: 2017 blockchain technology key industries market structure (prepared by authors)

The forecast of the global blockchain technology market structure in terms of key industries is
shown on the Figure 4.

M Financial sector

M Private sector

W Healthcare

M Retail and e-commerce

M Industrial sector

M Media and entertainment

H Others

Figure 4: 2024 blockchain technology key industries market structure forecast (prepared by
authors)

The forecast of global blockchain technology key industries market capacity is shown in Table
2.

Table following on the next page
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Table 2: Blockchain technology key industries market capacity forecast (prepared by authors)

Market capacity (min.

Industry vertical UsD)
Financial sector 5,46
Private sector 3,57
Healthcare 3,99
Retail and e-connerce 2,94
Industrial sector 2,31
Media and entertainment 1,68
Others 1,05
Total 21

The global blockchain technology market structure in terms of application is shown on Figure
5.

B Payments
M Smart Cintracts
Document Management

B Exchanges

M Digital Identity

Clearing and Settlement

B Others

Figure 5:Blockchain technology application market structure (prepared by authors)

The forecast of the global blockchain technology market structure in terms of application is
highlighted on the Figure 6. The leaders are: payments (20%), smart contracts (16%), document
management (16%). The greatest growth in percentage is forecasted in digital identity. The
share of this application will increase from 10% to 15%.

B Payments
M Smart Cintracts
Document Management
B Exchanges
M Digital Identity
Clearing and Settlement

B Others

Figure 6: 2024 blockchain technology application market structure forecast (prepared by
authors)
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The dynamics of the global blockchain technology market forecast in terms of application is
shown on the Table 3. The greatest growth in terms of value is forecasted in payments
application — from 160 mIn. USD to 4,2 billion USD.

Table 3: Blockchain technology applications market capacity forecast (prepared by authors)

Smart Document Digital Clearing and
Year | Payments | contracts management Exhanges ID settlement Others
2017 0,16 0,16 0,16 0,104 0,08 0,104 0,032
2024 4,2 3,36 3,36 2,94 3,15 2,94 1,05
CAGR
(%) 59 54 54 61 69 61 65

The market capacity of payments, smart contracts, document management and digital identity
blockchain applications depending on key industries were evaluated for the 2017 and forecasted
for 2024. Table 4 shows the market section of the blockchain technology application in the field
of payments depending on the key industries. The largest growth is forecasted in the financial
sector — 1.38 billion USD.

Table 4: Payments application market capacity depending on key industries in min. USD
(prepared by authors)

Industry vertical 2017 2024 CAGR (%)
Financial secetor 52,8 1092 54
Private sector 28,8 714 58
Healthcare 25,6 798 63
Retail and e-commerce 19,2 588 63
Industrial sector 16 462 62
Media and entertainment 11,2 336 63
Other 6,4 198 63
Total 160 4188 59

Table 5 shows the market section of the blockchain technology application in the field of smart
contracts depending on the key industries. The largest growth is forecasted in the financial
sector — 820,8 million USD.

Table 5: Smart contracts application market capacity depending on key industries in min.
USD (prepared by authors)

Industry vertical 2017 2024 CAGR (%)
Financial secetor 52,8 873,6 49
Private sector 28,8 571,2 53
Healthcare 25,6 638,4 58
Retail and e-commerce 19,2 470,4 58
Industrial sector 16 369,6 57
Media and entertainment 11,2 268,8 57
Other 6,4 168 59
Total 160 3360 54
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Table 6 shows the market section of the blockchain technology application in the field of
document management depending on the key industries. The largest growth is forecasted in the
financial sector — 858 million USD.

Table 6: Document management application market capacity depending on key industries in
min. USD (prepared by authors)

Industry vertical 2017 2024 CAGR (%)
Financial secetor 50 908 51
Private sector 30 612 54
Healthcare 28 647 57
Retail and e-commerce 20 412 54
Industrial sector 15 380 59
Media and entertainment 10 233 57
Other 7 168 57
Total 160 3360 54

Table 7 shows the market section of the blockchain technology application in the field of digital
identity depending on the key industries. The largest growth is forecasted in the financial sector
—792,6 million USD.

Table 6: Digital identity application market capacity depending on key industries in min.
USD (prepared by authors)

Industry vertical 2017 2024 CAGR (%)
Financial secetor 26,4 819 63
Private sector 14,4 535,5 68
Healthcare 12,8 598,5 73
Retail and e-commerce 9,6 441 73
Industrial sector 8 346,5 71
Media and entertainment 5,6 252 72
Other 3,2 157,5 74
Total 80 3150 69

4. CONCLUSION

Based on the results of the study, we can conclude that as of 2017, blockchain technology
market is at the initial stage of its development, the vast majority of projects using this
technology is of a pilot nature, largely due to the lack of a regulatory and legal framework
regulating the use of this technology. The capacity of a global blockchain technology market in
2017 is 800 million USD. The leading region in terms of blockchain technology introduction is
North America, mainly USA. As for the Europe, the leading country is the United Kingdom.
The global blockchain technology market capacity for the year 2024 is forecasted at the level
of 1,2 billion USD. In the financial sector, the main blockchain technology market driver is the
growing business needs for the high level of the online payments security, which can be
achieved with the help of distributed ledger technology (DLT). Today about 80% of banks are
investing in the development of projects based on the blockchain technology. In addition, the
use of blockchain allows you to significantly reduce the cost and time of transactions, which in
conditions of financial instability can be a key success factor. It should also be noted that the
growing popularity of crypto-currency, in particular bitcoin, has a positive effect on the
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popularity of blockchain technology, which leads to an increase in investment by large financial

institutions in the development of projects based on distributed ledger technologies.

However, analyzing the potential for using blockchain technology, the following market

barriers and risks should be noted:

¢ Insufficient awareness of technology, especially outside the financial sector, may limit
investment in technology development;

e The high level of initial investments;

e Security and confidentiality. The use of blockchain technology in the implementation of
transactions imposes strong requirements on encryption and security. All data stored in a
distributed network must be tied to specific identifiers to maintain confidentiality;

e The lack of a regulatory framework governing the use of blockchain technology in various
sectors of the economy;

e Organizational barrier. To date, many companies are developing their own projects based
on blockchain technology, which already significantly reduces the possibility of using the
network effect because success of platform-mediated networks and services depends highly
on the size of the user network (Economides, Katsamakasand, 2006, pp. 1057-1071). Also
the integration of these projects into a unified platform in the future could be a challenge;

e Reengineering of business processes. The implementation of applications based on blocking
technology will require not only technological changes, but, to a much greater extent,
changes in most of the business processes. This process requires time and additional
material resources.

In terms of the key industries for the blockchain technology use the most promising are financial
sector, private sector and healthcare. The most promising applications of the blockchain
technology are payments, smart contracts and document management systems. It should be
noted that the most promising are platforms based on blockchain technology, covering several
areas of application, and in some cases having an intersectoral nature. For example, within the
framework of the digital government project, the areas of application of blocking technology
can be payments, smart contracts, document circulation, digital identity.
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ABSTRACT
The book is a very specific market product which is very difficult to sell. It gives way to
multimedia and other complementary products, which (according to some analysts) slowly
displace the book from the contemporary market. That is why the preparation of the exhibition
at the book fair requires so much experience and commitment. Not only is it about the
competition between books but also about the interest in reading books. The exhibition is not
supposed to only create interest in the offer of the publisher but also the interest in reading
books in general. On the Polish market one can observe the development of book fairs in several
exhibition centres. However, the level of readership in Poland is still at a low level. The current
situation is perceived as a threat to the development of the publishing market, and thus book
fairs. Both research and analysis are needed to help determine ways to reduce this risk and
seek directions of development of this sector. The aim of this article is to present the situation
of the contemporary book fair market in Poland, selected factors that may affect its shape and
the possible directions of its development. The study also contains strategic implications for the
organizers of these events and exhibitors participating in such events.
Keywords: book fairs, level of readership, trade fairs

1. INTRODUCTION

For many industries, trade fairs are such an effective communication tool (Gottlieb, Brown,
Ferrier, 2014, pp. 89-107) that the issue of their continuous development and improvement of
the possibilities of their use to achieve market goals of enterprises (Kirchgeorg, Springer,
Késtner, 2009; Measson, Campbell-Hunt, 2015; Sridhar, VVoorhees, Gopalakrishna, 2015)
representing various industries is an important subject of scientific research (Adams, Coyle,
Downey, Lovett, 2017, pp.710-721). Book fairs, focused on the traditional book, constitute an
important element of the trade fair reality. Book fairs themselves are very popular among
exhibitors and visitors but the book as a market product is not doing very well. The level of
sales as well as the readership of books is falling, which raises concerns with regard to the
development prospects of book fairs. The purpose of this article is to present the situation of
the contemporary book fair market in Poland, selected factors that may affect its shape and the
alleged directions of its development. The study is based on the data collected from the
secondary sources of information about the book market, exhibition events of this sector of the
economy, level of readership and other factors that may affect the directions and nature of the
development of book fairs in Poland and around the world.

2. BOOK FAIRS IN POLAND - PRESENTATION OF THE PHENOMENON

Since the end of the 20th century, books have been considered the product of the culture
industry and creative industry (Szomburg, 2002, pp. 34-48) which are considered important
from the perspective of the economy. As an element of culture, they have the potential to
develop wealth and create jobs through the use and creation of intellectual property (Thorsby,
2010, p. 27). Therefore, the promotion of the habit of buying and reading books is important
not only for the authors and publishers themselves (Al-Aufi, Al-Harrasi, Al-Balushi, Al-Azri
2017, pp. 280-297), but also for the entire economy. Trade fairs are one of the tools used to
achieve this goal.
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Book fairs in Poland have a very rich tradition and long history. The International Book Fair in
Warsaw, considered to be the oldest event of this type, was held for the first time in 1956 in
Poznan (Kaleta 2006, p. 23). Since 1958, this event has been held in Warsaw! and has been
gaining popularity. Especially at the beginning of its existence, this event was considered the
leading trade and cultural event in Central Europe. On the Polish market, events of this type
(both general book fairs and more specialized ones, such as, historical book fairs) are currently
much more popular and their number is growing all the time. Table 1 presents the example
information about the events of this type in Poland in year? 2017 (Dobrotecka, Dobrotecki,
2018, pp.13-84).

Table 1: Book Fairs in Poland in 2017 (Dobrotecka, Dobrotecki, 2018, p. 18, Exhibitions in
Poland in 2017 (2018). Retrieved 20.07.2018 from https://polfair.pl/wp-
content/uploads/2018/07/Raport_targowy 2017 all 10.07-1.pdf)

Event name Date Number Number
of exhibitors | of visitors

XVI Poznan Book Fair 24-26.03.2017 40 32 000*
XXI1 Poznan Science and Popular Science | 24-26.03.2017 40 -
Book Fair
XXII Trade Fair For Catholic Publications | 30.03-2.04.2017 160 30 000
V International Book Fair in Bialymstok 21-23-04.2017 82 22 000
7. Warsaw Book Fair 18-21.05.2017 794 75 000
21. International Book Fair in Krakow 26-29.10.2017 698 70 000
3. Silesian book fair in Katowice 10-12.11.2017 144 34 000
VII Trade Fair of an Interesting Book. The | 17-19.11.2017 - -
Fair's New Book
26. Historical Book Fair in Warsaw 30.11-3.12.2017 - -
26. Wroctaw Good Books Fair 30.11-3.12.2017 - 60 000

*with Education Fair and Poznan Science and Popular Science Book Fair

Table 1 lists the events held in 2017, listed by the Analysis Library as part of report Book
Market in Poland in 2017. However, on the list presented on Rynek-Ksiazki.pl (http://rynek-
ksiazki.pl/mapa-targow/ [access: 18.08.2018]), there are almost 30 such events. It is difficult to
precisely determine how many events of such a huge marketing importance are currently
organized on the Polish market. The local character of some fairs and the lack of their need to
promote themselves on the wider market makes it sometimes difficult to gather information
about them and, at the same time, decide which ones should be treated as important for this
sector. Besides, some of the more radical market analysts believe that there are no real book
fairs in Poland, but only extensive fairs, because all these events are open to individual visitors
and are of a sales nature. That is because fairs in the traditional sense (Tafesse, Skallerud, 2015,
2017) should give priority to business contacts and be at least partially closed to individual
visitors. A more detailed presentation of parameters and analysis of changes and trends
observable within the Polish book fairs was made on the example of two events with the longest
presence on the market and the most important for this sector on the Polish market, that is, the

L Of course, assuming that the Warsaw Book Fair is the continuation of the International Book Fair in Warsaw. The first of
them were organized in 2010 on the initiative of the “Book Fair” LTD company and took over the second event organized
earlier by the Ars Polona Foreign Trade Office in Warsaw
(https://pl.wikipedia.org/wiki/Mi%C4%99dzynarodowe_Targi_Ksi%C4%85%C5%BCki_w_Warszawie. Retrieved
20.07.2018).

2 The analysis covered 2017 as the last full accounting year. Compared to 2017, apart from the fairs listed in the table, three
more fair events are planned for 2018: Gdansk Book Fair, 12th Academic and Science Book Fair Academia and 8th Book Fair
for Children and Youth Dobre Strony in Wroctaw.
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Warsaw Book Fair (WBF) and the International Book Fair in Krakow. Table 2 and 3 shows
detailed fair statistics concerning these events.

Table 2. Statistical data for the Warsaw Book Fair (Dobrotecka, Dobrolecki, 2018, p. 44;
www.targi-ksiazki.waw.pl. Retrieved 20.07.2018)

Specification Year

2010 | 2011 | 2012 | 2013 | 2014 | 2015 | 2016 | 2017
Number of visitors 27856 | 35683 | 39967 | 60783 | 63114 | 72324 | 70128 | 75017
Number of exhibitors 312 538 503 500 720 859 815 794
The number of countries 4 15 20 18 23 29 25 32
represented among
exhibitors
Media representatives 274 388 578 583 620 719 934 869
Authors 225 357 442 520 695 790 | 1017 | 1004

Table 3. Statistical data for the International Book Fair in Krakow (Dobrotecka, Dobrotecki,
2018, p. 62; ksiazka.krakow.pl. Retrieved 20.07.2018)
Specification Year

2007 2008 | 2009 | 2010 | 2011 | 2012 | 2013 | 2014 | 2015 | 2016 | 2017
Number of
Vi SitOI’S 19000 | 24500 | 25000 | 32000 | 35000 | 34000 | 40000 | 60000 | 68000 | 70000 | 70000
Number of
exhibitors 436 | 482 | 479 | 453 | 539 | 567 | 570 | 695 | 700 | 698 | 698

Analysing the data contained in tables 2 and 3, one can observe the rapid growth of these events,
manifesting itself both in the increase in the number of exhibitors and visitors. Organizers
achieve this result thanks to a series of accompanying events (such as debates, workshops,
contests, or games for children), a large number of invited book authors and other celebrities
who present their achievements and sign autographs. In the case of WBF, this is, for example,
1,500 events during the edition in 2017 for representatives of the industry and individual
audience as well as 1004 authors visiting the event. During the International Book Fair in
Krakow the same year, there were 760 authors and special guests (ksiazka.krakow.pl. Retrieved
20.07.2018). The popularity of book fairs is the result of the fact that more and more often they
are treated not only as a place of interesting leisure activities, but also as a source of general
information ~ about  publishing  trends and what to buy or read
(http://warszawa.naszemiasto.pl/artykul/cztery-dni-z-ksiazka-w-krakowie-dlaczego-warto-

wybrac-sie,3892835,artgal,t,id,tm.html. Retrieved 20.08.2018). Based on this knowledge,
individual buyers and entities distributing books on the market place orders and make
purchases. And due to the fact that today’s editions of books have less and less expenditure and
there are more and more of them, the decision to buy a specific item (both at the level of
individual buyers and booksellers) becomes more and more complex and difficult. Therefore,
skilful control over the presence and involvement of visitors during such fairs allows one to
strongly influence the purchasing decisions of both groups of visitors. It can be assumed that
the presence at these events shapes the future of the book market in Poland. That is why
publishers and authors of books have to be highly involved in participating in fairs in order to
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reach their target visitors and persuade them to trust their offer. Making the visitors aware of
the significant informational function of book fairs guarantees their constant interest in actively
attending these events in order to optimize the decision to buy and read certain literature items.

3. BOOK SALES AND READERSHIP LEVEL IN POLAND

Looking at the popularity of contemporary book fairs among trade fair guests, one could assume
that it will translate into a wide interest in books which will be eagerly bought and read.
However, the value of the Polish book sales market is falling and the trend is assumed to
continue in the near future. According to the estimates of the Analysis Library, in years 2016-
2020, it will shrink by about 8-10% (Drapinska, Liberadzka, 2017, pp. 111-120). The e-book
sellers benefit from a drop in the level of sales of traditional books because readers are more
and more interested in electronic books. However, despite the two-digit dynamics of e-book
sales in recent years (Btaszczyk, Bednarczyk, 2014, pp. 3-8), their share in the sale of the printed
book in 2017 accounted for only 2-5%. It is assumed that the e-book market will reach 13% of
revenues from book sales in 2020 (Lemanska, 2016, http://www.rp.pl/Media-i-
internet/309269872-Wplywy-ze-sprzedazy-ksiazekw-Polsce-coraz-nizsze-Nie-pomoga-coraz-
popularniejsze-e-booki.html#ap-1. Retrieved 20.08.2018). However, not only the sale of
traditional books is at a low level. The analysis of the readership level in Poland is also subject
to negative comments from specialists. Less than 40% (38%) of Poles declared that in 2017
they read at least one book, while those reading seven or more books during the year constitute
9%. It has been noticed that books are most often read by those whose parents read often (82%
of responders confirm that they read at least one book a year compared to 13% of readers from
families where reading books is not popular). It was also found that people reading books are
more willing to look for the information they need in printed texts and materials published on
the Internet (37% of them), while those who do not read books prefer radio and television as a
source of knowledge on a given topic (55% of respondents). (https://www.bn.org.pl/w-
bibliotece/3413-38%25-polakow-czyta-ksiazki.html. Retrieved 20.08.2018)

Table 4. Percentage of people reading at least one book a year (%) (Stan czytelnictwa w
Polsce w 2017 roku.pdf, 2018)
Year 2000 | 2002 | 2004 | 2006 | 2008 | 2010 | 2012 | 2014 | 2015 | 2016 | 2017
Level of | 54 56 58 50 38 44 39 41 37 37 38
readership

The level of readership in Poland fell slightly after 2006 and since then has remained at a lower,
but relatively stable level. This situation, of course, worries book market analysts (http://rynek-
ksiazki.pl/rynek-ksiazki/prognozy-dla-rynku-wydawniczego/. Retrieved 20.08.2018).
However, there are also recent opinions casting doubt on whether it is really so bad that Poles
now read less than some time ago. In the past, the ability and eagerness to read were associated
with the education and the willingness to learn of a given person. However, today’s education
system from the very beginning strongly emphasizes the use of images and widely-understood
multimedia in the development of the next generation of Poles. It is hardly surprising that these
habits later translate into a reluctance to read traditional books. The technological progress and
resulting changes in the approach to ways of seeking information, and thus readiness to read
subsequent literature items also have a significant impact on the change of habits relating to
reading. According to another group of market analysts, the decline in interest in books and the
lower level of their sales and readership may further limit the economic and social development
of the country. The belittling of this phenomenon by the government and a lack of action (as in
the form of changes in the book law) may actually slow down the country’s development and
reduce the level of citizens’ intellectual potential (Drapinska, Liberadzka, 2017, pp. 111-120).
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4. DEVELOPMENT PERSPECTIVES FOR BOOK FAIRS IN POLAND AND THE
RESULTING STRATEGIC [IMPLICATIONS FOR ORGANIZERS AND
EXHIBITORS

The book market® is an important factor influencing the development of book fairs. The
situation on this market means that fewer books are sold and this fact will not be changed (at
least within the next few years) by the increase in sales of e-books. The chances of reversing
this phenomenon are diminishing if one notices that similar trends are observed in many other
countries around the world (Drapinska, Liberadzka, 2017, pp. 111-120). That is why organizers
of book fairs (Leszczynski & Zielinski, 2011, pp. 1-10) should look for additional elements that
attract potential visitors*. Considering the possibility of increasing the interest in book fairs
among visitors, two directions of strengthening and developing book fairs should be used
simultaneously: presentation of traditional books and multimedia and other supplementary
publications, such as board games, professional office and stationery materials. Thus, in order
to make use of the need of visitors to be supported in the selection of books worth reading or
buying, it would be purposeful to increase the possibility of meeting with the author, reviewers
or literary critics who can help make a choice (including contacts through social media,
especially for those who cannot reach the fair in the direct and traditional way). An important
trend, which should also be considered in relation to shaping the character of future book fairs
is the personification of today’s marketing manifested in this case in the individualization of
the exhibitors’ offer and adjusting it to the preferences of individual potential customers
(Proszowska, 2017, pp. 275-283). Another thing that will facilitate the conversion of the
established relationship will be to make individual and institutionalized visitors aware of the
details of the offer available and convince them that the proposed shopping package is not
accidental but has been selected in accordance with their preferences (Jiang, Yang, & Jun, 2013,
pp. 191-214; Lin, 2016, pp. 2630-2653). During the fair, the tool that would help achieve this
goal are algorithms which, based on the information provided by a given customer
automatically (or with the participation of personal advisers or chatbots), would help choose
the offer. However, before the event (and, of course, also afterwards), it would be helpful to get
acquainted with the detailed fair offer of individual exhibitors as part of the social media of a
given trade fair event, not only the individual website of the offeror of a given product (Ling-
yee, 2010, pp. 272-283). When thinking about maximizing the use of the presence of the
exhibitors and institutional visitors at the fairs (Engblom, 2014), one should also think about at
least partial (temporary) restriction of admission to the event for individual visitors, which
would help facilitate strictly business contacts among entities with a greater potential. It would
be a good idea to introduce two independent forms of contact via social media between
exhibitors and visitors: one for larger institutionalized entities and the other for individuals. The
third contact path could be of a non-commercial and strictly educational nature. It would be
dedicated to teachers, library representatives and other educational institutions who at a given
moment do not decide to cooperate with exhibitors but who should be aware of the opportunities
they have at hand. A kind of congress gathering the entities participating in these events and
coordinated on the basis of coopetition (Proszowska, 2018, pp. 217-232) by the leading
organizers of book fairs in Poland should constitute an important element of the book fair
market. One of the most difficult decisions would be to determine the location of this type of
event. However, in order not to complicate the relationship between the organizers, the event
might have a rotational character so that each organizer has the opportunity to demonstrate and
directly analyse the problems of participants of the book fair.

3 Despite the fact that the development trends of both phenomena are not consistent, it should be assumed that these connections
occeur.

4 Due to the volume restrictions of the study and clarity of the whole argument, the article, for quite obvious reasons, omitted
activities already carried out as part of the book fairs which are very popular among participants.
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5. CONCLUSION

Summing up, there are negative trends in the area of book sales and readership level in Poland
and they are unlikely to be reversed. Obviously, they constitute a threat to the development of
book fairs. However, the organizers of trade fairs and the entities participating are convinced
of the profound benefits that they will gain from these events. They have a number of
opportunities to develop these events using a variety of marketing tools and activities. In
subsequent periods, it is necessary to observe the level of book sales and readership in Poland
in order to assess the scale of necessary changes in the formula for organizing book fairs. At
the same time, despite the obvious competition between individual organizers of the book fair,
coopetition in some areas is necessary, which will strengthen the image of these events as
effective and necessary tools for market communication.
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ABSTRACT

In this study, RGIRP(Realized Gain in Index of Real-estate Price) and RLIRP(Realized Loss in
Index of Real-estate Price) models were used to test the disposal effect in the Korean
reconstruction market. In addition, a comparative analysis of disposal effects was conducted
by comparing direct impacts and indirect impacts between apartments within 500 meters and
apartments within 500m~1km in the reconstruction zone. As a result, it was analyzed that there
is a disposal effect within the 500 meters direct impact area of the reconstruction work site
centered on Seoul area, but the disposal effect is not existed within 500m~1km of the indirect
impact area. Also, it is analyzed that there is no disposal effect for apartments with large assets
by asset size, and disposal effects for apartments with small assets are partially observed. This
study analyzed that the behavior of investors according to the reconstruction market would be
different, and it seems that the policy authorities will need to implement the reconstruction
policy considering the investment sentiment.

Keywords: behavior of investors, disposal effect, reconstruction market

1. INTRODUCTION

With the development of the Gangnam(in Seoul, Korea) development that started in the mid
1970s, many houses were built in this period and the redevelopment and reconstruction of the
houses began to take shape in the early 2000s as the houses were aged. According to Article 3
of the Seoul Metropolitan City Urban and Residential Environment Improvement Ordinance,
apartment houses are considered to be 20 years old when they were built before 1981, and
recently built houses are based on 30 years. From the beginning, redevelopment and
reconstruction were promoted in earnest. However, many of the redevelopment and
reconstruction projects, which had been pursued in the financial crisis of 2008, were stopped.
Since the mid-2010s, market interest in redevelopment and reconstruction and has begun to
increase again. The redevelopment and reconstruction have shown that housing prices have
risen sharply. It has been pointed out as one of the important factors that cause the volatility of
housing market and house price rise. Regulations are being considered as important. Recently,
housing prices have been rising in redevelopment and reconstruction areas due to sluggish real
economy, and the housing market is responding unexpectedly unlike the economic situation.
Due to this situation, the government is tightening regulations such as strengthening of
comprehensive real estate tax, excessive transfer of multi-lender, excess profits from
reconstruction, and reinforcement of safety diagnosis. In the housing market, the rise of housing
prices due to redevelopment and reconstruction is directly related to the economy of the people,
so the government always intervenes. However, from the economics perspective, it is not
accessible from various perspectives. This is not the case. Particularly, there is insufficient
research to understand the current market phenomenon through the psychological process of
participants in the housing market. Behavioral economics is an alternative to solving the above
problems.
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Behavioral economics is an attempt to explain the ineffective phenomena in the market or the
abnormal phenomena that cannot be explained by the existing theories using human
psychology. Until now, most domestic real estate researches of Korea have focused on factors
affecting the price of home sales(Suh, 2001; Lim, 2006; Han, Han and Lee, 2010; Kim and
Chung, 2011). In general, volatility, leverage effect, and location requirements affect the home
sales price. However, since the global financial crisis in 2008, the study of the psychological
factors in the home sales market has been gradually increasing in the world. In all the studies,
it is analyzed that there is a disposition effect and a mental influence on the home sales
market(Burnside, Eichenbaum and Rebelo, 2011; Lambertini, 2013; Kim and Yu, 2013; Jeong
and Park, 2015). Although research on psychological factors is increasing, studies on the home
sales market are being carried out, and there is no analysis of the marketing psychology such
as analysis of the investment psychology due to reconstruction or redevelopment rather than
more detailed regional analysis or home sales market It is a situation. Therefore, there is a need
to integrate behavioral economics in a multifaceted way. The purpose of this study is to analyze
the effects of dispositions on the profit and loss of various psychological phenomena found in
behavioral economics. The disposal effect refers to the phenomenon in which investors respond
quickly to risk by avoiding risk and sell real estate where profit is generated quickly. In case of
loss, investors respond in a risk-seeking manner and hold investors for a long time. Therefore,
in this study, we will examine how the disposal effect varies depending on the distance to the
external effect that raises house prices in the surrounding area due to reconstruction. The
regional scope of the study is set as the reconstruction market of the Seoul metropolitan area in
Seoul and Gyeonggi province in Korea. The effect of the disposal effect is examined by dividing
100~500m of the direct impact and 500m~1km indirect impact. Next, the temporal range was
set from June 2006 to December 2017, based on the approval date of the reconstruction project.
From January 2006 to March 2018, The data were extracted through a copy. This study is
meaningful in that it examines how the psychology of market participants appear in the
reconstruction market that has not been attempted in academia until now. Especially, It seems
to be a more realistic study.

2. PRECEDENT RESEARCH

Genesove and Mayer(2001) analyzed individual investors in the US real estate market and
found that there is a loss avoidance tendency. Buisson(2016) showed a loss avoidance tendency
in the housing market, and the loss avoidance tendency was different according to the price
level. Bao and Gong(2016) confirmed that there is a holding effect on the Chinese housing
market through forecasting theory. Lan(2014) investigated whether there is a cluster behavior
in the housing market centered on 30 cities in China, and confirmed that cluster behavior is
strong in the upward trend. Kim and Yu(2013) reported that sellers in the housing market tended
to avoid losses and buyers had a tendency to anticipate. Jeong and Park(2015), Park(2016)
confirmed that there is a cognitive-behavioral error and disposal effect for investors in the
nationwide real estate market. Lim and Lim(2016) examined the effect of consumer sentiment
index of consumer and construction firms on the housing price and transaction volume in the
housing market. Lee, Lee and Jeong(2015) reported that cluster behavior occurred in the
domestic apartment market, especially cluster behavior in the apartment price rise period.
However, there are limitations in using the apartment price index announced by Kookmin Bank
of Korea and analyzing only the Seoul area. Most of the previous studies related to the
investment sentiment have been conducted on the stock market, and the study on investment
sentiment about the housing market is lacking in diversity and detail. In addition, the research
on investment sentiment about the housing market is focused on the nationwide home sales
market, and the disposal effect is also conducted mainly in the stock market or housing market,
So far, there has been no research on the subdivided market, not the whole market.
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In particular, the behavior of investment sentiment is not likely to occur in the whole market,
but is likely to occur in some specific regions or specific groups. Therefore, we want to make
more detailed analysis in this study.

3. METHODOLOGY

In order to verify the disposal effect in the reconstruction market, this study extracts transaction
data from January 2006 to March 2018 through a copy of the real estate registry. The regional
scope of the reconstruction market is set as Seoul and Gyeonggi province. Next, we use the
frequency-based model of Odean(1998) to examine the disposal effects of the reconstruction
project, and utilize the model converted to the amount using the research model of Jeong(2003).
In this analysis, we use the price index to distinguish between profit and loss. First, the
frequency standard model is used to understand the realized and unrealized profits.

TR.: = RIL:~ ALy (1)
Rlit: the current house price index
Rlipt: the house price index of the purchase time

Utilizing the calculated TRit, GIRP(Gain in Index of Realestate Price) and LIRP(Loss of Index
of Real-estate Price) yield unrealized losses.

Realized gains(RGs) and realizable losses(RLs) are calculated using the following formula:
Realized Gains in Index of Real-estate Price Ratio(RGIRP) versus Land Price Index(RLIRP:
Real-estate-price-ratio).

g ik RG
e _,; GIRP+ RG 2)
< RL
o _,; LIRP+RL (3)

We will examine the disposal effects of the reconstruction market through the above process.
For the statistical test, we run the Komogorov-Smirnov test, which is a normality test, and the
Wilcoxon Signed rank test, which is a nonparametric test when the sample is not a normal
distribution. The hypotheses are as follows before analyzing through the set model.

Hypothesis 1: In the reconstruction market, RGIRP(profit realization ratio) will be larger than
RLIRP(land realization ratio).

In the study of Jeong and Park(2015), we analyzed the disposal effects of the housing market,
and found that the realization frequency in the profit interval is larger than the realization
frequency in the loss interval. Therefore, the same result is expected in the reconstruction
market, and hypothesis 1 is set.

Hypothesis 2: The smaller the asset size in the reconstruction market, the greater the
RGIRP(profit realization ratio) than the RLIRP(land price index).

In the study of Jeong(2011), we analyzed the disposal effect of stock market. In the study,
investors' investment behavior became more cautious as the assets of investors increased, and
disposal effects did not appear. Also, in the study of Jeong and Park(2015), the results of
verifying the disposal effect on the real estate market showed that the disposal effect did not
appear as the asset size increased as the study of Jeong(2011).
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In the existing study, it is confirmed that the disposition effect does not appear as the asset size
increases both in the stock market and the real estate market, and the same result is expected in
the reconstruction market. In addition, we will set up direct impact(500m or less) and indirect
impact(500m ~ 1km) based on different factors that increase land prices according to the right
to walk and the right to land in Lew and Kang(2012). In addition, since the effect on the house
price will be different according to the distance, the disposal effect will be different, and the
closer the distance is, the more the disposal effect will appear.

Hypothesis 3: There will be a difference in disposal effect depending on direct influence and
indirect influence according to reconstruction execution.

4. EMPIRICAL RESULTS
4.1. Basic statistical analysis

Table 1: Descriptive statistics

Profit margin (Won)
Total Seoul Gyeonggi
Mean 89,393,543 86,026,357 89,775,729
Min -296,500,000 -255,000,000 -296,500,000
Max 798,000,000 798,000,000 376,500,000
St. Dev 93,669,729.2 107,404,974.7 77,593,302.7
Num 2,000 1,000 1,000

First, this study extracts transaction data from January 10, 2006 to March 9, 2018 through a
copy of real estate registry to verify the effect of disposition on the reconstruction market. A
total of 2,000 transactions were collected, and the descriptive statistics on the transfer profit of
the data used in this study are shown in [Table 1]. Prior to the analysis, it is necessary to analyze
whether the data are normally distributed. As a result of the regularity test, the results are shown
in [Table 2].

Table 2: Normality Test

Kolmogorov-Smirnov test
RLRIP - RGRIP Mean of Population Z-score p-value
0.0245 7.520 0.000

As a result of the analysis, the probability of significance is 0.000, and the null hypothesis is
"normal distribution. As a result, the statistical verification method is performed by
nonparametric verification.

4.2. Analysis of frequency-based disposal effect

This study suggests that the RGIRP and RLIRP models are used to test the disposal effects in
the reconstruction market. In addition, a comparative analysis of the apartment within 500m
and apartment within 500m ~ 1km in the reconstruction area was made.

Table following on the next page
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Table 3: RGIRP & RLRIP in Seoul

Seoul RGIRP RLIRP RGIRP-RLIRP Z-score p-value
Panel A 0.012680 0.006640 0.006039 -1.503 0.133
Panel B 0.010623 0.005877 0.004746 -4.114 0.000
Panel C 0.016315 0.007061 0.009254 -0.051 0.960

Note: Negative criterion
Panel A: Within 1km
Panel B: Direct impact within 500 meters
Panel C: Indirect influence within 500m ~ 1km

As aresult, the P-value of the Wilcoxon Singed rank test was 0.133 in Panel A, which is within
1km of the reconstruction project approval standard, and there was no difference between
RGIRP and RLRIP. This suggests that there is no difference between the RGIRP and the RLRIP
because it is expected that apartment prices will rise due to completion of the reconstruction
due to the approval of the project in the reconstruction market. Next, the trading behavior of
the apartments within the 500-meter range(Panel B) of the reconstruction project
implementation(Panel B) showed that the P-value of the Wilcoxon Singed rank test was 0.000,
rejecting the null hypothesis that "there is no difference between the two groups” Were
analyzed. Next, RGIRP and RLRIP are 0.010623 and RLRIP is 0.005877, respectively, and
RGIRP is relatively higher than RLIRP, and the profit realization frequency in the profit interval
is higher than the loss realization frequency in the loss interval And it is judged that the disposal
effect exists. Therefore, there is no disposal effect in the whole market, but there is a disposal
effect within the 500m direct impact area, and partial adoption is made for Hypothesis 1 above.
Next, it is analyzed that the transaction behavior of apartment within 500m~1km of the criterion
for the implementation of the reconstruction project, which is the area of Panel C, does not
show the same disposal effect as Panel A. When these results are summarized, it is considered
that there is a difference in the effect of disposal effect according to the authorization of
rehabilitation project in Seoul. In other words, there is a disposal effect within 500m, which is
the direct influence area of the reconstruction zone, and Hypothesis 3 is adopted because there
is no disposal effect in the area within 500m ~ 1km, which is the indirect influence zone.

Table 4: RGIRP & RLRIP in Gyeonggi-do

Gyeonggi RGIRP RLIRP RGIRP-RLIRP Z-score p-value
Panel A 0.012988 0.006983 0.006006 -3.777 0.000
Panel B 0.013446 0.007679 0.005766 -3.941 0.000
Panel C 0.012567 0.006325 0.006242 -4.508 0.000

Note: Negative criterion
Panel A: Within 1km
Panel B: Direct impact within 500 meters
Panel C: Indirect influence within 500m ~ 1km

As a result, the P-value of the Wilcoxon Singed rank test was 0.000 and there was a difference
between the RGIRP and the RLRIP by rejecting the null hypothesis that “there is no difference
between the two groups" Respectively. In addition, RGIRP(0.012988, 0.013446, 0.012567) was
found to be higher than RLRIP(0.006983, 0.007679, 0.006325), and the profit realization
frequency in the profit interval occurred more frequently than the loss realization frequency in
the loss interval, . Therefore, the Gyeonggi-do area has the disposal effect, which is the same
as the result of Jeong and Park(2015).
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4.3. Analysis of Disposal Effects by Asset Size

The frequency analysis results showed that the disposal effect was different according to the
influence of Seoul area. The results of this study are as follows. Table 5 shows the results of
the analysis of the disposal effects by asset size of direct impacts of less than 500m in the Seoul
area.

Table 5: RGIRP and RLIRP by Purchase Amount Group in Seoul (500m or less)

Seoul Group 1 Group 2 Group 3
RGIRP 0.009463 0.012527 0.00980311
RLIRP 0.002246 0.003554 0.01084378
RGIRP-RLIRP 0.007218 0.008974 -0.0010407
Z-Score -0.170 -2.551 -3.479
P-Value 0.865 0.011 0.001

Note: In this study, two cutting points were set based on the purchase amount to form three
groups. The cut points of this study consisted of 30%(#H263,000,000), 40%(#263,500,000),
and 30%(¥1,620,000,000). 150 transactions for group 1(0% to less than 30%), 199
transactions for group 2(30% or more and less than 70%) and 151 transactions for group
3(more than 70%).

Group 1 and 3 were analyzed as having no disposal effect. Group 3 results showed that RLIRP
was higher than RGIRP. This is because, as in the case of Jeong and Park(2015), it is analyzed
that investors do not show disposal effects when they are large. Group 2 (within the 5%
significance level) has the same disposal effect as the previous study. Therefore, it can be
concluded that the analysis of the direct influence by asset size is the same as that of the previous
study. Table 6 shows the results of the analysis of indirectly influenced apartment transactions
in the Seoul area from the disposal effect by asset size. As a result of the analysis, it is analyzed
that the whole group (Group 2 has the 10% significance level) has the same disposal effect.

Table 6: RGIRP and RLIRP by Purchase Amount Group in Seoul (500m~1km)

Seoul Group 1 Group 2 Group 3
RGIRP 0.01258 0.022462 0.016224703
RLIRP 0.003503 0.005449 0.010341952
RGIRP- RLIRP 0.009077 0.017013 0.005882752
Z-Score -3.881 -1.849 -4.762
P-Value 0.000 0.064 0.000

Note: In this study, two cutting points were set based on the purchase amount to form three
groups. The cut points of this study consisted of 30%(¥269,500,000), 40%(¥#378,000,000),
and 30%(¥1,278,000,000). 150 transactions for group 1(0% to less than 30%), 195
transactions for group 2(30% or more and less than 70%) and 155 transactions for group
3(more than 70%).

The results of the analysis of the disposal effects by asset size need to focus on Group 2 and 3
directly affected. The larger the size of the asset, the less the disposal effect, and the lower the
asset size, the more the disposal effect is. The results of the analysis of the indirect influence
are different from those of the previous studies. Hypothesis 2 is adopted only in direct influence.

5. CONCLUSION

In this study, we analyze the existence of disposal effect according to distance in the
reconstruction market by using the sales frequency reference model. In addition, we conducted
an additional analysis to see whether the effects of disposal differed by asset size. The results
of the study are summarized as follows.
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First, it is analyzed that there is disposal effect within the 500m direct impact area of
reconstruction work site centered on Seoul area. However, it is analyzed that there is no disposal
effect within 500m~1km of indirect impact area. It can be judged that there is a difference
according to the approval of the business execution authorization for the reconstruction site. In
the case of the indirect influence, it can be judged that it invests from the long-term perspective
due to the increase in the house price due to completion of rebuilding . In the existing
reconstruction market, it can be judged that the effect of disposal, which is the trading behavior
of the investor, immediately responded to the direct impact due to the uncertainty about the
completion of construction and completion of the project. In other words, it can be understood
that the analysis result of this study is different due to different characteristics from the general
apartment market in the reconstruction market. In the case of Gyeonggi area, it is analyzed that
disposal effect exists as same as previous research. Second, there is no disposal effect for
apartments with large assets by asset size, and disposal effects for apartments with small assets
are partially analyzed. This implies that the larger the asset size, the less the disposition effect
is caused by the prudent and rational judgment of the investors. This study was conducted to
verify the disposal effect of the real estate market using actual transaction data for the
reconstruction market which is not covered in the existing domestic study and it is very
meaningful that the disposal effect partially exists in the reconstruction market. In addition, it
is different from other studies in that it confirms how the disposal effect appears depending on
the distance based on the reconstruction site as well as the asset size. These findings suggest
that real estate investors will need to be more cautious in their investment decisions and that
policy makers will need to implement reconstruction policies in light of such investment
sentiment. The limitations of this study are that the analysis area of the study is limited to Seoul
and Gyeonggi area. The price of real estate is determined considering the individuality and
geographical characteristics, and the disposal effect may be different depending on the region.
Therefore, it will be necessary to analyze the whole country or other metropolitan cities and
provinces in the future. In addition, although it was based on business license application days
due to difficulty in securing data when extracting data, it may be necessary to extract and
analyze data on the date of completion approval application date or the date of designation of
maintenance area.
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ABSTRACT
Legal regulation of cryptocurrency is preceded by the challenge of its definition. It is impossible
to uniquely define the term cryptocurrency. The English language dictionary Meriam Webster
defines it as any form of currency that only exists digitally, that usually has no central issuing
or regulating authority but instead uses a decentralized system to record transactions and
manage the issuance of new units, and that relies on cryptography to prevent counterfeiting
and fraudulent transactions®. This definition also corresponds to the proclaimed intention of
the creators of this new technology. Although there have been earlier, less successful attempts,
it is generally accepted that the chronologically first commercially available cryptocurrency-
bitcoin, was released on the market in early 20092, Its mysterious author, Satoshi Nakamoto
(for which many believe is the pseudonym behind the entire team of software engineers®)
published in 2008, a paper laying out the basics of future technology of crypto currencies and
their purpose®. The paper explains that bitcoin is a peer-to-peer version of electronic cash
would allow online payments to be sent directly from one party to another without going
through a financial institution such as bank. The problem of transaction recording and the
prevention of multiple use of the same assets is solved by the introduction of "block chain™
technology, a kind of digital accounting chain in which each transaction and each issue is
entered cryptographically. It is decentralized and set up so that the processor work (a series of
complex mathematical operations performed by different types of microprocessors) required
for a digital coin to be "forged" is inevitably equal to the work required for issuance of each
new coin. In this way, the crypto currency becomes essentially resistant to forgery in the form
of a false issuance, and the dynamics of its issuance is determined by the complexity of the
mathematical problems that are being solved. The chain is also definitely limited, since the
number of issued coins is halved every four years, so the total number of issuable bitcoins is
mathematically limited to 21 000 000°, which gives the cryptocurrency a self-defined
deflationary®(or anti-inflationary ) framework. It is estimated that the last bit of the coin will
be broadcast in 2140 8. The advantages of the cryptocurrencies are numerous. From the privacy
and security of transactions, to general global availability, which is of particular importance
in a world where about 30% of the population has no access to financial services®, while
Internet access (as the only technical requirement for the use of crypto currencies) is

! https://www.merriam-webster.com/dictionary/cryptocurrency

2 https://www.forbes.com/sites/bernardmarr/2017/12/06/a-short-history-of-bitcoin-and-crypto-currency-everyone-should-
read/#62a6f6753f27

3 https://www.cnbc.com/2017/10/27/bitcoins-origin-story-remains-shrouded-in-mystery-heres-why-it-matters.html

4 https://bitcoin.org/bitcoin.pdf

5 Andreas M. Antonopoulos, Mastering Bitcoin: Unlocking Digital Crypto-Currencies 1st O'Reilly Media, Inc. ©2014
ISBN:1449374042 9781449374044

6 https://www.economist.com/free-exchange/2014/04/03/bitcoins-deflation-problem

7 https://www.coindesk.com/end-of-inflation-the-radical-vision-of-futures-backed-cryptocurrency_central_banks/
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considerably more widespread. Advantages are inevitably accompanied by disadvantages, and
in the case of cryptocurrencies, they are not few in number. They relate primarily to the
possibility of misuse of a wide range of criminal activities, from money laundering to the pursuit
of illegal transactions, arms, narcotics'®, and human trafficking'!. Lately, there has also been
a risk of investment fraud related to the opening of crypto funds, to which, among other things,
warns the U.S. Securities and Exchange Commission*?. All this leads to the need to formulate
a regulatory framework for digital cash, ie, cryptocurrencies. It is a challenge that is closely
followed and interwoven with the problem of their substantive definition, because all the
cryptocurrencies are partly, and as we see many entirely, go out of the reduced framework of
the digital global substitute of national currencies.

Keywords: Cryptocurrency, Legal regulation, Swiss model, General challenges

1. GENERAL REGULATORY FRAMEWORKS

The issue of regulation of cryptocurrencies does not only concern their formal legal status, but
also their substantial purpose. Although in the lexical sense there is no doubt that the
cryptocurrency is a form of money, as its target interpretation largely confirms, in both formal
and material terms, things can stand quite differently. Different states, legal orders, and legal
traditions differ in relation to this problem. The creators of different cryptocurrencies provide
their services for different purposes, some of which significantly differ from the traditional role
of money.

2. VARIETY OF SPECIFIC REGULATORY FRAMEWORKS

The cryptocurrency, as a new technological framework, has recently attracted the attention of
legislators and competent regulatory bodies. It is still delicate to talk about statistical data
related to the regulatory framework of the cryptocurrency, because the law is in the making and
every week, if not daily, it gets new sources. However, according to various estimates*®, Only
one third of the world's countries specifically addressed the issue of the legal framework of the
cryptocurrencies, of which the majority took mainly or completely permissive attitude.
Cryptocurrencies are, for the most part of their application or wholly, prohibited in only six
countries'®. From that, for the time being (until the end of May 2018), only Mexico®, through
a wider law on financial technologies, and Thailand?®, through two laws on cryptocurrencies
and initial public offerings of coins (placing new cryptocurrencies on the stock market)
dedicated a full legislative framework to this issue. In other countries, various forms of legal
regulation are in place, from the regulations of executive powers, through the rules of the
competent regulatory institutions, and amendments to the existing laws!’ that extend their
application into the field of digital currencies. here are examples, like the one in Russia®8, where
different institutions in a country have different attitudes'®, leading to mutual non-compliance

10 https://www.law.ox.ac.uk/business-law-blog/blog/2018/02/sex-drugs-and-bitcoin-how-much-illegal-activity-financed-
through

1 http://humantraffickingsearch.org/bitcoin-fuels-the-human-trafficking-market/

12 https://www.sec.gov/news/public-statement/statement-clayton-2017-12-11

13 https://en.wikipedia.org/wiki/Legality_of bitcoin_by country or_territory; https://bitconnect.co/bitcoin-
information/8/legality-of-bitcoin-cryptocurrency

14 https://bitconnect.co/bitcoin-information/8/legality-of-bitcoin-cryptocurrency

15 https://www.reuters.com/article/us-mexico-fintech/mexico-financial-technology-law-passes-final-hurdle-in-congress-
idUSKCN1GD6KX

16 https://www.bangkokpost.com/business/news/1464522/cryptocurrency-law-takes-effect; https://news.bitcoin.com/thailand-
pass-two-cryptocurrency-laws/

17 https://www.huffpostmaghreb.com/2017/10/26/algerie-interdiction-bitc_n_18384452.html

18 https://cointelegraph.com/news/russias-ministry-of-finance-legalizes-cryptocurrency-trading-central-bank-disagrees

19 https://news.bitcoin.com/cryptocurrency-is-property-in-russia-justice-minister-confirms/; https://www.crypto-
economy.net/en-CA/russian-court-says-cryptocurrency-is-property/
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of legal acts and the need for a judicial?® or supreme?* legislative solution. The present situation
is additionally complicated by the problem of different ways of using cryptocurrencies. This
primarily refers to the formation of the Internet Stock Exchange for their exchange and trade,
opening crypto funds through initial coin offering, use of cryptocurrencies as means of payment
in everyday use, exchanging of the cryptocurrencies for official currencies, trade of banks and
other financial institutions against the sale by natural persons, etc. Some legal jurisdictions limit
one, while permitting another form of their use (Thailand, India, Canada)?.

3. FORMS OF LEGAL CLASSIFICATION OF CRYPTS

When it comes to legal classification of cryptocurrencies in countries with existing regulations,
it is very diverse. he following forms have been recorded for the time being: commodity (7
countries) financial asset (3), property (3), service (3), money (2), financial instrument (2),
currency(2), payment method (2), electronic cash(1), private property (1), exchange for money
(1), and monetary unit(1)?3. The above classifications can be conditionally classified into three
main frameworks: property - which makes cryptocurrencies the subject of a positive property
law; financially - which puts cryptocurrencies into different categories of financial assets and
generally requires the application of the law on obligations; and money — which, in part or in
whole, with a special emphasis on payment use, convertibility, and taxation, equates
cryptocurrencies with the state's denominated currencies. USA is the only state where the
judgment made by a judge of the Federal Court 2 defined cryptocurrencies as commodities,
and they are subjected to application of Commodity Exchange Act and competence of the
Commodity Futures Trading Commission (CFTC). This decision is also supported by the
regulations of the Internal Revenue Service — IRS®, according to which the cryptocurrencies
are taxed as property, and not a monetary asset, in accordance with the nominal value expressed
in dollars on the day of receipt. In this way, the profit generated from the trade of
cryptocurrencies, their exchange, or use for payment purposes in the domestic and foreign
markets is determined and taxed. However, another judgment from the federal court in case of
,»U.S. v Murgio et al, U.S. District Court, Southern District of New York, No. 15-cr-00769<%6
defines cryptocurrencies as money, and notes their role as the medium of exchange and
generally available convertibility to other, official state currencies. In order to avoid such
differences, with profound consequences in the system of precedent law, the adoption of a
general regulatory framework at the federal level is necessary. Israel is one of the countries
where cryptocurrencies are not treated as money, but rather as financial assets?’. However, the
National Bank of Israel was very reserved in the general recommendation it made, citing a
global lack of regulatory guides and similar adequate examples, on the basis of which a more
detailed set of recommendations related to the treatment of cryptocurrencies in the banking
system of the country could be formulated. Germany defines cryptocurrency as a monetary
unit?®, that is, a currency that is not treated as foreign, but is subject to domestic banking
regulations. This was done, according to the Federal Ministry of Finance, in order to facilitate
the use of cryptocurrency to the citizens of Germany and give way to further decentralization

20 https://cointelegraph.com/news/russian-supreme-court-orders-to-review-bitcoin-website-ban

2 https://www.coindesk.com/russia-eyes-summer-deadline-new-cryptocurrency-laws/

22 https://news.bitcoin.com/bank-of-thailand-bans-banks-from-cryptocurrency-activities/; http://www.bbc.com/news/world-
asia-india-43669730; https://www.investopedia.com/news/canada-banks-ban-users-buying-cryptocurrency/

23 BITCOIN AS A PARALLEL CURRENCY- AN ECONOMIC VISION AND MULTIPLE LEGAL CONSEQUENCES,
Nicole Julie Fobe, Sdo Paulo 2016,

24 https://www.forbes.com/sites/greatspeculations/2018/03/09/cryptocurrencies-are-commodities-says-federal-
judge/#773414ea5c09

25 https://www.irs.gov/publ/irs-drop/n-14-21.pdf

2 https://www.justice.gov/usao-sdny/file/830616/download
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of the money market. This was supported by a later decision?® from the first quarter of 2018
according to which all private payments made by using cryptocurrencies are tax-exempt,
provided that both parties involved agree on using them only as means of payment.

4. INITIAL COIN OFFERING AND CRYPTO TOKENS

Until now, we exclusively talked about cryptocurrencies purportedly arising as digital money,
or substitute for state fiat money. However, this is not their only type. In addition to them, which
we can call cryptocurrencies in the narrow sense, or crypto money, there are crypts that have
emerged as a digital counterpart to a financial asset, as well as those that serve to access a
specific type of service. Most of these cryptocurrencies are ICO tokens, or chips released during
the initial public offering of new cryptocurrencies®.It is a method of collecting funds for its
launch.Interested investors invest funds, or existing cryptocurrencies, into a new project, and
as a kind of investment guarantee, they receive crypto tokens. They are most often later
converted into a predetermined amount of newly created digital money, but they often carry
other benefits, such as permanent ownership or part of management rights®!. The advantage of
this way of collecting funds compared to traditional methods reflects those benefits that
cryptocurrencies have in relation to fiat currencies. The same applies to disadvantages. ICO
events are spatially unlimited and can be accessed by people all over the world. Anonymity of
transactions is guaranteed, although it is somewhat more limited in relation to crypto money in
the narrow sense. The costs of financial services of crowdfunding do not exist here.Similarly,
there are no common securities and guarantees of return of funds in the event of failure of a
new project.®? Differences in using crypto tokens resulted in their grouping into at least two
categories®. One refers to tokens representing a digital counterpart of classical securities, such
as shares or stocks. The other one refers to utility tokens, which grant the owner access to a
product or service that is not directly related to the crypto money. US Securities and Exchange
Commission — SEC, has softened the initially negative attitude towards the new method of
crowdfunding®, making a formal distinction between the cryptocurrencies in the narrow sense
that are subject to one type of legal regulation, and crypto tokens that will probably be treated
formally as securities in the future®®. Different views of various federal agencies on the
definition and legal shaping of cryptocurrencies, the US state of Wyoming tried to solve by
introducing a set of state laws® that define cryptocurrencies as a completely new category of
property, different from assets and securities. Wyoming has thus become the first jurisdiction
in which the legislature passed an act on defining cryptocurrencies out of the previously known
legal framework.

5. SWISS MODEL OF CRYPTOCURRENCY REGULATION (WITH SPECIAL
REFERENCE TO CANTON ZUG)

The drastic increase in the price of cryptocurrencies, in the first place of bitocin®’, which in
2017 has doubled its value, which, at the beginning of 2018 stabilized at the level between 7
and 8 times higher than a year earlier, and ethereum 8, has led to a global growing interest in
financial technologies.

29 https://cointelegraph.com/news/germany-wont-tax-cryptocurrencies-used-to-make-purchases

30 https://en.wikipedia.org/wiki/Initial_coin_offering

31 https://tokenguru.net/articles/ico-vs-crowdfunding-what-is-the-difference/

32 https://cointelegraph.com/news/crowdfunding-vs-ico-experts-question-legitimacy-and-guarantees-of-initial-coin-offerings
33 https://strategiccoin.com/difference-utility-tokens-equity-tokens/

3https://www.coindesk.com/sec-chief-not-icos-bad/

35 https://www.ccn.com/sec-ico-tokens-not-bitcoin-should-be-regulated-as-securities/

36 https://www.forbes.com/sites/rachelwolfson/2018/03/13/u-s-state-of-wyoming-defines-cryptocurrency-utility-tokens-as-
new-asset-class/#35eb69374816

37 https://www.coindesk.com/price/
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Volatile, but generally favorable market trends, attracted not only enthusiastic individuals, to
whom the most cryptocurrencies were almost exclusively connected from their creation, but
also large investors, banks, and investment funds. In addition to the rise in the value of existing
cryptocurrencies, there has been a real wave of new and different forms of digital, financial
technology that have been concentrated in and around the cryptocurrency framework. The
convincing majority of the funds identified for these new projects were collected by ICO initial
coin offerings. With just $ 90 million collected in 29 ICO events in 2016, the trend in 2017
grew to over 6 billion in 871 ICO offers, or over 5 billion in 780 ICO bids for the first five
months of 2018%. For now, besides the expected strong activities in the world's largest
economies, three global centers of emerging financial technology have been profiled. These are
Hong Kong*, Singapore*!, and Switzerland*?, mainly Canton Zug. Switzerland has begun to
introduce legal regulation of cryptocurrencies since 2017. The state's attitude towards the new
type of financial technologies is permissive, and the strategy is defined for the development of
existing ones, as well as the creation and attraction of new forms of financial technology*®.
What makes the Canton Zug stand out from most business environments anywhere in the world
is a decentralized form of political decision-making, the adoption and implementation of new
laws, a culture of privacy with adequate legal protection, and a regulatory environment that
fosters self-regulation as opposed to a mere imposition of norms from above**. The tax rate is
one of the lowest at the national level*, but also internationally, in comparison with some of
the world's leading economies*®. The cantonal tax administration of Zug , defines ownership of
cryptocurrencies as "ownership of property"#’, in the sense determined by Article 641 of the
Swiss Civil Code®. This implies that the owner uses them, including sales thereof, within the
limits of the law. Therefore, the ownership of the cryptocurrency coins is determined as the
right to use the digital information unit, which is unique, secure, transparent and directly
portable. This is supported by the cantonal tax law (article 38 paragraph 1) based on which the
ownership of a cryptocurrency unit is treated as a "monetized property right". On the basis of
all the above, the City Council of the city of Zug*® approved the settlement of debts to the city
in the amount of up to 200 Swiss francs in bitcoin, which became the first cryptocurrency
accepted in the business with some instance of the state apparatus anywhere in the world.
Nevertheless, the most important regulatory framework related to cryptocurrencies and their
financial instruments was set up at the federal level by FINMA - Swiss Financial Market
Supervisory Authority®®. This independent regulatory body is responsible for the licensing,
supervision and enforcement of regulations governing the financial market in the country.. In a
document published in November 2016, as the fifth of the seven strategic objectives set for the
period 2017-2020, FINMA states the adoption of an innovative approach in the regulation and
supervision of new financial technologies, and the abolition of unnecessary legal barriers to
new forms of digital business®..

39 https://www.icodata.io/stats/2016 ; https://www.icodata.io/stats/2017 ; https://www.icodata.io/stats/2018
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That this strategy primarily relates to the emerging cryptocurrency market has become
unequivocally clear in September 2017 when the first guide for the regulation of the inclusive
public offering of coins was published (ICO)®2. This relatively brief document highlights the
agency's commitment to incorporate the blockchain technology into the existing financial
system of Switzerland. When it comes to initial coin offering, it is noted that there is no specific
legal framework, and as a regulatory alternative, existing legal provisions regarding the usual
financial institutions are proposed. The provisions of the Anti-Money Laundering Law will
apply in case of issuing payment coins, which implicitly places them in the legal framework of
the fiat money. The provisions of the Banking Act will apply in the event that the ICO accepts
public deposits of citizens from which the obligatory relationship is born. This also applies to
the condition that the company behind the initial public offering must have a banking license.
Provisions on trade of securities shall be applied in case that newly created tokens are subject
to the appropriate legal classification. When the value collected through ICO is managed
externally, provisions related to collective investment schemes will apply. The incompleteness
of this policy came to light in the last months of 2017 during the exponential growth of the
number of 1CO offers and the amount of money invested in them. Consequently, in February
2018 FINMA issued a new, far more detailed and complete guide to the application of legal
regulations in cases of initial coin offerings.>3. Building on last year's document, the new guide
highlights the necessity of individual assessment and classification of each new cryptocurrency
and its initial public offering, referring to the lack of a specialized legislative framework, case
law, or recognized legal doctrine. Their material purpose is indicated as the main guideline in
determining the regulatory framework for new cryptocurrencies. For this purpose, FINMA has
formulated three main categories, leaving places for their mixed forms. Those categories are
payment tokens, utility tokens and asset tokens. Payment tokens are synonymous with crypto
currencies in the narrow sense, the purpose of their use is to pay, or to take over the role of the
medium of exchange for fiat currencies. The purpose of utility tokens is to access a digital
application or service. Asset tokens correspond to different types of securities (stocks, bonds,
or derivatives), representing equity in companies, interest in financial flows and interest, or the
right to a dividend. In this way, cryptocurrencies are legally related to traditional already
existing categories to whose attributes and roles they correspond with. Analysis made by
FINMA has shown that the greatest part of the regulatory need is related to the fight against
money laundering and security of securities. The consistent application of the Anti-Money
Laundering Act resolves the first problem. The second problem is solved with the help of a new
categorization of the initial public coin offering of coins formulated by the agency by complying
with the criteria of transparency, functionality, and portability. Thus, the Anti-Money
Laundering Act is applied to the offerings of coins or tokens intended for use as a means of
payment, and new cryptocurrencies are not treated as securities. Initial public coin offerings of
utility tokens will not be classified as offerings of securities only in cases when the tokens can
be used for accessing applications and digital services immediately at the moment of their
issuance. If their role concerns investment in a strictly economic understanding of the term,
such tokens are considered as securities. Asset tokens are in any case classified as securities
and their initial public offerings are subject to the legal provisions related to securities, and the
Law on obligations. For the purpose of finishing and applying the regulatory framework of
cryptocurrencies, the Swiss State Secretariat for International Financial Matters has established
a blockchain/ICO working group, which will also involve of the Federal Office of Justice and
the Swiss Financial Market Supervisory Authority®*. The goals of the working group include
the ongoing reevaluation of existing legal frameworks, monitoring of initial public offering of

52 https://www.finma.ch/en/documentation/finma-guidance/#Order=4
53 https://www.finma.ch/en/news/2018/02/20180216-mm-ico-wegleitung/
54 https://www.admin.ch/gov/en/start/documentation/media-releases.msg-id-69539.html
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cryptocurrencies, and intervention for the purpose of a proper application of positive law.
Although a medium-sized country, Switzerland has been known for centuries as a banking and
financial superpower, and modern developments in the field of growth and development of new
financial technologies almost guarantee that that status is maintained in the 21st century. With
only slightly more than 1% of the world's population, this Alpine country has accumulated over
7% of global ICOs, placing it at the very top among all other countries.>®. Of the 15 largest
ICOs in 2017, four were made in Switzerland, with a total value of $ 631 million raised.>®. The
same trend continued in the first quarter of 2018. So far, FINMA has had to intervene in only
one case by closing the initial public offerings °”. All this testifies in favor of justification, the
validity and sustainability of the regulatory framework of various products of blockchain
technology which Switzerland has set so far and the same is the best example and role model
for the countries that will be addressing this legal challenge.

6. CONCLUSION

It is estimated that cryptocurrencies in early 2018 reached a total value of $ 800 billion at world
level®®, Less than ten years after the formation of the blockchain technology, it is a remarkable
phenomenon of global proportions with deep financial, legal, and with security consequences.
It is difficult to predict the fate of any individual cryptocurrency, but the technology on which
they are based almost certainly has the future. Anonymity, transaction security, protection from
illegal surveillance and theft, but also immanent anti-inflation role guarantees the survival of
the blockchain and its application in public and private affairs of the future. Advantages in one
sphere of human activity may be disadvantages, or sources of possible misuse in another. This
also applies to cryptocurrencies, which is confirmed by the already noticed risk of their use in
various forms of ill-treatment. All of this requires the establishment of a legal regulatory
framework for new technology and its commercial products, which has so far been addressed
by a steady and rapidly growing number of over 60 jurisdictions in the world. Problem of
finding a substantial definition of cryptocurrencies is reflected in their legal classification.
Although we are far from a unique global framework that will solve the challenges, we are
already seeing important trends. The first one deals with the subordinate level where
cryptocurrencies are regulated in most cases, with only a few exceptions. The second concerns
the classification of the cryptocurrencies through already existing economic and legal
categories, for which at the moment there is only one exception at the world level. This proves
the fact that the innovation of blockchain is mainly or exclusively of technological nature,
without introducing new social or legal institutes. In this sense, we can compare the
cryptocurrencies and their potential development with the emergence of paper money, which
has become a technical substitute for the earlier metal coins. Blockchain technology thus
acquires a form of an evolutionary set for determining the real value of a currency, following
the gold standard and fiat money behind which is the authority of the state. These findings are
clearly reflected in the Swiss model of relevant legal regulations. By-laws, regulations, and
regulatory guides, different types of cryptocurrencies are classified into existing legal
categories, and they are then subjected to application of the relevant law without any exception.
The extraordinary success and disproportionate high presence of Switzerland in the world
market of cryptocurrencies testifies to a great extent about the effectiveness of such approach,
and this approach is a candidate for application in large number of countries that have yet to
answer those questions.

55 https://icowatchlist.com/statistics/geo
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ABSTRACT

The EU, a major trading power in the world it is operating as a single market, made up of 27,
respectively 28 countries. Romania, part of the EU28 since 2007, is continuing with the good
work and continues to catch up with the others EU countries and the EU average, reaching
60% of the EU average at the end of 2016, compared with about 40% in 2007. The aim of the
study is to analyze the evolution of the Romanian macroeconomy in accord with the 27,
respectively 26 EU country, post BREXIT, by taking in consideration that the world had
confront with the worst economic and financial crisis of the last century. By considering this
case, we need to highlight that the Romanian GDP has doubled. Besides this, in the year 2017,
the Romanian economy growth reached 7%, marking the highest level of post-crisis economic
growth which makes it the 16" economy of the UE28. However, the GDP per capita remains
the second lowest in the UE, after Bulgaria. At the regional level, 7 regions from 8", have a
GDP per capita below the 60%. This indicates an increase in terms of disparities between the
capital region, Bucharest-Ilfov, who exceeds the EU average, around 140% with the rest of the
country. The Romanian macroeconomic growth will continue to be affected by the negative
demographic trends, coupled with limited domestic labor mobility and high migration.
According to National Institute of Statistic, on 1 January 2017, the resident population
represented 19.63 million people, with 122.000 people less compared to January 2016. The
main reason for this decrease is the negative natural increase: the number of dead persons
exceeding the number of births by 68.061 persons.

Keywords: Macroeconomy, GDP, growth, post-crisis

1. INTRODUCTION

The European Union is a unique economic and political union in the world that brings together
28 European countries and covers almost the entire continent. For more than a half century, the
European continent enjoys peace, stability and prosperity. Its population lives on high standards
and benefits from a common European currency, the euro. More than 340 million EU citizens
in 19 countries use the euro as their own currency and enjoy the benefits they offer (IER, 2018).
The EU's main economic engine is the of the single market. This allows the free movement of
goods, services, capital and people. The EU also wants to exploit this huge resource in other
areas, such as energy, knowledge and capital markets, to maximize the benefits to European
citizens (European Commission, 2018). At the level of 2004, both Bulgaria and Romania were
candidate countries for the European Union. In the same year, most countries acceded to the
EU, eight Central and Eastern European countries (Estonia, Latvia, Lithuania, Poland, the
Czech Republic, Slovakia, Slovenia and Hungary) joined the EU, putting an end to the division
of the Europe decided by the great powers in Yalta (Crimea), 60 years ago. Cyprus and Malta
are also members of the Union. On 8" of April, 2005, a press conference organized at the
headquarters of the European Integration Ministry announced the publication of the Treaty of
Accession to the European Union for Romania and Bulgaria. The Parliament voted 497 votes
in favor, 93 against and 71 abstentions Romania's accession. Bulgaria's accession was approved
by 522 votes 70 against, and 69 abstentions (UNTRR, 2018). The signing ceremony took place
on 25 April 2005 at the Neumiinster Abbey in Luxembourg. The treaty came into force on 1%
January 2007, the day of the enlargement of the European Union.
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In 2007, Romania and Bulgaria became EU Member States, recognizing at the same time the
progress made so far in the direction of social and economic reforms, but also their commitment
that efforts to achieve the highest possible level of convergence with the other Member States
will continue. After the accession of the two new states, Romania and Bulgaria, more precisely
in September 2008, the world economy is hit by a major financial crisis. Problems start with
mortgages in the United States. Several European banks face difficulties. The crisis leads to
closer economic cooperation between EU countries (Hontus A., 2015).

2. MATERIALS AND METHODS

The comparative analysis aimed to describe as played by the characteristics differences
registered in economy, in the dynamic period 2000-2016. The main indicators analized are
population, Gross Domestic Product (GDP), unemployment rate and inflation rate at the EU
level. Living standards can be compared by referring to the price of a package of goods and
services to the income of each country by using a common national currency called purchasing
power standard (SPC). By comparing the GDP per capita expressed in the SPC, we get an
overview of living standards. The data used in this analysis have been provided by Data World
Bank, Eurostat and the National Institute of Statistics of Romania.

3. RESULTS AND DISCUSSIONS

Romania's population is continuously decreasing due to the deepening of the aging process as
well as due to the emigration phenomenon. According to the Romanian National Institute of
Statistics, on 1% of January, 2017, the resident population was over 19.63 million people, down
122,000 compared to 1% of January , 2016. The main reason for this decrease is the negative
natural increase, the number of deceased persons exceeding the number of newborns -hows
with 68,061 people (AGERPRES, 2017). The total population of Romania in 2000 registered
the largest population, being 22,442,971, and in 2016 the lowest population, being 19,699,312.
From here it can be seen the visible decrease of the Romanian population, decreasing in the
period 2000-20016 by 2,743,659. At EU28, the population has grown steadily, from 487.4
million inhabitants in 2000 to 508.8 million inhabitants in 2016. However, population growth
at EU level is not due to positive natural growth (Table 1).

Table 1: The evolution of the population between 2000-2016
2000 2007 2010 2014 2015 2016

Romania 22442971 20882982 20246871 19908979 19815481 19705301

EU 28 487441000 499299000 503832000 507123000 508000000 508853000

Source: Processed after Data World Bank, 2018.

In 2016, the EU-28 employment rate for people aged 20-64 was 71.1%, being the highest annual
average ever for the EU, compared with 69% recorded in 2010. However, behind these averages
large differences can be observed between countries. Thus, in Spain, people aged 20 to 64
accounted for 18.09% in 2016, compared to 2013 when it was 16.93% (EUROSTAT, 2018). In
Romania, the percentage was 8,07% in 2016 and in 2013 it was 8,09%. Currently, Romania’s
population represents 3.91% of the EU28 population (Figure 1).
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Figure 1: The active population on the labour market, 2000-2016
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Source: Processed after Data World Bank, 2018.

As a single market with 28 countries, the EU is a major trading power in the world. The EU's
economic policy aims at maintaining sustainable growth with investment in transport, energy
and research. It also seeks to reduce the impact that future economic development may have on
the environment. Currently, the EU's GDP, which reflects the amount of goods and services
produced by the European economy, is higher than that of the United States. EU GDP in 2016
was $ 22.3 million compared to 2010 when it was $ 18.1 million. In Romania in 2017, gross
domestic product (GDP) increased by 7% compared to 2016, according to the National Institute
of Statistics (INS), and in 2016 GDP grew by 1.3% compared to 2015. Romania was in 2017
over China, which recorded an economic growth of 6.9%. The absolute value of Romania's
GDP in 2016 was 454,139 million dollars, while in 2015 it was $ 427,340 million. The eurozone
(ZE-19) accounted for 70.6% of EU-28 GDP in 2016 (as measured by the SPC), falling from
72.3% in 2006 and 2007. In 2016, the sum of the five largest economies EU Member States
(Germany, France, United Kingdom, Italy and Spain) accounted for 67.1% of EU-28 GDP, 2.0
percentage points lower than their share a decade ago, in 2006 (EUROSTAT, 2018). In the case
of Romania and Bulgaria, the share of the agricultural sector in the gross domestic product fell
quite a lot in both countries, with our country with 7.68% and Bulgaria with 7.58%. The
percentage of the industry sector in the gross domestic product in the case of Romania oscillated
during the analyzed period, if we compare the year 2000 with the year 2016, it decreased by
1.14%. In the case of Bulgaria, gross domestic product in industry has grown from 2000 and
by 2016 by 2.46%. The percentage of the services sector in the gross domestic product increased
for both countries, for our country by 8.82%, and for Bulgaria by 5.42% (STEFAN, 2018). As
a result of the analysis, we can see that the labor force in the agricultural sector has dropped
quite a lot, in Romania by 19.10% and in Bulgaria by 6.44%. In our country, the labor force in
the industry increased by 4.088% and in Bulgaria it decreased by 3.04% (Cretu, 2015). The
labor force in the service sector has increased, in Romania the growth was quite high, namely
an increase of 18.01%, and in Bulgaria it increased by 5.49%. Unlike Romania, Bulgaria
recorded the highest GDP in 2011. Unfortunately, for both states, it is noted that the
macroeconomic shake that swept across the globe has also affected the economies of the two
countries (Toader S. , 2017) (Figure 2).
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Figure 2: UE28's gross domestic product, $
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Source: Processed after Data World Bank, 2018.

Average GDP per capita at current EU-28 prices in 2016 was $ 29,000. By comparison over
time, in terms of volume (using volumes concatenated with the reference year 2010), GDP per
capita at EU-28 level in 2016 was $ 26.9 thousand, being for the second year consecutively
above the maximum reached in 2008 ($ 26.2 thousand), before the effects of the global financial
and economic crisis (EUROSTAT, 2018) are felt. Romania was one of the EU countries with
the lowest GDP per capita in PPS - $ 21.5 thousand - about half of the average in the other
Member States. In 2016, the absolute GDP per capita grew to 23 thousand dollars (Figure 3).

Figure 3: PIB pe cap de locuitor, $
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The unemployment rate in the European Union fell to 7.3% in November 2017, from 7.4% in
the previous month and 8.3% in the same period in 2016, according to Eurostat. It is the lowest
level since October 2008. In the euro area, the unemployment rate fell to 8.7% in November
2017, from 8.8% in the previous month and 9.8% in the same period in 2016. It is the lowest
level since January 2009. Eurostat estimates that in the eurozone, about 14.26 million people
(out of the total population estimated at 330 million) were unemployed in November, 1.56
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million less than in the similar period of 2016 (Buican A, 2018). Among the Member States, in
November 2017, the highest unemployment rates were recorded in Spain (16.7%). Romania is
below the EU average, with an unemployment rate of 4.7% in November 2017, down from
4.9% in October 2017. In November 2017, 3.69 million young people were not employed, of
which 2.62 million are in the euro area. Spain is also among the countries with the highest youth
unemployment rate of 37.9%. Compared with November 2016, the unemployment rate has
fallen across all EU Member States (AGERPRES, 2018) (Table 2).

Tabel 2: UE28’s unemployment rate, 2007-2016
2007 2008 2009 2010 2011 2012 2013 2014 2015 2016

Romania‘Unemponment 6.4 5.8 6.9 7.3 7.4 7 7.3 7 6.7 5.6
UE 28 rate 712 696 887 952 96 1042 1081 10.21 9.39 854

Source: Processed after Data World Bank, 2018

The unemployment rate in Spain in the year 2016 was 18.63%, 2.3% below the 2015 level - the
lowest level since 2009. On the other hand, in Romania during the same year the unemployment
rate in seasonally adjusted form was 6.5% in January 2016, down 0.2 percentage points from
the one recorded in December 2015 (6.7% ). The number of unemployed (aged 15-74),
estimated for January of this year, is 604,000 people, decreasing compared to the previous
month (616,000 persons) and by the same month of the previous year (630,000 persons). The
annual inflation rate in the European Union (EU) declined to 1.6% in January 2018 from 1.7%
in December 2017. Compared to December 2017, the annual inflation rate declined in 21
countries remained stable in one EU member country and grew in six countries, mostly in
Romania, where it increased from 2.6% to 3.4%. The annual inflation rate in the European
Union dropped to 0.9% in October 2013 (the lowest level recorded in the last four years) from
1.3% in September. The rise in consumer prices in the 17 states using the euro is well below
the target of 2% envisaged by the European Central Bank. Low inflation has led the ECB to
lower its monetary policy rate to a record level of 0.25%. At the level of Romania, the inflation
rate experienced impressive decreases, so between 2000 and 2016 it dropped from
approximately 45% to deflation, the value being of -1.5% in 2016 (Table 3).

Tabel 3: UE28’s inflation rate, %
2006 2007 2008 2009 2010 2011 2012 2013 2014 2015 2016

Romania ‘ 6.6 4.8 7.9 5.6 6.1 5.8 3.3 4 1.1 -0.6 -1.5
UE 28 2.3 2.4 3.7 1 2.1 3.1 2.6 15 0.5 0 0.3

Source: Processed after Data World Bank, 2018

4. CONCLUSION

The economic and social situation of the unemployed is one of the worst, they are affected by
the lack of employment, by the continuous increase of prices of goods and services, are
experiencing difficulties everywhere, both in the field of food, clothing, housing, childcare and
psychological support, through a state of stress that affects the relations of the unemployed with
other family members, but also, in general, all its social relations. Romania will face the
phenomenon of aging population and the demographic process. Romania's resident population
was 19.8 million inhabitants in July 2015, according to the National Statistics Institute. Given
that fewer Romanians are born than die (the natural increase is negative) and more Romanians
leave Romania than those who return, we have lost about a quarter of a million Romanians in
2012-2015. According to NIS calculations, in the optimistic version for 2060, Romania could
have 16.3 million inhabitants, and in the pessimistic version, only 12.5 million inhabitants.
Long-term projects necessarily involve vision, and achieving this vision requires a direction.
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Romania's economy could look very different over 20 years if its development potential was
properly exploited. Of course, the future economic conditions will be different from the past.
From a technical point of view, achieving this goal would require Romania to make a qualitative
leap so that it can grow on average at a rate somewhere around 4% per annum over the 20 years.
Growth may accelerate from 3.3% - as currently estimated - to a peak of 4.5% towards the end
of the period.
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ABSTRACT

The attention to be given to young farmers will need to be more and more concentrated in order
to be able to solve their future problems. The paper aims to highlight the significant impact that
measures for young farmers have had, as well as what needs to be taken into account in the
future to meet the future needs of this extremely important and vulnerable group of farmers. By
analyzing the quantitative and qualitative data it could identify a number of relevant aspects
regarding the impact of the measures on the Romanian farmers and agriculture. The two
measures have had positive effects, but at country level, a single program addressed to young
farmers is insufficient to revitalize rural areas where young people are almost absent.
Accessing European funds for agriculture has played and continues to play an extremely
important role in the development of agricultural holdings and rural areas. One of the measures
highly appreciated by farmers was represented by the young farmers, whose financing was a
useful one in the context of their cash availability being reduced relative to the investments that
can be made in agriculture so that the farm either cost-effective. In Romania and the European
Union, the number of young people working in agriculture is quite low as this branch needs to
operate continuously to ensure a flow of food for the population so that young farmers have to
integrate into this activity for you replace the elderly. Although there are 3 years until the
NRDP 2014-2020, the SubMeasure 6.1. shows an average of those who accessed it higher than
in the case of Measure 112 of the NRDP 2007-2013 with about 15% influenced by a number of
factors that have facilitated access to these funds, which should also be taken into account in
the coming period.

Keywords: agriculture, rural space, young farmers

1. INTRODUCTION

Accessing European funds for agriculture has played and continues to play an extremely
important role in the development of agricultural holdings and rural areas. One of the measures
highly appreciated by farmers was represented by the young farmers, whose financing was a
useful one in the context of their cash availability being reduced relative to the investments that
can be made in agriculture so that the farm either cost-effective (Brinzan, 2007; Burcea, 2011).
Measure 112 - The installation of young farmers was part of the National Rural Development
Program 2007-2013, while under the National Rural Development Program 2014-2020 its name
underwent an insignificant change bearing the name of sub-measure 6.1. - Support for the
installation of young farmers. However, the role of these measures (Measure 112 and sub-
measure 6.1) is similar, aiming at setting up for the first time young farmers, as managers /
managers of an agricultural holding, improving management, increasing the competitiveness of
the agricultural sector, and compliance with the requirements environmental protection,
hygiene and animal welfare and safety at work, the sub-measure will create the possibility for
young resident farmers with a stable home base in Romania with a minimum of basic
knowledge to set up as managers/managers of the holding, increase the number of young
farmers who start farming for the first time as managers/managers, encouraging young people
and rural families to settle in rural areas, which will have a positive effect on the national
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economy in general (Micu, 2010, Micu, 2012). It should be noted that in the case of Measure
112 (NRDP 2007-2013), the minimum conditions a young farmer had to meet was that he must
be up to 40 years of age and the agricultural holding a size 6-40 UDE (UDE representing the
unit expressing the economic size of an agricultural holding determined on the basis of the
standard gross margin of the holding, the value of a unit of economic size is EUR 1,200), the
holding is located on the territory of Romania, and is registered in the Single Identification Unit
- APIA (Agricultural Payments and Intervention Agency) and Agricultural Register. Regarding
sub-measure 6.1 (NRDP 2013-2020), the farmer has to meet a number of requirements quite
similar to those of measure 112, with small differences represented by the fact that the young
farmer, according to Regulation (EU) no. 1305/2013 is defined as "a person up to 40 years of
age at the time of filing the application who possesses the appropriate professional skills and
qualifications and who is first established on an agricultural holding as head of that holding".
Also, another difference is the change of the unit of measure of the UDE in S.O (the value of
the standard production) and for which the holding must have a size between 12,000-50,000
S.0.

Table 1: Comparison of the categories of eligible applicants under the two National Rural
Development Programs (Information Processing Guide for the Applicant of Measure 112
(RDP 2007-2013) and sub-measure 6.1. (NRDP 2013-2020))

- . Measure 112 Sub-measure 6.1.

Eligible applicants category (NRDP 2007-2013) (2014-2020)
physical person X -
registered and authorized physical person of which:
individually and independently, as an authorized person X X
as entrepreneur owner of an individual enterprise X X
as an entrepreneur holding a family business X
Associate and sole administrator of a Limited Liability X X
Company - LLC
majority shareholder (absolute majority 50% + 1) and X
manager of a limited liability company - LLC

Table 1 shows that for categories of eligible applicants for access the measures for young
farmers, sub-measure 6.1. (NRDP 2014-2020) is more permissive for those who want to access
it (Table 1). In the case of the selection criteria for selecting the financing projects, there are
remarkable differences, so if in the case of Measure 112 (NRDP 2007-2013) the emphasis was
on the fact that the applicant must hold a semi-subsistence holding, hold a holding in to a less-
favored area, to own the agricultural holding, to be part of an associative form, and to access
the agri-environment measure in sub-measure 6.1. (NRDP 2014-2020), it is complicated, trying
to differentiate the applicants as clearly as possible, having the name of principles such as:
priority sector principle referring to the zootechnical and vegetal sectors (where several
categories are selected in each sector) , the principle of farm combining in view of the number
of holdings wholly taken over (where the most favored is the applicant taking over 3 holdings),
the principle of the agricultural qualification level, where the most favored is the applicant with
higher education in the agricultural field, the principle of agricultural potential refers to areas
with potential based on specialized studies, but also to the principle of indigenous
races/varieties where emphasis is placed on races/varieties in Romania.

2. MATERIALS AND METHODS

This study was based on relevant centralized information by the Agency for Rural Investment
Financing in 2007-2013 and 2014-2017 corresponding to Measure 112 (Installation of Young
Farmers) and sub-measure 6.1 respectively. (Support for the installation of young farmers).
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In order to analyze these data, the comparison method was used to identify the differences
between the two measures accessed by young farmers.

3. RESULT AND DISCUSSIONS

At the level of the European Union, the share of young farmers (up to 35 years old) of the total
number of farmers is quite low, so that the EU average is 6.5% of all farmers, given that the
average number of farms is 435 of thousands, with an average area of 14.6 hectares (Table
no.2).

Table 2: Situation of beneficiaries who have accessed Measure 112 - Installation of young
farmers in 2007 — 2013 (CEJA - The European Council of Young Farmers)

Country Farmers aged under 35 Total number of holdings Average area (_Jf an agricultural
(%) (thousand) holding (ha)

Austria 10,7 149 19,3
Belgium 48 42 32,3
Bulgaria 6,9 357 12,5
Cyprus 2,6 38 3,1
Croatia - - -
Denmark 4,75 - 64,6
Estonia 6,9 19 49,5
Finland 8,6 63 36,4
France 8,7 507 54,9
Germany 7,1 298 56,1
Greece 6,9 717 49
Ireland 6,75 140 35,7
Italy 51 1616 8
Latvia 54 83 21,6
Lithuania 5,9 200 13,7
Luxembourg 7,3 2 65,6
Malta 4,8 12 0,9
Poland 14,7 1499 9,6
Portugal 2,6 304 12,1
UK 4,1 183 85,7
Czech
Republic 11,7 23 151,5
Romania 7,3 3724 3,6
Slovakia 7,1 24 79
Slovenia 4.3 74 6,5
Spain 5,3 967 24,6
Sweden 475 70 43,8
Netherlands 3,6 71 26,4
Hungary 7,1 534 8,8
Average U.E. 6,5 435 14,6

Among the countries with the highest percentage of young farmers (up to 35 years) of all
farmers are countries such as Poland (14.7%), the Czech Republic (11.7%) or Austria (10.7%
%). However, when it comes to the number of holdings, the differences are significant among
these three countries, so that Poland has about 1.5 million farms with an average area of 9.6
hectares, the Czech Republic has only 23 thousands of farms with an average area of 151
hectares, and Austria owns 149,000 holdings with an average area of 19.3 hectares (Table No.
2). When it comes to Romania, it accounts for 7.3% of young farmers in the total number of
farmers, close to the European average (6.5%). But when it comes to the total number of
holdings, Romania has no less than 3.7 million, with an average area of only 3.6 hectares (Table
no.2).
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Measure 112 - The installation of young farmers was a real success, being one of the most
accessible measures of NRDP 2007-2013, which is an endless aid for young people who wanted
to carry out an activity in agriculture. During this period the number of beneficiaries amounted
to 12,769, representing on average about 2,128 persons. Over 50% of those who received this
support were farmers holding a mixed holding, consisting of both crops and animals (6,429
applicants) (Table 3).

Table 3: Situation of beneficiaries who have accessed Measure 112 - Installation of young
farmers in 2007 — 2013 (Processed data provided by the Agency for Rural Investment

Financing)

Type of agricultural branch Nr. beneficiaries % of total beneficiaries Beneficiaries / year
Field crops 3146 24,64 524
Horticulture 1648 12,91 275
Viticulture Sector 137 1,07 23
Permanent crops 410 3,21 68
Milk and dairy products 423 3,31 71
Herbivorous animals 326 2,55 54
Swine 191 1,50 32
Backyard birds 59 0,46 10
Mixed (crops + animals) 6429 50,35 1072
Other 1 0,01 0
Total 12769 100 2128

And young farmers who had a predominantly field crops exploited this measure, totalizing
3,146 beneficiaries, representing 24.64% of the total. Thus, on average for this type of
agricultural sector, the number of applicants was about 524 beneficiaries / year (Table no.3)
Farmers whose activity consisted of cultivating horticultural plants also represented a
significant share of total beneficiaries (about 13%), totaling no less than 1,648 (average 275
beneficiaries / year) (Table no. 3). Regarding the situation of beneficiaries that were financed
through sub-measure 6.1. - Support for the installation of young farmers in the period 2013-
2017 shows that their number is 9,802. In the case of the current sub-measure of financing
granted to young farmers, it is noted that the largest share of the beneficiaries of the total, have
an agricultural holding classified as field crops, accounting for 31,23% of the total beneficiaries,
with an average of 765 beneficiaries/year in this type of agricultural branch (Table no.4)

Table 4: Situation of beneficiaries who have accessed the measure 6.1. - Support for the
setting up of young farmers in the 2014-2020 period (Processed data provided by the Agency

for Rural Investment Financing)

Type of agricultural branch Nr. beneficiaries * | % of total beneficiaries | Beneficiaries / year
Field crops 3061 31,23 765
Horticulture 1417 14,46 354
Viticulture Sector 3 0,03 1
Permanent crops 77 0,79 19
Raising cattle for meat 34 0,35 9
Breeding cattle for milk 637 6,50 159
Sheep and goat breeding 140 1,43 35
Swine 14 0,14 4
Backyard birds 8 0,08 2
Mixed - Mixed crops 2228 22,73 557
Mixed - mixed animals 227 2,32 57
Mixed crops and animals except bees 1356 13,83 339
Bees 600 6,12 150

Total 9802 100 2451

* data available by the end of 2017 inclusive;
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A significant share was also played by farmers in the mixed crops category, accounting for a
total of 2228 beneficiaries by the end of 2017 and accounting for 22.73% of the total
beneficiaries of this measure (an average of 557 beneficiaries on year). It is worth mentioning
the appearance of applicants who have a beekeeping holding, once they have been accepted
only to young farmers, but by which they are conditioned by a series of purchases they can
reimburse through the project, since this category benefits from a separate allocation National
Beekeeping Program (Table 4).

4 N

Beneficiaries / year sM6.1. 2451

Beneficiaries / year M 112 - 2128

Figure 1: Comparison of the number of beneficiaries per measure (M 112 / sM 6.1.)
(Processed data provided by the Agency for Rural Investment Financing)

It is remarked that if the total number of beneficiaries of Measure 112 of the National Rural
Development Program 2007-2013 (12,769 beneficiaries) is higher by about 30% compared to
the number of beneficiaries of sub-measure 6.1. related to the National Rural Development
Program 2014-2020, taking into account the fact that until the end of the current NRDP there
are at least 3 years (without considering its possible extension) (Figure 1). However, keeping
the number of beneficiaries constantly in the last 3 years, it would be expected that the number
of beneficiaries under sub-measure 6.1. would be about 15% higher than the number of
recipients accessing M112 (Figure 1).

Table 5: Situation of beneficiaries who have accessed the measures devoted to young farmers
according to the legal form (Processed data provided by the Agency for Rural Investment

Financing)
M112 sM 6.1.

Type of agricultural | individual enterprise, Limited individual enterprise, Limited

branch family business, liability family business, liability

authorized person company authorized person company

Field crops 2901 245 2763 298
Horticulture 1603 45 1351 66
Viticulture Sector 131 6 1 2
Permanent crops 403 7 66 11
Swine 190 1 13 1
Backyard birds 54 5 6 2
Mixed (crops + 6376 53 1281 75
animals)

Total 12396 374 9112 690
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As far as the young farmers are concerned, when it comes to the legal form of the holding, most
of them opted for PFA IF, Il variants at the expense of a LLC, so in M122 the share was 97%
of the total beneficiaries, while in the case of sM 6.1. the share was 92% of the total beneficiaries
(Table no.5). Noteworthy that for young farmers holding a field crop, the number of those who
opted for a legal form of S.R.L. and subsequently accessed M112, are more numerous, due to
a series of relaxed conditions in the current guidebook of the applicant for young farmers in
NRDP 2013-2020 (Table no.5).

4. CONSLUSION

In both Romania and the European Union, the number of young people working in agriculture
is low in the context of this branch having to operate continuously to ensure a flow of food for
the population, so that young farmers need to be integrated into this activity replacing the
elderly (Badescu, 2009; Bold, 2003). The usefulness of the measures addressed to young
farmers is unceasing and they will have to be continued beyond 2020, in order to combat the
current problems that young farmers have encountered in accessing these non-reimbursable
funds. Although there are 3 years until the National Rural Development Program 2014-2020,
sM 6.1, is completed. shows an average of those who accessed it higher than 112 with about
15%, influenced by a number of factors that facilitated access to these funds, which should also
be taken into account in the coming period. Considering that the 2007-2013 period was an
accommodation, where farmers were skeptical when it comes to European funds, that interest
exponentially increased in the last part of the program, so the current program has removed this
barrier fears about the way in which European funds are allocated, where many farmers have
been discouraged by the fact that they can be very difficult and with great efforts. One of the
measures is to include among the eligible applicants categories, the "majority associate™, which
in the case of Measure 112 (NRDP 2007-2013) was not included, which allows young farmers
to hold only (at least) 51% of the company's shares , so it can be helped by bringing capital and
by a partner, so the risk of failure is diminished. Although the Applicant's Guide (the material
for which the business plan is drawn up for the holding to which it applies) seems more
pervasive, the applicant has to go through and meet more conditions (such as, for livestock
farms, building a manure management platform), however, there are several situations in which
certain aspects could be interpreted differently and could have led to the rejection of the project.
One extremely useful thing was the introduction of the obligation (in the definition of the young
farmer) to have professional skills and abilities, which is extremely important in the efficient
management of agricultural activity (Doltu, 2011; Dona 2005). Also, a big problem of accessing
European funds is excessive bureaucracy, which discourages and confuses applicants by
creating problems for farmers who work for the farmer himself. The long list of necessary
documents that are submitted along with the business plan of the project, makes it very difficult
to access these European funds. A viable solution would be the digitization of a whole series of
documents that the institution that checks (the Agency for Rural Investment Financing) can
request from other institutions issuing such documents as ANAF (the National Agency for
Administration Taxation) or APIA (Agency for Payments and Interventions in Agriculture). In
the future, support for young farmers should also be given in the case of start-ups and not just
those who take over or own one, as the repopulation of rural areas from which young people
are completely lacking, influenced by a series of where one of the most important are the lack
of jobs and life perspectives, so encouraging start-ups could also attract other family members
into farming-specific activities, thus revitalizing rural space. In the paper "Analysis Regarding
the Romanian Village - Case Study, Grindu, lalomita County", published in the 29th IBIMA
Conference 3-4 May 2017 Vienna, Austria, at Grindu Commune in lalomita County, recognized
as an important agricultural area, the number of young people is very low, and if we look at an
essential aspect when it comes to the future of the commune, it is stated that in the average of
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the last 5 years "in the number of 70 people dying, one child is born™, which can be extrapolated
easily in almost the whole area of Baragan (the Romanian Plain) (a part of which belongs to the
commune of Grindu), and which emphasizes the decline registered by the rural population of
Romania, so that the future measure can also take into account the improvement of these
aspects.
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ABSTRACT
Purpose: The Pecking Order Theory (POT) states that businesses adhere to a hierarchy of
financing sources prefer internal financing when available; and, if external financing is
required, debt is referred over equity. Thus, this paper aims to test the application of POT as
an exploitation of start-up financing of SMEs in Libya.

Design/Methodology/Approach: The conclusions were drawn from desk research. A
comprehensive literature search of published academic, peer reviewed professional literature
using a variety of databases including journal articles, conference papers and thesis, both
published and unpublished, was conducted. The main sources was the Internet.

Findings: By reviewing the available literature on access to finance by SMEs in Libya, the
Pecking Order Theory (POT) was supported.

Research limitations: There are a number of stages in the SME life cycle. SMEs financing needs
will vary depending on a number of variables, including the stage of development of a business.
This study is limited to start-up stage. Moreover, The main limitation of the literature review,
as a study methodology, is that it relies on information which has already been researched
(secondary information). Thus, an empirical study is needed to provide more support to findings
of this study.

Originality/Value: This is the first review of this area and thus should help intending and
existing scholars. It could help policy makers to undertake some serious public policy serving
the SMEs access to finance.

Keywords: Small and Medium Enterprises (SMEs), Pecking Order Theory (POT), Start-Up
Financing, Literature Review, Libya

1. BACKGROUND AND INTRODUCTION

The firm life cycle is divided into four different stages. Each stage has its own prescribed
characteristics. The different stages of the firm lifecycle are Birth or Startup stage, Growth
stage, Maturity Stage and finally the Decline or Revival stage. The startup stage is considered
to be the starting point where the entrepreneur tries to convert an idea into a business
opportunity. In the startup stage founder and the key personnel are the main employees of the
firm followed by small funding requirements. Access to finance for startup firms has always
been an issue of debate within the circle of Economists and Researchers. Issues related to the
capital structure decision have attracted lot of attention, because of the reason that these issues
are primarily dominant in small size and young firms.
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Capital structure has been defined as the mixture of debt and equity used to finance the business
activities of a firm (Myers, 1984). The ability to gain adequate access to financial capital
enables SMEs to establish and subsequently operate effectively. The capital structure decisions
of SMEs therefore have important implications for their performance, their ability to succeed,
their risk of failure and their potential for future development. Several major financial theories
have been developed to explain the capital structures that firms adopt (Johnsen and McMahon,
2005). Pecking Order Theory (POT) is more suitable to identify the SME capital structure
compared to other theories even though it is developed for large corporations (Mlohaolas et al.,
1998, Osei-Assibey et al. 2011). However, there is a lack of such studies in Libyan context,
particularly in SMEs. Therefore, this study attempts to fill this gap in the finance literature
addressing the research question, "To what extent does the POT appear to explain financial
structure of SMEs in Libya?". Thus, the objectives of this study are two-fold: first, to investigate
the financing preference of SMEs in Libya at start-up stage; second, to examine whether the
POT can explain such financing preferences of SMEs in Libya at start-up stage. The study is
organised as follows; Section two discusses the research methodology. Section three is devoted
to a review of the relevance of POT for start-up SMEs. Section four dials with literature on
SMEs start-up finance in Libya and application of POT. The last section concludes the paper.

2. RESEARCH METHODOLOGY

The research is based on the structured review of the literature. The first part of literature review
includes the selection of most relevant articles on SMEs access to finance at start-up stage in
Libya. A comprehensive literature search of published academic, peer reviewed professional
literature using a variety of databases including journal articles, conference papers and thesis,
both published and unpublished, was conducted. The main sources was the Internet. Once the
articles are selected it is followed by the next step, which is the analysis of the selected articles.
Based on the definitions of POT, the results of such studies will be analysed to find out various
components that are available to answer the research questions of the paper. Furthermore the
results gathered from the analysis will be merged to give a meaningful interpretation and help
in more structured literature review. However, The main limitation of the literature review, as
a study methodology, is that it relies on information which has already been researched
(secondary information), and if there is none, then specific questions on the new study might
not be adequately answered. Secondly, owing to different objectives and methodologies (and
study designs) of previous studies, the data might not be in the right format or specific enough
to answer the current study. Because of these limitations, a literature review is always conducted
in preparation for primary and more detailed research (NCR, 2011). Thus, this research aims to
provide a theoretical framework for the research followed by other researchers in future.

3. THE RELEVANCE OF POT FOR START-UP SMES

Financing decision at start-up stage of SMEs, selecting one or more sources of finance mainly
depends on available financial sources in the financial system, preferences of owners and
accessibility to finance. This decision is one of a vital decision for any firm regardless of the
size, industry, etc. This is because business continuity has a direct relationship with firm finance
and its effect on ability of taking competitive advantage (Heng and Azrabijani, 2012). As a
result, financing decisions are imperative for SMEs similar to large enterprises as SMEs are
functioning as backbone of any country specially a developing country like Libya. SMEs can
use different types and sources of financing methods especially informal sources, which differ
from traditional or formal sources of finance, namely equity and debt (Osei-Assibey, Bokpin &
Twerefou, 2012). Johnsen and McMahon (2005) briefed five capable theories which is more
relevant in SME financing, which named as Static Trade-off Theory, Agency Theory, Growth
Cycle Theory, Alternative Resources (Bootstrapping) Explanations and Pecking Order Theory
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(POT). POT to date remains essential part of corporate finance. It is considered as one of the
most influential theories (Mlohaolas et al., 1998, Osei-Assibey et al. 2011). The Pecking Order
Model developed by Myers (1984). According to this model firms prefer internal funding over
external funding. In case firms require external funding they would prefer debt over equity.
Traditional methods represent a logical sequence for start-up companies to start raising money,
and most start-up companies enter the entrepreneurial world in this way. If the start-up project
founders do not have their own financial resources (prefer internal funding) and cannot
independently raise the start-up without external investments they usually turn to the traditional
financing sources such as: 3F (i.e. Friends, Family and Fools), business angels, bank loans and
venture capital investments. Equity is generated as last resort (Chittenden et al., 1996;
Abouzeedan, 2003; Beck and Demurguc-Kunt, 2006; He and Baker, 2007; Wu et al, 2008;
Abdulsaleh and Worthington, 2013). The POT sought mainly to explain the observed financing
practices of large publicly traded corporations. However, it was soon recognised that the theory
may also relevance of SMES and apply to the financing practices of non-publicly traded SMEs
that might not have the additional financing alternative of issuing external equity finance.
Scherr et al. (1990, p. 10) consider the POT to be an appropriate description of SMEs’ financing
practices, because the ‘Pecking order hypothesis is in keeping with the prior findings that debt
is by far the 4 largest source of external finance for small business’. In addition, Holmes and
Kent (1991, p. 145) suggest that in SMEs ‘managers tend to be the business owners and they
do not normally want to dilute their ownership claim’. Thus, the issue of external equity finance,
and the consequential dilution of ownership interest, may be further down the pecking order.
The theory’s application to SMEs implies that external equity finance issues may be
inappropriate. In relation to the owner-manager’s control over operations and assets, if the POT
holds, then internal equity finance will be preferred, because this form of finance does not
surrender control. When external financing is required, obtaining debt rather than equity finance
is favoured, because this places fewer restrictions on the owner-manager. A growing number
of researchers have sought to establish whether the pecking-order theory can assist in explaining
the capital structures adopted by SMEs (Jordan et al., 1998; Berggren et al, 2000; Zoppa and
McMahon, 2002; Cassar and Holmes, 2004; Bundala, 2012; Meryen, 2014; Menike, 2015;
Kuruppu and Azeez, 2016; Sarlija and Harc, 2016). However, Little is known about the
financial structure of startup SMEs in Libya (see for example Masoud, 2014). This study
attempts to contribute to the existing literature focusing the debate on capital structure and
financing behavior of SMEs from a developing country perspective and examines the capital
structure and financing patterns that represents by Libyan SMEs based on POT.

4. SMES START-UP FINANCE IN LIBYA AND APPLICATION OF POT

4.1. Definition of SMEs in Libya

Understanding the SMEs and its contribution to the economy is not complete without
identifying the still unresolved question of what really constitutes SMEs. There is no
universally agreed definition of SMEs. Generally, there are two common approach to defining
the SMEs (Raslimahmood, 2000). The first is a functional definition in which the small
businesses are distinguished from the larger ones on the basis of suspected or proven
characteristics. For example, Ang (1991), suggest that a business is classified as small if it
possesses most of the following characteristics: (a) it has no publicly traded securities, (b) the
owners have undiversified personal portfolios, (c) limited liability is absent or ineffective, (d)
first generation owners are entrepreneurial and prone to risk taking, (e) the management team
is not complete, (f) the business experiences the high cost of market and institutional
imperfections, (g) relationships with stakeholders are less formal, and (h) it has a high degree
of flexibility in designing compensation schemes. The second approach to the definition of a
small business employs some quantitative measures, such as number of employees, sales
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turnover, level of output or capital assets (Abdulsaleh and Worthington, 2013). However, in
Libya, the Ministry of Manpower, Training and Employment (MMTE) adopted the second
approach in defining the SMEs in Libya. It establishes a national standard for SMEs, which
stated that: "private productive or service businesses and instruments for economic and social
development, accommodate the strengths of youth, and which includes professional
administrative, and technical specifications which are suitable to operate efficiency™" (Hajjaji,
2012, p.14). The MMTE classified SMEs in Libya as shown in the table (1).

Table 1. Libyan classification for productive, service, and commercial businesses

Business Size of employment Size of fixed assets
Small No more than 25 Less than 2.5 Million Libyan Dinars
Medium 26-50 Less than 5 Million Libyan Dinars
Large More than 51 More than 5 Million Libyan Dinars

Source: MMTE Report of 2004 (reported in Hajjaji, 2012).

Finally, it is worth to mention that there is a large number of SMEs in the Libyan economy,
though the exact size of the sector is unknown. This is due to the fact that most SMEs in Libya
have conducted their business outside the formal economy to avoid taxation and other fiscal
and regulatory considerations (Porter and Yergin, 2006). Currently the SME sector is
dominated by the production of food products, wood products, and metal for construction. Some
SMEs also engage in the production of clothing, ceramics and bricks, grain milling and press
and publication goods (Gunto and Alias, 2013).

4.2. Importance of SMEs in Socio-Economic Development in Libya

In general, there is a growing recognition that SMESs can be a vital resource to combating some
of the challenges facing the region by contributing to job growth and the economy, and bridging
some of the regional economic development imbalances that have emerged within developed
and developing countries (Gallagher and Stewart, 1984; Ganguly, 1985; Bums and Dewhurst,
1986; Dyson, 1990; Keasey and Watson, 1993; Berry and Levy, 1994; Binks et al., 1997; Cook
and Nixson, 2000; Sanusi, 2003; OSCE, 2006; Ariyo, 2008; Kpelai, 2009; Ayozie and Latinwo,
2010; Emine, 2012; Muritala, et al., 2012; Kiraka, et al., 2013). However, it is generally
acknowledged that there is substantial evidence that SMEs face large growth constraints and
have less access to formal sources of external finance, potentially explaining the lack of SMEs
contribution to the country’s economic growth (Coco, 2000; Hall et al., 2000; Cassar, 2004;
Beck et al, 2006; Gilbert, 2008; Sarapaivanich and Kotey,2006; Beck and Kunt, 2007; Lin,
2007; Deakins et al., 2008; Zhao, 2008; Nichter, 2009; Shen et al., 2009; Klapper, 2010; Berger
at et., 2011; Riding et al., 2010; Pandula, 2011; Anis and Mohamed, 2012; Terungwa, 2012;
Kira, 2013). Accordingly, SMEs are very important to Libyan economy because of the fact that
the economy of Libya suffers from lack of economic diversification in its activities (Eltaweel,
2011; Abdwahab and Abdesamed, 2012; Zarook et al., 2013 a, b). The government has
proactively created the national programs for SMEs in 2008 to promote a vibrant SME sector.
However, although 96% of the enterprises in Libya are SMEs, their contribution to the GDP of
the country is only 4% (Atniesha, 2009; Abdesamed and Abdwahab, 2012; Essmui etal., 2013).
This is supported by UN's report of 2008. It stated that: "the contribution of SMEs to the Gross
Domestic Product (GDP) is estimated to be less than 10 percent in most African counties"” (UN,
2008, p. 6). The main aspects of this disadvantaged position is due to: (1) the Libyan economy
is heavily dependent on the exports of oil for state revenue; more than 96% of exports are from
the oil sector (Eltaweel, 2012, UN, 2008), and (2) the financial difficulties for these enterprises
to have accessed for bank loan successfully (Zarook et al., 2013 a, b).

194



33rd International Scientific Conference on Economic and Social Development — ”Managerial Issues in Modern Business” —
Warsaw, 26-27 September 2018

4.3. Literature on SMEs Start-up Finance in Libya

By reviewing the available literature on SMEs start-up finance in Libya, one can say that in
Libya, bank lending to SMEs Firms is relatively low?. Falah (2006) reported that only 4% of
Libyan SMEs borrow money from banks. Moreover, Eltaweel (2011) and Elmansori and Arthur
(2013) found out that loans from banks represent only 11% and 8%. Wahab and Furthermore,
Abdesamed (2012) examined the issue of financing SMEs in the startup phase and when they
were established as businesses. They found that 81.6% of startup firms used informal sources
of finance and among these, 60.5% preferred personal savings, whereas only 17.1% preferred
formal sources of finance. Moreover, 71.1% of the mature businesses were still using informal
financing such as personal savings (25%), family subsidies (25%), trade credit (15.8%) and
their own profit (5.3%), whereas 27.6% were relying on bank loans. Table (2) gives a
description of this trend.

Table (2) Source of Finance of SMEs in Libya

Source at the Startup stage Percentage Source after the Startup Percentage
stage

Personal Saving 60.5 Personal Saving 25.0
Family Loan 3.9 Family Loan 25.0
Friend Loan 9.2 Trade Credit 15.8
Active Partner 2.7 Firm Profit 5.3
Inactive Partner 5.3

Bank Loan 17.1 Bank Loan 27.6
Total 98.7 Total 98.7
Missing System 1.3 Missing System 1.3
Overall Total 100 Overall Total 100

Source: Abd Wahab and Abdesamed (2012, p. 1538-1539).

Abdulaziz (2016, p. 142) stated that: "overall, the three most common sources of funds used by
SMEs in the sample to finance business start-up were as follows: owner-managers' own savings,
venture capital and bank finance. Just a above half of enterprises in the whole sample has used
the own savings of their owner-managers as the primary source for start-up capital”. Moreover,
regarding to the source for post start-up, he stated that:"a cross the sample financing source
generated internally (retained earnings and personal saving) were the most preferred source for
ongoing finance...when it comes to external sources banks and trade credit from suppliers were
found to be the most preferred... other sources of finance (equity finance and government
assistance) were found to be least” (pp. 144-145). Samawi et al. (2016, p. 1143) also confirmed
such fact by saying that: " When asked about sources of finance, 75% of respondents said that
they had started their businesses by using informal finance, which is consistent with the 73%
of Libya SMEs that were found to rely on informal sources of funding in a study by Falah
(2006). Most had used their personal and family savings at startup”. The above results of
literature clearly consistent with the pecking order theory of capital structure and suggest that
SMEs Start-up (even post start- up) finance in Libya tends to finance their expansion with debt
over equity after exhausting their internal resources. This conclusion was supported by Masoud
(2014) who stated that: “the empirical finding of this study contribute towards a better
understanding of financing decisions of these firms can be explained by the determinants
suggested by much of extant the empirical literature. Specifically, it is found that liquidity and
profitability are negatively and significantly related to the leverage ratios, which is consistent
with pecking order theory. This implies that firms prefer to finance investment with internally
returned funds before issuing debt™ (p. 79).

L In order to attain more in-depth understanding of the financing decisions of SMEs, see Ahmad and Atniesha (2014), who
explored the effects of the internal, institutional and external factors on the accessing to bank loan by Libyan SMEs.
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5. CONCLUSION AND FUTURE RECOMMENDATIONS

This study attempts to contribute to the existing literature focusing the debate on capital
structure and financing behavior of SMEs from a developing country perspective and examines
the capital structure and financing patterns that represents by Libyan SMEs based on Pecking
Order Theory. Based on the literature review, it can be more or less concluded that financing
businesses from personal savings, family and friends have been considered as very significant
source for providing seed capital for most start-ups and expansion, as it remains the popular
choice for SMEs in Libya. Moreover, when it comes to external sources banks and trade credit
from suppliers were found to be the most preferred and equity finance was found to be least.
Although this study does not provide empirical evidences of SMEs but at least this study will
contribute in addition of literature review and knowledge regarding SMEs in Libya. However,
as the main limitation of the literature review, as a study methodology, is that it relies on
information which has already been researched (secondary information), an empirical study is
recommended to provide more support to findings of this study.
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ABSTRACT

Romania has a rich and varied, yet insufficiently valued tourist potential because of poor tourist
infrastructure, lack of qualified staff, poor international promotion and bad service quality.
Tourism is an important economic branch which can help achieve the main objective of
regional development policy, namely reduce regional economic and social disparities. This is
possible thanks to tourism which can use a number of specific elements that cannot be
capitalized by other activity sectors. The present paper aims at achieving a multi-criteria
hierarchy of Romanian development regions from the tourist perspective. For this purpose, we
have used the real rank method which is based on a number of specific tourism activity
indicators and their relative importance. The analysis of regions’ ranking for the two reference
years 2001 and 2016 has emphasized the following situation: two regions have retained their
rankings (the North-West and the South Muntenia regions), whereas the other six regions have
either got on top of the rankings or lower. The status of the South-Eastern region (having been
in the top ranking for a long time) is surprising as it has been surpassed by the Center region,
which originally ranked fourth. The explanation for this improvement is given by better
indicators such as: the total number of tourists, the number of overnight stays, the number of
tourist structures, modernized roads.

Keywords: regions, tourism, Romania, hierarchy, real rank method

1. INTRODUCTION

The development of the tourist sector is integrated and conceived in close connection with the
regional development policy and it is subordinated to the latter. Tourism is a sector having a
special contribution to diminishing regional disparities by capitalizing on the tourist potential
of less developed areas. It plays an extremely important role in the development of regions
without other alternatives for achieving this goal (Cabugueira, 2005). Moreover, a region can
benefit from the growth of its neighbours’ tourist sector in the presence of spatial
autocorrelation (Vieira % Santos, 2017). Unlike other fields of activity, tourism has the
advantage of exploiting a number of elements that each and every region has: landscape,
climate, therapeutic mineral waters, cultural objectives (lordache et al., 2011, p. 75). By means
of tourism, poor areas can be developed in the resources needed to carry out other economic
activities. In this case, tourism can be the main engine or the only solution for the economic
and social development of such areas due to the multiplier effects it generates (job creation,
emergence and development of local businesses, diversification of local economies, attracting
investors, encouraging demand for goods and services from other sectors of activity, increasing
female employment and reducing gender gaps in unemployment rates, improving local people’s
living standards, improving the quality of life, etc.). Yet, all these must be the result of tourism
development policies and strategies laid down and implemented in compliance with the
principles and criteria of sustainable development. According to the ”Creation of Romania’s
Tourism Brand”, the main elements of differentiation of Romanian tourism are: wild nature and
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landscapes (protected natural and national parks, beautiful landscapes, rare flora and fauna
areas), authenticity (old traditions, simple rural life, local environment-friendly products,
typical local architecture) and the unique cultural heritage of Romania (UNESCO heritage sites,
numerous castles, monasteries, wooden churches, well-preserved historic castles). All these
elements make Romania an attractive tourist destination, but the numerous shortcomings of the
tourist sector lead to an insufficient capitalization of the tourist potential. However, tourism can
be an economic activity generating direct and indirect income for many more or less developed
areas in the country. At international level, the issue of regional tourism has been approached
by many specialists. In the national specialized literature there are also approaches of the issue
of regional tourism. The work of Biji et al. includes a statistical analysis of the development of
regional tourism in EU Member States. In this respect, the authors have used the method of
relative distances between units, identifying the regions with the best tourist performance for
2009. Regional tourism and its role in regional development are also dealt with in a series of
national papers (Babucea & Rabontu, 2013; Butnaru & Nita, 2016; lordache et al., 2010;
Mazilu, 2011; Mitrut & Constantin, 2009; Pascariu & Tiganasu, 2014; Pohoata et al., 2013;
Scutariu, 2009; Scutariu, 2012; Zaman et al., 2012; etc.). The multi-criteria tourist hierarchy
approach of development regions in Romania is relatively recent. A.L. Scutariu had a work
published in 2012 aimed at the distribution of tourist activity at regional level before (2004)
and after Romania’s accession to the European Union (2008). At that time, the author achieved
a multi-criteria hierarchy of the regions using the relative distance method based on seven
indicators: accommodation capacity, number of arrivals, number of overnight stays,
accommodation occupancy rate, share of hotels’ and restaurants’ turnover (HR) in total, share
of gross HR investments in total and share of HR employees in total. The results reveal the
placement and retention of the South East region as ranking first. The present paper aims at
achieving a ranking of the eight development regions in Romania in terms of tourist
attractiveness while pursuing the possible changes having occurred during the studied period.
In this respect, we have used the real rank method and official statistical data published by the
National Institute of Statistics. The lack of statistical indicators at regional level has somewhat
limited the research, which is why only eight indicators have been thought relevant to tourism
activity. In order to perform the analysis, two moments have been chosen: 2001 (the first year
of the third millennium, three years after territorial regionalization) and 2016. The latter year
of analysis has been selected for two reasons: 1) its data include the changes made in the tourism
activity in Romania throughout the analyzed period first of all as a result of becoming a
candidate country and then a EU member state as well as because of the economic and financial
crisis; 2) it is the last year to issue regional statistical data for tourist activity at the time of
drawing up this paper.

2. TOURISM IN ROMANIA - BRIEF TOURIST PRESENTATION OF
DEVELOPMENT REGIONS

Undoubtedly, Romania has huge natural, geographical, environmental, heritage and
ethnographic richness that can be as many tourist attractions for both domestic and foreign
tourists. However, the Romanian tourism in 2017 was only 1.3% of GDP (2,138.9 million
USD). Of the total revenues of the tourist sector, the money received from foreign tourists was
1,712 million USD, the number of foreign tourists being slightly over 2,200 thousand people,
and the average expenses of approximately 766 USD each. According to the Global Tourism
Competitiveness Report, Romania was at the middle of the ranking, with an index of tourism
competitiveness of 3.78. More precisely, our country ranked 68 in the top of the 136 countries
analyzed by the World Economic Forum, 2 rankings lower than in 2016. The index groups
several sub-indices and Romania’s best rankings are for health and hygiene, respectively for
safety and security, whereas the weakest ones are for terrestrial and port infrastructure,
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respectively for tourism prioritization. The detailed Tourism and Travel Competitiveness Index
for Romania is shown in Figure 1. In the context of regional development, the tourist sector can
help reduce economic and social development gaps by capitalizing on the natural and anthropic
tourist potential of less developed areas, being a strategic sector from this perspective.
Moreover, through tourism it is possible to increase the level of their living standards and
especially in the rural ones (Scutariu, 2012, pp. 80-81). In order to implement the regional
development policy based on Law 151/1998, eight development regions have been created in
Romania, namely: the North-West region consisting of 6 counties, the Center region (6
counties), the North-East region (6 counties ), the South-East region (6 counties), the South-
Muntenia region (7 counties), the Bucharest-IIfov region (the capital city and one county), the
South-West Oltenia region (5 counties) and the West region (4 counties).

Cultural resources and business travel...
Natural resources (rank 68)
Tourist service infrastructure (rank 62)
Ground & port infrastructure (rank 92)
Air transport infrastructure (rank 82)
Environmental sustainability (rank 43)
Price competitiveness (rank 85)
International openness (rank 45)

Prioritization of Travel & Tourism (rank...
ITC Readiness (rank 60)

Human resources and labour market...
Health and hygiene (rank 31)
Safety and security (rank 39)
Business environment (rank 76)

6,14
5,78

Figure 1: Tourism and Travel Competitiveness Index — Romania, 2017 (prepared by the
author according to data issued by the World Economic Forum)

Each of these regions has a number of tourist attractions and below are only a few of them.

a)

b)

The North-West Region is a tourist destination due to its multitude of natural and cultural
attractions. Its main natural attractions are: mountain landscapes, lakes, rivers, thermal
waters, salt mines, protected natural areas, national parks and natural parks included in the
tourist circuit. The region is also visited by tourists for its numerous cultural attractions such
as: historic fortresses and monuments, fortified churches of Transylvania, wooden
monasteries of Maramures (UNESCO heritage), numerous castles and museums. Most
resorts are concentrated in the counties of Bihor and Cluj, and the best-known are the spa
resorts at Baile Felix, Sangeorz Bai and Baile 1 Mai. The mountain resorts here are not as
developed as other mountain resorts in the country. The important tourist sites known in the
country and abroad are: Sapanta Merry Cemetery, Vaser Valley Mocanita Train, Turda Salt
Mine, Sighetu Marmatiei Memorial Museum, Béarsana Monastery, Turzii Gorges, etc.
(http://www.intreprinzatorturism.ro)

The Center Region has a rich natural and anthropic tourist potential. It is here that one finds
a number of historical and architectural monuments of different historical times, with
mutual influences of the national, Hungarian and German cultures. These are the main
tourist attractions, with the most significant being: Bran Castle - Brasov; Vauban Fortress -
Alba lulia, medieval fortresses in Brasov, Sibiu, Sighisoara, Sebes, Fagaras, Targu-Mures,
Balvanyos. The anthropic tourist heritage of the region is complemented by history, art, and

203



d)

f)

33rd International Scientific Conference on Economic and Social Development — ”Managerial Issues in Modern Business” —
Warsaw, 26-27 September 2018

ethnography museums as well as the documentary libraries in Sibiu, Targu Mures, Brasov,
Alba lulia. In the Center Region, there are several national parks visited by tourists very
often. Furthermore, the region has a balneal-climatic potential (Covasna, Baile Tusnad,
Sovata, etc.) and also here is one of the most popular and visited mountain resorts in the
country that attracts a large number of tourists from the country and abroad every year:
Poiana Brasov. (http://www.adrcentru.ro)

The North-East Region is characterized by the existence of numerous reservations and
monuments of nature, national interest protected natural areas. Additionally, the region has
a good balneal-therapeutic potential with the best-known localities being: Vatra Dornei,
Slanic Moldova and Targu Ocna. Mountain tourism is also present through a number of
resorts: Vatra Dornei, Gura Humorului, Durau, Campulung Moldovenesc, etc. Yet, in the
North-East Region, cultural and religious tourism is intensified, thanks to the numerous
museums and monuments of national and international interest (historical buildings,
memorial houses, funerary monuments or public fora), cultural events, and especially
thanks to the presence of UNESCO heritage monasteries (Putna, Voronet, Humor,
Moldovita, Sucevita). The latter are actually the tourist emblem of the region, being also
known as cultural objectives of world importance (Analiza socio-economica a Regiunii
Nord-Est, 2014-2020), which make it a region focused on cultural-religious tourism.

The South-East Region is preferred by domestic tourists because of the Black Sea coast,
being one of the regions with the highest level of tourism development in Romania,
characterized by high and diverse tourist potential. Several types of tourism are practised
here such as: seaside, mountain, cruise, rural, environmental, cultural and religious tourism.
However, the major tourist attractions of the region are the Black Sea coastal resorts
(renowned for balneal-climatic tourism, too) and the Danube Delta. The latter is the second
largest delta in Europe (after that of the VVolga River) and the best preserved European delta,
being an important attraction of great scientific value and high tourist potential (it is
included in the UNESCO List of Universal Cultural and Natural Heritage). The Danube
Delta is also the only biosphere reservation in the world. The cultural heritage of the region
includes numerous historical vestiges, religious and cultural buildings, monuments and
museums (http://www.adrse.ro). From a religious perspective, the roots of the Romanian
Christianity are here - the monastery and the cave of Saint Andrew, an apostle who arrived
there in around 60 A.D. (https://romanialibera.ro).

The South-Muntenia Region specializes mainly in mountain and balneal tourism. It includes
the main tourist attractions for practising winter sports and weekend tourism which are the
mountain resorts on Prahova-Bucegi Valley: Azuga, Breaza, Busteni, Predeal, Sinaia (also
known as the ’Pearl of the Carpathians” including the summer residence of the royal family
- Peles Castle - built in Germanic style in the 19" century), Cheia. The region also includes
spa resorts (Slanic Prahova, Amara and Pucioasa), many cultural and historical values and
monuments, as well as natural parks (in the Bucegi and Piatra Craiului Mountains). Unlike
the southern part of the region, the northern one is much better valued in terms of tourism.
(https://www.adrmuntenia.ro)

The Bucharest-1Ifov Region is the smallest and at the same time the most developed region
in Romania from the economic perspective, comprising the capital city (Bucharest) and
IIfov county. The tourist offer of the region is given by the attractions typical of a metropolis
and those typical of a rural plain area with numerous valleys, running waters, natural and
artificial lakes. There are many historical monuments and the most important are the
Romanian Athenaeum and the Cantacuzino Palace (both included in the European
Patrimony List). Other cultural attractions: Snagov Monastery dating from the 16™ century
(called Vlad Tepes Monastery) and Brancoveanu Palace at Mogosoaia, built in the 17"
century. The most common form of tourism is business tourism and job-related tourism. In
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addition, there are cultural tourism, relative and friend visit tourism, and recreation and
leisure tourism (http://www.adrbi.ro). The region is preferred by non-residents as a result
of business tourism.

g) The South-West Oltenia Region has a tourist potential specific to balneal-climatic, rural and
mountain adventure tourism. The balneal resorts visited very often are: Ciciulata,
Cilimanesti, Govora, Olanesti. Also here is the sculpture ensemble (The Infinity Column,
The Table of Silence and the Kiss Gate) of Constantin Brancusi, one of the greatest sculptors
of the 20" century. Transalpina is the highest road in Romania, at over 2,100 m altitude and
it is in this region. There are also several monasteries, historical buildings, monuments and
museums. (https://ad-turism.ro/oltenia-1684/).

h) The West Region has a very rich and varied natural environment, being a tourist destination
with a high degree of attractiveness. There are several national and natural parks here.
Balneal-climatic tourism is present by means of several national and local resorts: Baile
Herculane, Geoagiu-Bai, Moneasa, Buzias. The rich network of historical and
archaeological sites, the historical and architectural monuments, as well as the museums
make this region very attractive (the Dacian complex in the Orastie Mountains and the Ulpia
Traiana Sarmizegetusa Colony, the medieval fortresses of towns: Arad, Timigoara, Deva,
numerous medieval castles, stone and wooden monasteries - some certifying the beginnings
of Christianity in Romania). Other forms of tourism practised in the region are: wine
tourism; rural tourism; mountain tourism (the mountain resorts at Semenic, Straja, Muntele
Mic, Parang) and sports tourism; hunting and “catch and release” fishing tourism;
recreational tourism; scientific tourism and business tourism. (http://www.adrvest.ro)

3. STATUS OF TOURIST RESORTS BY DEVELOPMENT REGIONS

In the year 2016, the total number of tourist resorts in the country was 100, by 38 declared
resorts more than in 2001, which shows the increase of local authorities’ interest in the
development of tourist performance. Of those, 42 were national interest resorts and 58 were
local interest resorts. The 11 national interest resorts on the Black Sea coast made the South-
East region rank first, with 26.19% of the total. Although geographically it is the smallest one,
being the only region where there is no national interest tourist resort, however the Bucharest-
IIfov region succeeded in attracting a significant number of tourists in 2016 (over 2 million),
by over 0.5 million more than in the South East region. The regional poles for local interest
resorts are: the Center region and the Bucharest-1lfov region. It is also worth noting that two
regions rank the same both in terms of the number of national and local interest resorts (the
South-West Oltenia Region ranks sixth and the Bucharest-1Ifov region ranks last). The
distribution of resorts by regions has been made according to table no.1:

Table 1: Number of Tourist Resorts, 2016 (processed by the author according to
http://www.romaniaturistica.ro)

Regions National interest resorts | Local interest resorts Total resorts

Number % Place | Number % Place | Number % Place
North-West 2 4.76 7 16 | 27.59 2 18 | 18.00 2
Center 7| 16.67 2 18 | 31.03 1 25 | 25.00 1
North-East 7| 16.67 2 5 8.62 4 12 | 12.00 5
South-East 11| 26.19 1 3 5.17 6 14 | 14.00 3
South-Muntenia 6| 14.29 4 4 6.91 5 10 | 10.00 6
Bucharest-lIfov 0 0.00 8 1 1.72 8 1 1.00 8
South-West Oltenia 4 9.52 6 3 5.17 6 7 7.00 7
West 5| 11.90 5 8| 13.79 3 13 | 13.00 4
Romania 42 | 100.00 X 58 | 100.00 X 100 | 100.00 X

205


http://www.adrvest.ro/

33rd International Scientific Conference on Economic and Social Development — ”Managerial Issues in Modern Business” —
Warsaw, 26-27 September 2018

4. MULTI-CRITERIA HIERARCHY OF DEVELOPMENT REGIONS FROM THE

TOURISM PERSPECTIVE

4.1. Methodology

The method used for the multi-criteria hierarchy of the regions has been the real rank method.

In fact, other methods too can be used for the multi-criteria hierarchy of territorial units, such

as: rank method, rank sum method or relative distance method. The easiest methods are the first

two. However, they have certain disadvantages which the real rank method does not (they do
not take into account the relative distances between the values of the indicators and subjective
criteria are used for the division of territorial units with the same rank). The relative distance
method is more appropriate than the rank method or rank sum method. Yet, there may be cases
when some indicators may be zero. In this circumstance, the zero value does not allow the
calculation of the synthetic index by means of the geometric mean, and therefore the application
of the method. We have faced a situation of this kind in our analysis. That is why the method
we finally chose was the real rank method that allows the final ranks to be determined regardless
of the values of the indicators. It has the following advantages: 1) it takes into account the
relative distances between the individual values of the indicators; 2) each indicator is assigned

a different relative importance depending on the richer information content (Nelea, 2006, p.

690). The real rank method has involved the following steps:

1. selecting the main indicators of tourist performance. In this respect, eight statistical
indicators were taken into account, grouped according to the context below, to which some
importance shares were assigned for the aggregation of the partial ranks.

a) tourism potential indicators:
- number of national and local interest resorts (J_1) with a relative importance of 35%;
b) tourist movement indicators:
- total number of tourists arrivals (J_2) with a relative importance of 20%;
- total number of overnight stays (J_3) with a relative importance of 10%;
¢) accommodation infrastructure indicators:
- total number of accommodation establishments (J_4) with a relative importance of
10%;
- number of accommodation places (J_5) with a relative importance of 10%;
d) transport infrastructure indicators:
- modernized roads (km) (J_6) with a relative importance of 5%;
- railways in service (km) (J_7) with a relative importance of 5%
- number of international airports (J_8) with a relative importance of 5%.

2. collection of statistical data. For our case we have used statistical data published by the
National Institute of Statistics.

3. determining the partial real ranks for each indicator (j) and each region (i). All the indicators
selected in our analysis were indicators that are optimized by maximization (they get better
and better if they reach higher values). Therefore, the ratio of determining partial real ranks
was as follows:

aj—aj" . :
amix ;m.n (n—1) (1), where: i=1,2,...,nand j=1,2,...,m
] J

R'=n-—

]

99799
1

and: a',— = level of indicator ”’j” for development region

99:99

a;ﬁn = level of indicator ”j” for worst performance development region

max

a; " = level of indicator ”j” for best performance development region

n = number of development regions (8)
m = number of indicators selected in the analysis (8)
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4. calculation of average (real final) ranks of the regions as weighted averages of the partial
ranks according to the ratio:

RIIZE__ (2), where: j=1,2,...,m

m
and w; = relative importance of indicator ”j”” in conditions ZW ; =100%
j=1

5. setting the final hierarchy of regions. Ranking first is the region with the lowest rank, the
ordering being increasing (the lowest rank will indicate the best performance and the highest
rank will indicate the worst performance).

4.2. Statistical Data and Results
The statistical context and the evolution of the indicators analyzed are shown in tables 2 and 3.

Table 2: Status of Indicators by Regions, years 2001 and 2016 (INSSE TEMPO-ONLINE; *
https://lege5.ro/; ** https://ro.wikipedia.org)

Regions Year Indicators

J 1* J 2 J3 J 4 J5 J 6 J 7 J 8**

North-West | 2001 9 596,305 2,117, 486 322 25,197 3,115 1,645 4
2016 18 1,316,363 3,060,446 831 33,848 4,136 1,668 4

Center 2001 15 836,432 2,591,248 744 34,648 2,239 1,470 2
2016 25 2,585,938 5,324,477 | 2,094 67,496 5,133 1,333 2

North-East | 2001 5 534,780 1,406,321 262 16,971 3,084 1,506 3
2016 12 1,084,045 2,166,634 858 28,763 5,361 1,621 3

South-East | 2001 12 994,292 5,601,924 | 1,047 | 132,053 1,949 1,329 2
2016 14 1,506,616 5,310,863 | 1,129 98,769 4,350 1,748 2

South 2001 5 545,962 1,758,784 336 21,321 3,242 1,699 0
Muntenia 2016 10 914,141 1,980,419 734 30,347 5,168 1,247 0
Bucharest- | 2001 1 487,914 967,534 86 9,233 405 354 2
lIfov 2016 1 2,065,012 3,355,893 185 22,242 475 279 2
South-West | 2001 3 337,815 1,745,186 164 15,326 3,300 1,001 1
Oltenia 2016 7 630,446 1,802,775 453 19,190 4,352 990 1
West 2001 12 541,277 1,933,205 305 22,298 2,534 2,011 2
2016 13 899,961 2,273,142 662 28,233 4,953 1,888 2

Romania 2001 62 4,874,777 | 18,121,688 | 3,266 | 277,047 | 19,868 | 11,015 16
2016 100 | 11,002,522 | 25,274,649 | 6,946 | 328,888 | 33,928 | 10,774 16

Table following on the next page

207



33rd International Scientific Conference on Economic and Social Development — ”Managerial Issues in Modern Business” —
Warsaw, 26-27 September 2018

Table 3: Status of Indices (I) and Changes by Regions (+Al) —2016/2001 (%) (own
calculations based on INSSE TEMPO-ONLINE data)

Regions I, Indicators
+AI J 1 J 2 J 3 J 4 J5 J 6 J 7 J 8
North-West | | 200.00 | 220.75 | 144.53 | 258.07 | 134.33 | 132.78 | 101.40 | 100.00
+AI | 100.00 | 120.75 | 44.53 | 158.07 | 34.33| 32.78 1.40 0.00
Center I 166.67 | 309.16 | 205.48 | 281.45 | 194.80 | 229.25 | 90.68 | 100.00
+AI 66.67 | 209.16 | 105.48 | 181.45| 94.80| 129.25| -9.32 0.00
North-East I 240.00 | 202.71 | 154.06 | 327.48 | 169.48 | 173.83 | 107.64 | 100.00
+AI | 140.00 | 102.71 | 54.06 | 227.48 | 69.48 | 73.83 7.64 0.00
South-East I 116.67 | 15153 | 94.80 | 107.83 | 74.79 | 223.19 | 131.53 | 100.00
+Al 16.67 | 5153 | -5.20 7.83 | -25.21| 123.19| 3153 0.00
South I 200.00 | 167.44 | 112.60 | 218.45 | 142.33 | 159.41 | 73.40 | 100.00
Muntenia +AI | 100.00 | 67.44 | 12.60| 11845| 42.33| 59.41 | -26.60 0.00
Bucharest- I 100.00 | 423.23 | 346.85 | 215.12 | 240.90 | 117.28 78.8 | 100.00
lIfov +AI 0.00 | 323.23 | 246.85 | 115.12 | 140.90 | 17.28 | -21.19 0.00
South-West | | 233.33 | 186.62 | 103.30 | 276.22 | 125.21 | 131.88 | 98.90 | 100.00
Oltenia +Al | 133.33 | 86.62 3.30| 176.22 | 2521 | 31.83| -1.10 0.00
West I 108.33 | 166.27 | 117.58 | 217.05 | 126.62 | 195.46 | 93.88 | 100.00
+AI 833 | 66.27 | 17.58 | 117.05| 26.62 | 9546 | -6.12 0.00
Romania I 161.29 | 225.70 | 139.47 | 212.68 | 118.71 | 170.77 | 97.81 | 100.00
+AI 61.29 | 125.70 | 39.47| 11268 | 18.71| 70.77| -2.19 0.00

As shown in table 3, except for the last indicator (railways in service) all indicators at national
level have improved. Within them, there are some indicators that have had negative
performance at regional level. For example, the South-East region (the most visited tourist
region in the summer season) has reported a decrease in overnight stays by 5.20% and in the
number of accommaodation places by 25.21%. Concerning the transport infrastructure, there is
a decrease in the number of kilometers of railways in service by 2.19% in the country, while at
regional level the highest decrease is reported in the South-Muntenia region by over 26%. Other
regions that have also reported decreases in the number of kilometers of railways in service are:
Bucharest-1lfov region (-21.19%); Center region (-9.32%); West region (-6.12%); South-West
Oltenia region (-1.1%). However, there are also regions that have reported increases in the
length of railways in service, namely: South East (+ 31.53%); North East (+ 7.64%) and North-
West (+ 1.4%). For all the regions and indicators analyzed, the highest increase is reported in
the Bucharest-lIfov region (+ 323.23%) in the number of tourist arrivals. The lowest increase
is in the North-West region, 1.4% for railways. At national level, the highest increase is 125.7%
in the total number of tourists. A significant improvement is also seen in the total number of
accommodation establishments, namely an increase of 112.68%. Observing the steps of the
method has revealed the following status of the development regions:

Table following on the next page
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Table 4: Partial Real Ranks, Average Rank and Final Rank - years 2001 and 2016 (own
calculations)

Regions Partial real ranks for: Average | Final
J 1 J21J3[1J4]1J3J5]J6|J7 |38 |rank rank
North- 2001 4| 524 | 6.26| 628 | 7.09| 145| 255| 1.00 4.66 3
West 2016 3.04| 554 | 704 | 563 | 6.71| 2.76 | 1.96 | 1.00 4.09 3
Center 2001 6| 268 | 555| 3.21 | 6.55| 357 | 3.29 | 450 4.73 4
2016 457 | 1.00| 1.00| 1.00| 3.75| 1.33| 341 | 450 2.61 1
North-East | 2001 6| 590 734 | 6.72| 756 | 152 | 3.13| 2.75 5.81 5
2016 479 | 638 | 7.28| 553 | 7.16| 1.00 | 216 | 2.75 5.01 4
South-East | 2001 25| 1.00| 1.00| 1.00| 1.00 | 427 | 3.88 | 4.50 2.01 1
2016 421 | 486 | 103 | 454 | 100| 245| 161 | 450 3.32 2
South 2001 6| 578 6.80| 6.18| 731 | 1.14| 2.32 | 8.00 5.86 6
Muntenia | 2016 538 | 6.98 | 765| 599 | 7.02| 1.28 | 3.79 | 8.00 5.73 6
Bucharest- | 2001 8| 6.40| 8.00| 8.00| 8.00| 8.00 | 8.00 | 4.50 7.50 8
lIfov 2016 8.00| 286 | 491 | 8.00| 7.73 | 8.00 | 8.00 | 450 6.06 7
South- 2001 71 800| 6.83| 743 | 765| 1.00| 527 | 6.25 6.87 7
West 2016 6.25| 8.00 | 800 | 7.02| 8.00| 245 | 491 | 6.25 6.46 8
Oltenia
West 2001 25| 583 | 654 | 640 | 7.26 | 2.85| 1.00 | 4.50 4.48 2
2016 450 | 7.04| 707 | 6.25| 7.20| 1.58 | 1.00 | 4.50 5.16 5

The final hierarchy of development regions is shown below:

9 8 8
8
7
6
£5
& 4
3
2
1 M Year 2001
0 M Year 2016
&

Regions

Figure 2: Final Hierarchy of Regions (prepared by the author based on their own
calculations)

According to the data in figure 2, a change of leadership is noticed. The South-East region
misses one rank (it moves from the top to the second place). Six of the eight development
regions have changed their rankings and two have maintained theirs. Of the six regions that
have changed their rankings, three have climbed and three have dropped in the top. The most
spectacular climb in the top is the Center region, ranking from fourth to first. The biggest drop
in the top is the West region, ranking from second to fifth. The Bucharest-lIfov and North-East
regions have managed to climb one position each. Instead, the South-West region moves from
seventh to last.
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It can be seen that the Bucharest-1lIfov and South-West Oltenia regions are switching places.
The North-West and South-Muntenia regions have remained in the same positions, third and
sixth respectively.

5. CONCLUSION

The regions have different tourist potential and a different degree of capitalization, which
determines a certain hierarchy. The indicators chosen to prepare the classification have revealed
certain changes and also some position retentions of the regions (North-West and South
Muntenia). According to the number of national interest resorts, the most prosperous region in
2016 was the South-East region, being a region focused on seaside tourism. However, the
region was not at the top of the ranking as it used to be in 2001, being outranked by the Center
region. The latter reported significant increases in some indicators in 2016 compared to 2001.
The investments made in the field have led to: tripling the number of tourists (most of them
being attracted by the Poiana Bragov mountain resort); doubling the number of overnight stays;
growth by almost 2.81 times in the number of accommodation establishments and 1.94 times
in the number of accommodation places; increasing the length of upgraded roads - 2.3 times).
Compared to the Center region, the South-East region reported either comparatively lower
increases or even lower indicator levels. In our analysis, attention is also drawn to the West
region which has dropped three positions in the ranking. Although in 2016 as compared to 2001,
as awhole, one can talk about increases in the values of the indicators analyzed, however, under
the circumstances of different importance shares, the reported increases were insufficient to
keep the same ranking. Another very important conclusion is that the Bucharest-IIfov region,
the most developed region in Romania and at the same time the smallest development region,
ranks last in terms of tourism. It is the only region in the country that has only one resort (of
local interest). Nevertheless, the region manages to climb a ranking position (from eighth to
seventh) as a result of significant increases in the following indicators: number of tourists (more
than 4.2 times), number of overnight stays (over 3.4 times), number of accommodation places
(more than 2.4 times), number of accommodation establishments (more than 2.1 times). As in
the case of the West region, the increases in such indicators have proven insufficient to
significantly reduce distances from the other regions.
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ABSTRACT
Purpose: Evaluate the efficiency of internal audit in risk management strategies and come up
with recommendation on how internal audit can efficiently manage risk in star rated hotels
group “Budvanska rivijera”.

Methodology: In this paper the survey is applied as a method of scientific research. By this
survey a clear insight is given into the real contribution of the internal audit in business of the
company itself and how the work of internal audit reflects on the performance of the other
functions and business sectors over which internal audit has a control function. Therefore, a
conducted survey examined the settings and segments of the internal auditor's operations, rules,
procedures, and responsibilities.

Findings: It is expected that the results of scientific research paper show that there is a high
correlation between the function and importance of successful implementation of internal audit
with the success of hotel business. The best example for this is the company “Budvanska
rivijera”, whose primary factor is the tourist business in Montenegro. Permanent, continuous,
wholly-effective internal audit activities are constantly monitored across all sectors of the
business of this hotel company.

Contribution: The scientific contribution of the paper is to conduct a thorough research of all
the participants in the company's management, all business processes, business activities,
relations, rules and procedures, and empirical research in a comprehensive, systematic, and
holistic manner by covering scientific and theoretical definitions. It will help the professional
and scientific community in hospitality industry in the future work, both from a theoretical and
empirical standpoint.

Keywords: internal audit, internal audit effectivitiess, hotel sector

1. INTRODUCTION

The research paper deals with internal audit in the hotel industry. An analysis of the function
and importance of the internal audit service is showcased on the example of the hotel group
"Budvanska Riviera", which holds a key segment of Montenegro's tourist offer. “Budvanska
rivijera” is hotel chain that has 3950 beds, 1400 rooms and employs 550 workers in the season
with an annual turnover of over twenty million euros. The Hotel group “Budvanska rivijera” is
working on a new assessment of the value of capital for the needs of privatization and finding
an adequate model of restructuring. During last year, there were 560 thousand overnight stays,
which is an increase of nine percent compared to the previous year
(www.hgbudvanskarivijera.com/index.php/en).

212



33rd International Scientific Conference on Economic and Social Development — ”Managerial Issues in Modern Business” —
Warsaw, 26-27 September 2018

Notable growth was achieved on Western Europe markets, with an increase of 18%. The largest
share of the French market and in the total number of overnight stays, the EU participates with
nearly 40 percent. A significant increase in the number of guests was also recorded from the
Scandinavian market. The offer, the quality of service and compliance with the world tourism
standards have impacted the recovery of the Northern Europe emission zone markets, which
can be crucial for Montenegrin tourism and the quality in the upcoming years. These are the
markets which significantly contribute to the extended tourist season, and on the other hand the
continuity in the quality of the competitor's guest service, which has already been recognized
by professional tourist public, has been maintained and has positioned us on the map of the
travel destinations with growing interest. The return of West and North European markets to
the Montenegrin tourist destination gets back a tourist reputation and places it at the top of the
lists of tourist offers in the Mediterranean and Europe. The recorded results of this year's tourist
season, as outlined by Budvanska Riviera, have increased by 25% in revenues from the
arrangements for a period of ten months, while the revenues from the non-accommodation grew
by 19%. (https://budva.travel/). All results prove that 2017 is the year of records regarding
financial results. Novelty in the concept of work, at the request of tourist demand and tour
operators, is an extended work of the hotel Palas, which in November and December with
specially designed wellness, romantic and family package arrangements, achieved successful
results in the late post-season period. For the further development of the tourism industry of
Montenegro one of the basic problems is the lack of hotel capacity of high category. For that
reason the group is committed to the efforts to fully implement the construction and put into
operation the hotel Cristal Palas in Petrovac. The Hotel group “Budvanska rivijera” consists of
the following hotels: "Slovenska plaza”, "Mogren", "Castellastva”, "Aleksandar”, "Palas". The
importance of these hotels for the development of the overall economy is immense. Choice of
this particular topic is the result of the great importance that internal audit has in today's hotel
business of the company. It will demonstrate how important internal audit is to the performance
of the hotel group "Budvanska rivijera" by applying research techniques and elaborating the
implementation of all systems of internal audits and internal controls.

2. THEORETICAL FRAMEWORK OF WORK - OVERVIEW OF THE RESEARCH

According to authors Andri¢, Krsmanovi¢ & Jaksi¢ and their Audit, theory and practice, internal
audit is an independent assessment of a function established within the company to examine
and evaluate its activities as a service provided to that company. Internal audit can be viewed
as an organizational control that works by measuring and evaluating the effectiveness of other
controls. When an organization develops its own plan and then continues to implement it in
terms of business, it has to do something to monitor the operation to ensure the achievement of
the goals set. These further efforts can be perceived as controls. Although the function of
internal audit itself is one type of control used, there is a wide range of other controls. The
Institute of Internal Auditors in Florida, USA (https://na.theiia.org/Pages/IIAHome.aspx)
defines an internal audit as an independent appraisal function that is set up within the
organization to provide services to the organization based on the testing and evaluation
activities and the communication of the audit results. (Audit Committee Effectiveness - What
Works Best, The IlA Research Foundation, 2005., page 48). Since internal audit can deal with
any activity of the organization, the practice of professional internal audit has traditionally
expanded beyond the examination of accounting controls and financial accounts and reports.
(www.hgbudvanskarivijera.com/index.php/en). This was rarely the case because financial
audits and IT audits were the main focus for internal auditors. The role of the internal auditor
has evolved to present today a risk-based audit, resulting in a new definition. By this definition,
internal audit is an independent, objective assurance and consultancy activity designed to add
value and improve the organization's operations (Auditing standard no. 2 - An Audit of Internal
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Control Over Financial Reporting Performed in Conjunction with An Audit of Financial

Statements, Public Company Accounting Oversight Board, 2006., page 112.). It helps the

organization to meet its objectives by introducing a systematic approach in order to evaluate

and improve the effectiveness of risk management, control and management processes.

According to the American state manual, internal audit is the service of an independent and

objective assessment in an organization. It primarily provides an independent and objective

opinion of the Accounting Officer on risk management, control and management through
measurement and evaluation of their effectiveness in achieving the agreed goals of the
organization. In addition, the findings and recommendations of the internal audit are useful for
line management in the areas under audit. Risk management, control and management include
policies, procedures and tasks that are set up to ensure the achievement of objectives,
appropriate risk assessment, reliability of internal and external reporting and accountability
processes, compliance with applicable laws and regulations and compliance with standards of
conduct and ethical standards established for organization. All business systems, processes,
operations, functions, and activities in the organization are subject to the internal auditor's
assessment. The goal of the overall internal audit work is to provide a reasonable assurance
that: (International Standards on Auditing, Translation, Association of Accountants and
Auditors of Serbia, Belgrade, 2007, page 15.). a) the risk management system is efficient, b)
the internal control system is adequate, effective and efficient, c) the process of managing is
effective by defining and maintaining values, setting goals, monitoring activities and the effect
and define the liability measures. Andri¢, Krsmanovi¢ & Jaksi¢ in their fourth edition of Audit,
theory and practice (p.91) describe management as responsible for maintaining an adequate
internal control system for risk management in the organization. Internal Audit provides
confidence to the management, the board and the audit committee in terms of reviewing the
adequacy of these internal control systems. Internal Audit provides consulting services to help
promote and facilitate the development of effective risk management and internal control
systems. Additionally, and according to available resources, the audit should respond to
managerial requests regarding investigations into matters concerning issues of abuse, fairness
and compliance. According to above authors, the objective of the internal audit is to help
members of the organization, including those in the management and the board, in the effective
performance of their duties. (Audit, theory and practice, fourth edition, p. 109.). In the

International Standards on Auditing, Translation, Association of Accountants and Auditors of

Serbia we find that internal audit provides analysis, estimates, recommendations, advice and

information related to the activities under audit. (Belgrade, issue 2007, page 65). The field of

work of internal audit involves examining and assessing the adequacy and efficiency of the
internal control system of the company as well as the quality of the performance of assigned
responsibilities. According to the above paper (p. 114), internal auditors should:

e Examine the accuracy and completeness of financial and operational data, as well as the
means used to identify, measure, classify, and report such data.

e Examine the systems introduced to ensure respect for those policies, plans, procedures, laws
and regulations that could have a significant impact on operations and reports, and to
establish whether the organization adheres to them.

e Examine how to save funds and, if necessary, verify the existence of those funds.

e Estimate economy and efficiency of use of funds.

e Examine jobs and programs to determine if the results are in line with the set goals and
whether the jobs and programs are performed as planned.

The scope of the internal audit work included a systematic, disciplined approach to assessing
and improving the adequacy and efficiency of the risk management process, the control and
management process, and the quality of the performance of assigned duties. (above, p. 137.).
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Internal auditors, under adequate risk management, control and management processes, imply
those processes that the management has planned and designed in a way that provides
reasonable assurance that the organization's objectives will be achieved in an efficient and cost-
effective way. In order to achieve the goals of the organization, management must effectively
manage all processes, starting from planning activities and resources, approving activities and
transactions, monitoring effect, and checking whether the organization's processes run as
foreseen. According to the specialists from Ljubljana University, Odar, Korosec and Horvat,
internal auditing, considered one of the centrepieces of nowadays corporate governance, has a
relatvely short practice in their country. Apart from the law-obliging, required internal audit
units that were established by the industry laws in financial services, a tendency of growth of
non-mandatory, volitional internal auditing units is however evident, with the rising ranking of
expertise level of internal auditors amongst the Slovenian enterprises, as well as industry
practices related to establishing procedures, reporting lines, size and score of work of the units
as well as expertise of the internal auditors. As a bottom-line result, an analysis shows that a
developed countries guidelines and practices are followed throughout the process (Odar,
KoroSec& Horvat). Development and the cureent profile of internal auditing- the results of
internal auditing - results of the two empirical studies in Slovenia organisations 2006). Head of
Internal Audit, Mwirigi of Serena Hotels outlines the interconnectedness of change in process
related to the service offered to client and the change in processes of auditing such as the
likeliness of timely communication not being adressed to all or the absence of Board Risk and
Auditing committee parties. The study centers on the number of possibilities where an
untrustworthy party (from clients to vendors) can take advantage of situations not covered by
the secure and confident anti-fraud controls (Serens, & De Beelde 2006, Internal audirs
perception about their role in risk management, A comparison between US and Belgian
companies. Managerial Auditing Journal, page 38.). Partnership with management has shifted
the role of internal auditing from conventional to an ardent, value-added approach. The
expansion of internal auditors portfolio has been a center of talks for many years now, and the
change in practices of internal auditors is nowadays more obvious. The market requirements
have dictated such a shift in focus as well as a need to add value to a service offered to their
emloying institution. To name a few, Southcorp, KMPG and Qantas are opening opportunities
to the internal auditors to launch assurance based services this providing their managers with
possibilities to achieve organisational objectives (according to Bou-Raad, 2000, Internal
auditors and a value-added approach: the new business regime", Managerial Auditing Journal,
Vol. 15, page.185.). Choice for dealing with research paper in this field is that the internal audit
today in the modern conditions of business of the Montenegrin economy is only at the
beginning, in other words, it exists only formally. The rules, principles, procedures adopted by
the internal audit services are usually only of a formal nature and do not reflect in the essence
of business. This is not the case in Budvanska rivijera, which is what makes it an excellent
example of a successful company where the engagement of a quality internal auditor who has
his scientific research paper within the doctoral thesis on the topic of internal audit risk
management and, on the other hand, practical experience has been upgraded through work as
an internal auditors in the company. Montenegro as a country is a special region in the tourist
offer, and "Budvanska rivijera" is the key driver of the development of the tourism industry of
this country. It represents the only company in this country that has a developed internal audit
service that is constantly evolving in a way that its internal auditor permanently follows a large
number of professional conferences, sessions and practices both at home and abroad, and
continuously upgrades knowledge and skills in the area of an internal audit.
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3. METHODOLOGY OF SCIENTIFIC RESEARCH PAPER

Amongst numerous techniques and methodologies available to explore the importance and
efficiency of internal audit, we chose survey because it gives the opinion of all participants of
the survey research in a clear, identical and holistic manner. The survey conducted in January
2018 in the hotel group "Budvanska rivijera™ was carried out with the aim to analyze the
significance and level of implementation of internal audit in this hotel company which
represents the pillar of Montenegro's tourist offer. When forming a sample; out of all employees
we have been guided by the selection of top management employees whose work is directly
related to the internal audit service and whose opinion is relevant to our research. In this regard,
we interviewed the following employees: internal auditor, executive director, financial director,
director of legal services, and head of accounting. We believe that only these employees can
provide an independent, objective, professional, realistic and adequate response because their
work is directly or indirectly in conjunction with the functioning of the internal audit service.
Below, we have given a short elaboration of all the employees we have covered in the survey,
in order to prove the validity of just such a sample: The internal auditor is the head of the
internal audit department, who has established in the hotel group "Budvanska rivijera" 4 years
ago. Being an individual with a high level of education and holding that position for a year, he
has largely opened the way for the implementation of internal audit. He gave a systematic,
comprehensive and critical overview of the functioning of the internal audit sector in the hotel
group "Budvanskarivijera". Internal audit performed its function only through this person. The
Board of Directors and the Executive director's intention is to form an internal audit sector in
the middle of the current year, where the current internal auditor will get two associates. The
other respondent is the Executive Director of the company, who has several decades of
experience as Executive Director of the hotel group "Budvanska rivijera” and who is extremely
familiar with the business of the company itself. His opinion expressed through responses to
the questionnaire gives us fullness of business through the prism of management and simulation
to business processes, employees, personnel policy, risk assessment in the business system. The
next interviewee is a person who holds half of a century of work experience in the hotel industry
and in large part helps the work of the internal audit service. He is employed as an external
associate and member of the Board of Directors. When it comes to the expertise, credibility and
the importance of permanent decision-making, his attitude is extremely appreciated by the
management of the company. In addition to these respondents, the financial director and head
of accounting service were interviewed in order to indicate from the aspect of their sector the
main advantages and disadvantages of the functioning of the internal audit service and how
much it is in the function of the entire business. The Legal Service Director contributes to the
formation and preservation of the ethical code of professional practice of internal audit or
normative acts, the application of which contributes to the internal audit of the system in a
systematic, comprehensive, legal and full manner. The head of accounting service and the
financial director are in close relationship with the internal audit business because internal audit
is in the interests of the improvement of each sector individually. Its role is not to be a
"policeman” in the Hotel group "Budvanska rivijera”, but to contribute in a systematic, full-
fledged, convincing manner to the values of the company. In the end, the internal controller
who performs a lower level of operational internal controls has also been interviewed. The first
part of the questionnaire concerns the general characteristic of interviewed employees such as
age, gender, work experience, vocational training, and years of service in the hotel group
"Budvanska rivijera". The goal of the first part of the questionnaire is to get a sharp picture of
the surveyed top management employees. The aim of the second part of the questionnaire is to
investigate the importance of the internal audit service and to see to what extent the internal
audit service contributes to the business of the entire company. We also want to examine the
level of risk that we are experiencing in the business processes that we investigate using basic
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audit principles. The first ranking of the survey refers to the gender as shown in the following
table:

Table 1: Gender of the respondents

Gender | Number | Percentage
Male 6 85,71%

Female 1 14,29%
Total 7 100%

Source: Author
All respondents are male except for one (Executive director) who is a female. This first step is
more formal and has no impact on the importance of conducting an internal audit in the hotel
company. The second level of the survey refers to the level of education:

Table 2: Level of education of the respondents

Level of education Number | Percentage
Secondary education 0 0,00%
Higher education 1 14,29%
University degree 5 71,43%
Master Studies 0 0,00%
PhD Studies 1 14,29%

Total 7 100%

Source: Author

The largest number of respondents have a university degree i.e. faculty, while only one is at the
highest level - Phd studies and also only one with a higher education. However, we can conclude
with further analysis that the level of education is not a presentable indicator here, because the
person with the lowest level of education - the higher economic school has an extraordinary
business experience of half a century, which is of crucial importance for the integrity of the
hotel company's business and therefore great support for internal audit. When it comes to the
type of education, out of 7 respondents, there is only one of legal profession, while all other are
economic professions (predominantly the Faculty of Economics). In the following section, we
present a questionnaire that was given to abovementioned employees in order to evaluate the
relevance of the work of the internal audit in a more comprehensive way. Answers are presented
with grades from 1 to 5 where the grade 1 is the lowest grade and the 5 is the highest

1. How satisfied are you with the work of the Internal Audit Service in the area of activity
relevant to your business (grade 1 — I am not satisfied at all; grade 5 - completely satisfied)

Table 3: Satisfaction management of work of Internal Auditor

How satisfied are you with the work of the Internal Audit Service in the domain of activities
that is relevant to your business

Response to the question Number of responses

I am completely satisfied - grade 5
| am satisfied

I am moderately satisfied

| am not satisfied

I am not satisfied at all

ook ko

Source: Author
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The answer to this question is as follows: out of 7 respondents, 4 gave grade 5 - | am completely
satisfied, while one employee gave grade 4 and one gave grade 3. The basic analysis shows that
most of the employees have an internal audit function of importance in improving the efficiency
and effectiveness of the business because the primary and basic goal of internal audit as
independent and objective activity to contribute to the company's operations and to enable other
sectors to perform business tasks better, more efficiently and quickly. In this regard, internal
audit helps service and sector managers, while there is no direct impact on lower employees,
therefore the choice of respondents is reduced to the top management of the company.

2. How do you evaluate the professionalism of an internal auditor?

All employees responded to this question with a rating of 5 (maximum). Here we take into
account several important notes. The internal auditor who worked before the current internal
auditor had only 4 formal documents taken from other publications, so that the internal audit
function did not function properly. An internal auditor who is now working on two
international licenses of an authorized internal auditor, a doctoral dissertation in the field of
internal audit and every month goes on two to three workshops or scientific conferences
dedicated to his profession, whether in the field of internal audit, external audit, accounting,
estimates of capital values or risk management. Then the external audit gave an excellent
rating for the work of the internal auditor. Here, there is a limitation that the questionnaires
do not have essential knowledge in the field of internal audit, nor practical experience, so
this answer is based on the opinion of the internal auditor as a person, and not on the basis
of his audit reports.

3. How do you evaluate the PR skills, that is, the managerial and organizational skills of the
internal auditor?
In the answer to this question, out of 7 respondents, 2 respondents answered the grade 5, 3
of them rated 4, 1 respondent with grade 3 and one respondent with grade 2, with no
negative ratings. Here we quote the restriction that still there is no internal audit sector, but
the internal auditor's job relates to one person who is an internal auditor of the hotel group.

Table 4. Evaluate management and organizational skills of internal auditor

How do you evaluate management and
organizational skills of internal auditor?

Response to question Number of responses
Grade 5 2
Grade 4 3
Grade 3 1
Grade 2 1
Grade 1 0

Source: Author

4. How much do internal audit procedures, rules and strategies help you to perform semi-
annual and annual reports in your sector?
In response to this question, most employees responded very positively. Here it is
emphasized that the help of the internal auditor consists mostly in the formulation of the
appropriate measures, the rules, procedures and techniques of their activities, as well as the
formulation of reports by the directors of certain sectors, taking into account the techniques
and skills of creating internal audit reports.
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There is only one negative response from the director of the legal sector who is a person
with decades of experience and top-most knowledge of the acts and legal order where the
internal auditor does not interfere with his work.

Table 5: Procedures, rules of internal audit strategy help himin performing semi-annual and
annual inventories in the sector.

How much do the procedures, rules of internal audit strategy
help you in performing semi-annual and annual inventories
in your sector

Response to question Number of responses

Grade 5
Grade 4
Grade 3
Grade 2
Grade 1

| OO,

Source: Author

5. How do you assess professional ethics and moral code of the internal auditor.
In response to this, all employees gave a rating of 5. It is a person who is moral and ethical,

not convicted or punished, an example in every respect.

Table 6. Professional ethics and moral code of the internal auditor

Professional ethics and moral code of the internal
auditor

Response to question Number of responses
Grade 5
Grade 4
Grade 3
Grade 2
Grade 1

o000 o|N

Source: Author

6. How is organization of the work of the internal audit service with grade?
All employees have answered 5. We need to consider this with a restriction because the
employees do not have a realistic insight into the internal auditor's work, who is being alone
in the service without superiors and subordinates who could realistically answer this

question.

Table 7: Level of organization of the work of the internal audit service

How is organization of the work of the internal audit service with
grade

Response to question Number of responses
Grade 5 7

Grade 4 0

Grade 3 0

Grade 2 0

Grade 1 0

Source: Author
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I evaluate the business communication of internal audit with other sectors of the company
with grade.

To this question, three employees gave a grade 5, three employees gave a grade 4 and one
employee grade 3, as presented in the table.

Table 8: Business communication of internal auditwith other sectors

Business communication of internal audit with other sectors

Response to question Number of responses
Grade 5
Grade 4
Grade 3
Grade 2
Grade 1

OO || w|w

Source: Author

How do you evaluate the work of the internal audit service in the coming period? All
employees answered this question by grade 5 - excellent because the management plan of
the company's management is that with an internal auditor, an employee of the internal
auditing risk management expert and another employee form an internal audit department
that will provide continuous support to the improvement of hotel management.

What are the main disadvantages of internal audit according to your opinion?

Employees (everyone except one remained unresponsive to this question). Internal auditor
said that the only disadvantage is that there are no specialist courses in our country and in
the region that are specifically aimed at internal audit process in hotel industry, which is a
very specific activity.

The main barriers in the communication and implementation of internal audit are (please
specify):

Given that employees do not have direct insight into this profession, only the internal
auditor has given an explanation that the only barrier is that there is a lack of highly
specialized internal audit staff and internal audit in hotel management. The significance and
contribution of the internal audit service is that in the hotel group "Budvanska rivijera",
through the readiness and dedication of the internal auditor, who is systematic,
comprehensive, purposeful, in a holistic manner through the adoption of ten internal acts,
rules, procedures, guidelines for conducting business activities, procedures, rules and
internal controls among the employees and at the level of the Company's business sector,
organized better coordination and connection between them, which in many ways enhances
the level of work performed and contributes to easier audit at the level of the sector and at
the level of the entire hotel group.

The survey which was carried out showed this very clearly. In its internal acts and annual report,
the company's management stated the importance of internal audit and in its strategic plan for
the period 2018-2020 described the development at the level of the internal audit sector, which
once again confirms the significnce, functionality and importance of the internal audit service.
Internal audit has consistently controlled the legal regulations that determine the company's
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operations, including policies, principles, rules and guidelines issued by the competent

authorities that relate to the company and corporate governance. However, this does not mean

that the Audit Board should have exclusive control function. International Standards on

Auditing, Translation, Association of Accountants and Auditors of Serbia outline that the scope

of the internal audit includes several of the following activities:

e Monitoring of internal control. The management of the Company is responsible for
establishing adequate internal control and proper continuous attention.

e Examination of financial and business information includes an overview of the methods
used to identify, evaluate, classify, and report on such information, and in particular
examine items including transactions and processes testing.

e Overview of the economy, effectiveness and efficiency of operations, including non-
financial control of the company

e Review of compliance with laws, regulations and other external requirements and with
policies and directives of management and other internal requirements.

The scope of the internal audit work included a systematic, disciplined approach to assessing
and improving the adequacy and efficiency of the risk management process, the control and
management process, and the quality of the performance of assigned duties. The Audit Board
under the adequate processes of risk management, control and management processes implies
those processes that the management has planned and designed in a way that provides
reasonable assurance that the company's objectives will be achieved in an efficient and cost-
effective way.

4. CONCLUSION

The Internal audit in the hotel group "Budvanska rivijera" is organized as an independent and
special function performed by an internal auditor with a license. It has significantly contributed
to the improvement of the performance of the entire company's operations by creating
procedures, rules and principles of financial reporting, internal acts, guidelines for accounting
entry of business changes and creating business reports on daily and monthly, as well as at
quarterly and annual basis. The objective of the internal audit in the hotel industry is of
particular importance for the business of each segment of the company's management: finance,
accounting, procurement, plan and analysis, commercials, because it performs an audit of each
sector individually and the entire business process is being re-occurred among these sectors.
The survey carried out in the best way demonstrates the efficiency and effectiveness of internal
audit in the operations of the Hotel group "Budvanska rivijera"”. In order to effectively perform
the function of internal audit, a professional staff is required who in all segments know the
nature and character of the hotel business, but also auditing, managerial and other professional
knowledge and has a high level of professional practice. The results of scientific research work
can be of great use in the implementation of internal audit and internal control to the scientific
and professional public in the field of tourism and hotel management. It is of particular
importance to internal auditors in hotel companies, since the level of development of internal
audit in the hotel industry is at a relatively low level of development, and the application of
these knowledge and scientific results will significantly facilitate the work of internal auditors,
top management of hotels and financial sector managers. In addition, this work is of a great
importance for academic staff, professors and professional staff who are engaged in internal
audit. By applicaton of set methods the aim of this paper is to investigate the existing state of
involvement, as well as development perspectives of the effectiveness of internal audit in the
hotel bussines process. A survey conducted among the top management showed how high is
the importance of the internal audit function in the company y's bussines.
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There is aclear correlation between the level of impletetation of the internal audit in bussines
of ,,Budvanksa rivijera®, and the achievement of business plans which corresponds with the
organisation of the entire process of managing the company. The purpose and significance of
exsistence of internal audit is thus indicated in this work to underline its contribution to business
and business process, and avoid its consideration only as a cost to a hotel group. Through the
conducted survey research, he has seen how high the importance of internal audit is and how
much it contributes to ensure the business operations are implemented according to the
regulations, Rulebook of internal audit and standards. On the basis of the conducted research,
it proposes that further research in the context of internal audit focuses on the application of
auditing activities in certain proccess, procedures authorisations and responsibilities that
correspond with the Act of Internal Audit. The further research should also be directed towards
the nature of hotel business which shows seasonality the particular attemption should be paid
over risks and prevention of frauds through establishing certain measures of internal audit.
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ABSTRACT

This paper aims to present marketing methods aimed to improve the relationship between
companies and its clients. Marketing plays an increasingly important role in society, which is
closely linked to increasing competition and can influence positively or negatively the local,
national and global economy. Due to increased competition on the products and services
market, customer income and access to information, it is imperative to present methods that
will facilitate knowledge, understanding of their importance and their application by
companies. The most influential marketing people explore the frontiers of the most effective
communication between companies and customers, paying special attention to
telecommunication methods, to online ones, trying to create experiences and new consumer
habits to satisfy, in a higher level, the consumption needs of customers. Correctly understood
by some countries, the marketing manager allowed tremendous development of the respective
companies, a development that was not anticipated by a majority of the world's population a
hundred years ago. Company managers need to know client querries, recognize changes in
demand, to know what competition is doing, and provide the best value of money for their
products or services. By applying these methods, we will know exactly how many products or
services we can sell to the targeted target audience, which is the best selling price in relation
to customer income and cost of production, what is the degree of customer acceptance and
satisfaction, and also the most effective ways to attract and persuade customers to test, taste
and buy our products or services once, at least.

Keywords: Client querries, Companies, Competition, Economy, Effective communication,
Marketing methods

1. INTRODUCTION

Marketing is changing to meet the changing world. Marketing represent the activity that seeks
and identifies an organization's customer needs and querries, determines which target markets
it can serve best and designs the right products, services and programmes for the markets.
However, marketing is more than an isolated business function - it is a philosophy that is nedeed
in every organization, it is a way of thinking. The objectives of marketing is to design and offer
the customer satisfaction in a profitable way by building valued relationships with customers.
Marketing, is one of the most important and sensitive activity, deals with customers. Creating
customer value, satisfaction and needs are nedeed in our days. Marketing it is all about delivery
the delivery and customer satisfaction in a profitable way for the company. The aim of
marketing is to attract new customers by promising superior value, to keep current customers
by delivering what’s promised.

2. CUSTOMERS NEEDS, WANTS AND DEMANDS

One of the most basic concept underlying marketing it is about human querries. Humans have
more and more complex and new needs. These include basic needs for food, clothing, warmth
and safety; social affection needs; and individual needs for knowledge and comunication. These
needs are not created by marketers. When a need is not satisfied or acomplished, a person will
act in two two ways:
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1. search for an object that will suit for him/her; or
2. tryto reduce or change the need.

People engaged in any industry will try to find or develop objects that will satisfy customer
needs. People in less developed countries or areas will try to reduce their desires and satisfy
them with something available. Human wants are influenced by culture, access at information
and personality. A hungry person may want a vegetable, fruits and water. A rich person may
want a ham and matured chese, salad and wine. As a society evolves, the wants of its members
grow more and more. As people are seeing more objects that catch their interest, producers try
to create and offer more want-satisfying products and services. People have narrow, basic needs
(e.g. for food or shelter), but almost unlimited wants. They also have limited resources. But,
want to have products that provide the best quality-cost for their money. When backed by an
ability to pay - that is, buying power - wants become querries. Thus a Honda Civic means basic
transportation, low price and fuel economy. A Mercedes means comfort, luxury and status.
Given their wants and resources, people demand products which seems to be designed for them.
Outstanding marketing companies try to discover and create for their customers, wants and
demands. They conduct consumer and market research. They analyze customer complaint,
income levels, inquiry, frequency of buying, product changing periods, warranty and service
data. They train their employees to be on the look-out for unfulfilled customer needs. Observing
customers likes and dislikes is so important. Understanding customer needs, wants and
demands in detail provides important input for designing marketing strategies.

3. COMPANIES NEEDS TO OFFER VALUE, SATISFACTION AND QUALITY

Consumers usually can choose from a multitude of products that satisy a given need. What
produt will they will choose for acomplish their need? Consumers will buy the products or
services based on their perception of the value that the products deliver. The guiding concept is
customer value. Customer value mean his value for customer and the cost for the product. For
example, Federal Express customers gain a number of benefits. The most obvious is fast and
reliable package deliver;'. However, when using Federal Express, customers may also receive
some status and image values. Using Federal Express usually makes both the package sender
and the receiver feel more important. When deciding whether to send a packagevia Federal
Express, customers will weigh these and other values against the money, effort and psychic
costs of using the service. Moreover, customers will compare the value of using Federal Express
against the value of using other shippers-UPS,DHL, the postal service - and select the one
whisch he think that suit best. Customers often do not judge product values and costs accurately
or objectively. They act on perceived value. Customers perceive the firm to provide faster, more
reliable delivery and are hence prepared to pay the higher prices. The planning school aims at
developing planning instruments which help businesses in finding the right strategy. A main
assumption is that, by providing input which helps decision-makers in structuring their
thoughts, the quality of decision- making can be improved. It is assumed that decision-makers
have own theories, subjective theories linking success to its causes (see, e.g., Ferguson &
Dickinson, 1982; Hofer & Schendel, 1978; Ohmae, 1982). Peter Drucker, a famous business
management consultant, said, “Because its purpose is to create a customer, any business
enterprise has two and only two basic functions, marketing and innovation. Marketing is the
distinguishing, unique function of a business.” That’s really what it's all about. If you don’t
have customers, you don’t have a business. If they're not funding your business, you don’t have
one. Many times, the biggest mistake a company or individual makes is to focus mainly on their
product. Marketing is generally misunderstood or at least people have a wrong perception of
what it is. For the purposes of this P.U.M.P. System introduction, we can say that marketing is
“the continual education and gradual process of guiding of people in order to take a specific
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action.” Now what that means is I want to start a relationship. | want to start communicating
before you ever purchase something from me. | want people who never buy from me to refer
me to others. Often people wait for somebody to become a customer before they have the
system in place to get referrals. Just because somebody doesn’t want a red blouse, doesn’t mean
they can't tell it to their spouse, friend, or whoever wants a red blouse. If you are perceived as
an honest, worthy person, providing a great product or service, there are people who aren’t
necessarily in the market for your specific product or service who will refer you, so make sure
you take care of that. The first part of marketing is identifying and attracting prospects or
potential clients. Potential clients mean they're existing, they might want to read your article.
Prospects are more defined. So if | have a business article on sales and marketing then I may
be able to get a hold of a list or create a list of people who have purchased sales on marketing
articles before. The strategy for seizing a market niche requires segmentation. In the sales
strategies of the past, “the market” was regarded as a uniform whole. For more short-term,
flexible sales strategies, however, it is necessary to regard the market as multiple individual
segments. In the marketplace, companies must have the mobility to ward off the competitors’
strategic advances, like individual shipsinteracting in battle both to elude the enemy and deliver
devastating blows. Considering the market as a segmented marketplace broken down into a host
of individual elements implies a clear identification of the customers of each company. If a
company can “sell a product to anyone,” the product can be used for anything or for nothing. It
is thus necessary to determine with absolute clarity who the customers are, e.g., which lifestyles
they embrace, where they live, which age-group they represent, the annual income, and other
facts. After defining the target group, it is then necessary to offer products and services that
match their needs perfectly.

The 4 Life Cycle Stages and their Marketing Implications

Introduction 1 Growth Maturity Decline

A
Shake-out

Saturation

Sales

Take-off

+

| ' Time
* Low sales 1 * Increasing sales * Peak sales * Falling sales
* High cost per 1® Cost per customer falls | ® Cost per customer . » Cost per customer low
customer | » Profits rise lowest  » Profits fall
* Financial losses ' Increasing No. 1 * Profits high , * Customer base contracts
* [nnovative customers . of customers 1* Mass market * Number of competitors

* Few (if any) competitors . More competitors ' » Stable number . fall
: I of competitors

Fig. 1: The 4 life cycle stages and their marketing implications (www.obfuscata.com)
One of the most important fact is that every product or service will face the decline. The
desicions in this period of the product are veryimportant and the managers need to make some

crucial improvments. They need to rename, to improve the quality, to modify the price, to
change the aspect, or to stop the production.
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4. IMPORTANCE OF SOCIAL MEDIA

Social media marketing is an incredibly powerful tool and these days it is one of the single
biggest factors that a marketer can use to build their digital empire. In fact, social media is often
what really makes the difference between having a website and having such an ,,empire”. A
website on its own can make you money and it can promote your business — but it takes more
than that to build a brand and to have that ubiquitous presence that can help you to drive the
maximum amount of traffic to your monetization systems. Social media allows you to interact
with your audience, to get feedback, to hear suggestions and to communicate in a variety of
different ways. It lets you build brand visibility and it lets you drive visitors directly to your
site. This is why social media is so important and it*s why so many people and businesses are
hopping on board. In fact, 66% of marketers believe that social media is a core part of their
business (Salesforce), with 92% of respondents describing it as ,,important™ (Social Media
Examiner). 38% of companies are looking to increase their spend in this area. 66% of businesses
have a dedicated social media team according to Salesforce. But unfortunately, despite this
ubiquity of social media marketing, many of these companies are not actually getting the very
most out of their marketing efforts. Many social media marketers simply don“t know how to
allocate their resources with regards to social media and the result is that they often aren’t
getting anywhere near the increase in profits and brand awareness that they could be from it.

Total worldwide ecommerce
sales in trillions of U.S. dollars

Chart 1: Total worlwide ecommerce sales in trillions of U.S. dollars
(https://www.shopify.com/enterprise/global-ecommerce-statistics)

We can see that the total worldwide ecommerce sales (in trillions of Usd) will are growing from
1.3 trillions in 2014, to 4.5 trillions in 2021, whisch represent a grow of more than 300%.
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The 10 largest ecommerce
markets (by billion USD)

Japan @
$79

Fig.2: The 10 largest ecommerce markets expressed in billion USD
(https://www.shopify.com/enterprise/global-ecommerce-statistics)

The 10 largest ecommerce markets in the world are: China: $672 billion, United States: $340
billion, United Kingdom: $99 billion, Japan: $79 billion, Germany: $73 billion, France: $43
billion, South Korea: $37 billion, Canada: $30 billion, Russia: $20 billion and Brazil: $19
billion.

Top three payment methods used by online shoppers
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Chart 2: Top three payment methods used by online shoppers
(https://www.shopify.com/enterprise/global-ecommerce-statistics

Online payment methods weigh heavily on buying decisions and local preferences vary
depending on the country. It’s no surprise that in North America, credit cards are number one
by a mile. Digital payment systems like PayPal and Apple Pay are a close second.
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ABSTRACT

Social accounting is aimed at identify, measure and reporting on social and environmental
aspects related to the functioning of company. Thus, it is important to ensure the quality and
reliability of information generated by reports. For that reason, organisations around the world
are involved in development of norms, standards and guidelines concerning the reporting of
social and environmental information. At present, the most comprehensive tool in this field is
GRI Reporting Framework. The aim of the article is to identify the level of the use of GRI
Reporting Framework in the process of preparing social reports. The realization of the article’s
purpose was based on descriptive method consists of analysis of the subject-related literature
concerning social accounting and review of the GRI Reporting Framework documents. In
addition, the method of desk research, based on selected studies showing global practices in
the use these type of tools and on reports submitted to the GRI Sustainability Disclosure
Database and CSRinfo’s registry, were applied. Results of the research lead to the conclusion
that GRI Reporting Framework occupies a significant place in the process of social reporting
both on the global scale and in activities undertaken by companies operating in Poland. This
is due to the fact that it allows companies to select and disclose the most significant matters
related to economic, social and environmental impacts. However, the analysis of the content of
selected reports showed diversified range of indicators published by individual organisations,
with the result that comparison of their engagement and performance in the field of sustainable
development may pose a problem.

Keywords: GRI, reporting on social and environmental issues, social accounting

1. INTRODUCTION

In the context of growing importance of sustainable development and corporate social
responsibility, the success of modern companies depends not only on consideration the needs
and expectations of stakeholders and taking actions congruent with a broadly defined social
interest. It is also important to provide the data enabling an evaluation of the impact of these
activities on company's environment, both internal and external. Social accounting is the source
of this information. It is aimed at identify, measure and reporting on social and environmental
aspects related to the functioning of company. Organisations around the world, striving to
ensure high quality data included in social reports being the final product of social accounting,
are involved in development of norms, standards and guidelines concerning the reporting of
social and environmental information. At present, the most comprehensive tool in this field is
GRI Reporting Framework developed by Global Reporting Initiative. It is aimed at help
companies and governments worldwide in understanding and communicating their impact on
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key aspects of sustainable development. The aim of the article is to identify the level of use of
the GRI Reporting Framework in the process of preparing social reports. The realisation of the
article's purpose was based on the analysis of the subject-related literature and review of GRI
Reporting Framework documents. The reports submitted to the GRI Sustainability Disclosure
Database and CSRinfo's registry, were also analysed.

2. SOCIAL ACCOUNTING AS A SOURCE OF SOCIAL AND ENVIRONMENTAL
INFORMATION

The accounting is a primary source of economic information. By being a universal and flexible
system, on the one hand, it reflects the economic reality but, on the other actively participates
in its creation (Sniezek, Wiatr, 2012, p. 246). However, this reality is constantly changing.
Recently, the direction of these changes is dictated by the development of the concepts of
sustainable development and corporate social responsibility. Therefore, broader dimension of
accounting that is social accounting is discussed more and more nowadays (Michalczuk,
Mikulska, 2014, p. 199). Social accounting includes a set of organisational activities relating to
the measurement, analysis and reporting on social and environmental performance to all
concerned groups, both within and outside the organisation (Islam, 2015, p. 11). Understood in
this way, it is aimed at identification and presentation of social costs and benefits resulting from
the activities of a specific economic entity in a manner allowing to evaluation its progress in
the implementation of the concept of sustainable development (Gabrusewicz, 2010, p. 60;
Islam, Ahmed, Chowdhury, 2012, p. 1). A special role is assigned to appropriately constructed
subsystem of accounting, namely reporting. The data on social and environmental issues may
be disclosed within the non-financial statement, being an integral part of management report.
However, more and more often companies go beyond the scope of obligatory reporting by
preparing a separate non-financial reports. In recent years, social reports are becoming a key
final product of social accounting (Michalczuk, Konarzewska, 2018, p. 136). They present
comprehensively the economic, social and environmental actions undertaken by companies in
the interest of selected groups of stakeholders within a strictly defined time frame (Wrdbel,
2016, p. 85). Increasingly, companies also choose to prepare an integrated reports which
provide an opportunity to include in one document information being generated by financial
statement and the data concerning economic, social and environmental aspects of the
functioning of organisation. Integrated reports inform about overall business activity by
presenting the way in which “organisation’s strategy, governance, performance and prospects,
in the context of its external environment, lead to the creation of value over the short, medium
and long term (1IRC, 2013, p. 7)”. Social reporting brings tangible benefits to both companies
and the environment in which they operate (Fifka, Adaui, 2015, p. 291). It is one of the most
important elements of company's transparency which is necessary to conducting business
according to principles of sustainable development and to building trust in relationships with
stakeholders. The data generated within a social reports also allow to verification of the set
objectives as well as measuring the company's impact in many aspects of its operations. From
the company's point of view, they create a possibility to identifying the opportunities and threats
coming from the environment as well as to specifying the implemented strategies.

3. GRI REPORTING FRAMEWORK

Social reports being the final product of social accounting should be a reliable source of
information on social and environmental issues. Therefore, more and more often, discussions
are not related to relevance of reporting these issues but to proper selection and presentation of
information. It is important that they are based on specific norms and standards. Undoubtedly,
a reliable solution is the preparation of social reports on the basis of GRI Reporting Framework
developed by Global Reporting Initiative - an independent international organisation, founded
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in 1997. GRI Reporting Framework is aimed at understand the relevance of companies'
communication about their impact on key aspects of sustainable development such as: climate
changes, human rights, governance as well as social well-being. In consequence, this should be
reflected in taking real actions bringing widespread economic, social and environmental
benefits (About GRI...). Cooperation between representatives of scientific communities,
specialists and business practitioners from around the world is the foundation of Global
Reporting Initiative's activity (Pakowska, 2012, p. 548). The continuous consultations based on
exchanges of experiences contribute to improving the GRI Reporting Framework in a way that
makes it a reliable source of information for a wide range of stakeholders (Global Reporting
Initiative, 2011, p. 2). Consequently, GRI Reporting Framework is better adapted to the current
needs of both reporting companies and the information's recipients - particular groups of
stakeholders (figure 1).

D — 2002 2011 2016
GRI G2 GRIG3.1 « New and GRI Standards
updated
i » Update of « Stronger focus disclosures
The first global performance on reporting « Extanded concerning )
guidelines for indicators and principles, new guidance on governance, * More flexible
comp(eher)glve their grouped structure of gender human ethics and Stl’UCtl.Jre, clearer
sustainability into three disclosures on right’s and integrity, requirements,
reporting categories management impact O’n local anticorruption and simpler
(economic, approach community and greenhouse language
social and gas emmisions
environmental)
2000 2006 2013
GRI G1  — GRIG3 e — GRI G4 e ———

Figure 1: Steps in the evolution of GRI Reporting Framework (Source: Authors’ own work
based on: Villiers, M@honen, 2015, p. 218; Tencati, 2015, p. 216; Tencati 2010, p. 423;
Paszkiewicz, Szadziewska, 2011, p. 633; GRI’s History...)

Since the founding of Global Reporting Initiative, five versions of guidelines for sustainability
reporting have been published. It was not until 2016, after numerous consultations, that GRI
Standards - the set of first global standards sustainability reporting, have been prepared. An
important issue is that from July of 2018 they constitute the only acceptable version of GRI
Reporting Framework. Until then, organisations in the reporting process had an opportunity to
choose between the latest GRI Standards and the GRI G4 guidelines. The GRI Standards are to
be more understandable, better structured and easier to use than previous G4 version (G4
Guidelines Transition to Standards...). 1t should be emphasized that the reporting principles are
the ones of the most important elements included in the GRI Standards. The main task of their
application is to help organisations in selection of issues and the methods of their disclosure.
They are aimed at ensuring data transparency, treated as a value and a goal of sustainability
reporting (Samelak, 2013, p. 59-60). As in previous versions of GRI guidelines, the principles
were divided into two groups: principles for defining report content and principles for defining
report quality (table 1).

Table following on the next page
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Table 1: The principles of non-financial reporting according to the GRI Standards (Source:
Authors’ own work based on: GRI Sustainability Reporting Standards..., 2016)

Reporting Principles for defining report content

The reporting organisation should identify its stakeholders, and explain how it has responded to their

The report should present the reporting organisation’s performance not only in the context of business strategy

Stakeholder

inclusiveness reasonable expectations and interests
Sustainability

context but also in the wider context of sustainability
Materiality

The report should cover issues and indicators that reflect the reporting organisation’s significant economic,
environmental, and social impacts

Completeness

The report should include coverage of material topics, sufficient to reflect significant economic,
environmental, and social impacts, and to enable stakeholders to assess the reporting organisation’s
performance in the reporting period

Reporting Principles for defining report quality

Balance

The reported information should reflect positive and negative aspects of the reporting organisation’s
performance to enable a reasoned assessment of overall performance

Comparability

The reporting organisation should select, compile, and report information consistently in order to enable
stakeholders to analyse changes in the organisation’s performance over time, and their comparison relative to
other organisations

The reported information should be sufficiently accurate and detailed for stakeholders to assess the reporting

The reports should be prepared on a regular schedule so that information is available in time for stakeholders

The information should be disclosure in a manner that is understandable and accessible to stakeholders using

The information and processes used in the preparation of the report should be compiled and presented in a

Accuracy organisation’s performance
Timeliness to make informed decisions
Clarity that information
Reliability

way that can be a subject to examination, and that allows to establish the quality and materiality of the
information

A key tools of GRI Standards are the indicators, which contain basis information about an
organisation and its approach to management. They also enable communication on company's
engagement and performance in three fields of sustainable development (table 2).

Table 2: The structure and scope of disclosures covered by the GRI Standards (Source:
Authors’ own work based on: GRI Sustainability Reporting Standards..., 2016)

General disclosures Management approach

» Organisational profile

Strategy

Governance

Ethics and integrity

Stakeholder engagement

Explanation of the material topic and its Boundary
The management approach and its components
Evaluation of the management approach

» Reporting practice

Economic topics Environmental topics

» Economic performance .
» Market presence

* Indirect economic impacts
» Procurement practices

» Anti-corruption

» Anti-competitive behaviour .

Materials

Energy

Water and effluents

Biodiversity

Emissions

Effluents and waste

Environmental compliance

« Supplier environmental assessment

Social topics

Employment

Labour/management relations
Occupational health and safety
Training and education
Diversity and equal opportunity
Non-discrimination

Rights of indigenous peoples
Human rights assessment
Local communities

Supplier social assessment
Public policy

Customer health and safety

Freedom of association and collective bargaining
Child labour

Forced or compulsory labour

Security practices

Marketing and labelling
Customer privacy
Socioeconomic compliance

It should also be emphasized that every organisation must declare its report to be in accordance

with the GRI Reporting Framework.
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As was the case with the GRI G4 guidelines, there are two options for preparing a report in
accordance with the newest GRI Standards: core and comprehensive. The report prepared in
accordance with the core option must contain minimum information needed to understand the
nature of the organisation, key areas of activity and its effects. In contrast, the comprehensive
option requires to report all the topic-specific disclosures for each material topic covered by the
GRI Reporting Framework (GRI Sustainability Reporting Standards..., 2016).

4. THE USE OF GRI REPORTING FRAMEWORK IN SOCIAL REPORTING

The use of GRI Reporting Framework is becoming a common business practice. This is
reflected in results of research concerned with trends in social reporting among 4900 companies
in 49 countries, which have been described in the report ,,The road ahead. The KPMG Survey
of Corporate Social Responsibility Reporting 2017”. Approximately 63% of all analysed
companies referred to GRI Reporting Framework. This percentage is even higher among 250
largest companies in the world by revenue. More than 75% of them have prepared their reports
on the basis of Global Reporting Framework (KPMG, 2017, p. 28). The GRI G4 guidelines
received the most attention among the companies reporting in accordance with the GRI
Reporting Framework. They have been used in approximately 88% of reports. It should be also
noted that although the newest GRI Standards have become effective since July of 2018, every
tenth non-financial reports were prepared by using them (KPMG, 2017, p. 28). The increasing
importance of GRI Reporting Framework in a companies’ practice is also confirmed by the
analysis of reports registered in the GRI Sustainability Disclosure Database (figure 2).

—GRIGL L= GRI G2 dasd GRI G3

=== GRI G3.1 == GRI G4 IGRI Standards

wmmsm Citing - GRI* === Non - GRI e Total number of submitted reports

6964
7000 - 5873 6315 6103
4 5250

6000 4655
5000 - 3930
4000 -

3000 - 1504|2976 (

2000 - 995

684 o1
1000 4 12 | 48 | 132 | 162 | 183 | 317 | 443 'ﬁ— =
O — | || “ E | e | ol

1999 2000 2001 2002 2003 2004 2005 2006 2007 2008 2009 2010 2011 2012 2013 2014 2015 2016 2017 2018*

#“GRIG3 HGRIG4 BGRIG3.1 =Citing-GRI GRIG2 OGRIG1 mGRI Standards

GRI Reporting
Framework;
35696

* As of 18.08.2018

** Reports that make specific reference to or use elements of GRI’s guidelines but do not
include a GRI Content Index

Figure 2: Total number of reports registered in the GRI Sustainability Disclosure Database
(Source: Authors’ own work based on: GRI Sustainability Disclosure Database...)
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Approximately 50.000 of social reports were registered since the founding of GRI
Sustainability Disclosure Database. An important issue is both the gradual increase in number
of submitted reports and the fact that vast majority of them (73%) were prepared in accordance
with regulations developed by the Global Reporting Initiative. For that purpose, the guidelines
in versions: GRI G3 and GRI G4 were the most frequently used. It should be underlined that
companies also prepared their reports on the basis of the GRI Standards. Between 2016 and
2017, the total of 73 such reports were submitted. In 2018, the one-quarter of all reports
registered in the GRI Sustainability Disclosure Database were prepared in accordance with GRI
Standards. When analysing the level of use of the GRI Reporting Framework by geographical
segments it turns out that it is most frequently used in reports registered by companies from
Latin America and the Caribbean (85%). Subsequently the Europe (74%), Asia (72%), Northern
America (71%) and Oceania (71%) are classified. The lowest rate of use of regulations
proposed by GRI (49%) can be noted in reports submitting by companies from Africa (GRI
Sustainability Disclosure Database...). When comparing this information with the practice of
Polish companies, it can be stated that despite the fact that number of Polish reports registered
in the GRI Sustainability Disclosure Database significantly deviates from the world’s best
performances, however, the level of use of the GRI Reporting Framework puts Poland above
global average (figure 3).

L= dGRI G2 kel GRI G3 === GRI G3.1
== GRI G4 === Citing - GRI === \Non - GRI
e Total number of submitted reports
= =43 4
40 - 36

29
30 - 23

20 A . 10 14
o s et BB LD ;
0 = :

2004 2006 2007 2008 2009 2010 2011 2012 2013 2014 2015 2016 2017 2018*

OGRI G2 = Citing -GRI EGRIG3.1 BGRI G3 E GRI G4
Non-GRI
63 GRI Reporting
Framework
237
* As of 18.08.2018

Figure 3: Number of reports in the GRI Sustainability Disclosure Database submitted by
Polish companies (Source: Authors’ own work based on: GRI Sustainability Disclosure
Database...)

Out of all 300 reports submitted in the GRI Sustainability Disclosure by Polish companies as
many as 237 (79%) have been prepared on the basis of the GRI Reporting Framework.

L As of August 2018.
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The GRI G4 guidelines (108 reports) were the most frequently used version of regulations
developed by GRI. Subsequently, the GRI G3 guidelines (60 reports) and the GRI G3.1
guidelines (54 reports) were applying. The reason for this is fact that it is only since 2013 that
the increase interest in publishing this type of reports by polish companies has been observed.
It should be emphasized that companies operating on the Polish market can register their social
reports not only in the GRI Sustainability Disclosure Database. They also have an opportunity
to publish them to the registry maintained by CSRinfo - an educational and consulting
company, which is an official partner of the Global Reporting Initiative in Poland. Until now,
375 reports have been registered there, of which 66% were prepared in accordance with the
GRI Reporting Framework (CSRinfo,...). It is important to note that reports prepared by
particular companies differs on scope of the information presented. In order to show the key
areas and aspects of reporting in accordance with regulations prepared by Global Reporting
Initiative, the reports of four Polish organisations were analysed? (table 3).

Table following on the next page

2 The selection of these reports had been dictated by fact they were prepared in accordance with the GRI Reporting Framework.
Also because they were published in 2018.
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Table 3: Reporting on GRI indicators in non-financial reports registered in the CSRinfo
database in 2018 (Source: Authors’ own work based on: Raport odpowiedzialnosci Grupy
Agora..., 2018, Raport zrownowazonego rozwoju MPWiIK S.A. ..., 2018, Raport zintegrowany
LPP..., 2018, Pierwszy Raport Spoteczny FHO..., 2018)

St. .
Christopher’s MPWiIK LPP

Oncology er(\)lda (GRI
Hospice Standards
! (GRI
Foundation G4) )
(GRI G4)

Agora
GRI indicators (GRI
G4)

Organisational profile
Strategy
General Ethics and integrity
disclosures Governance
Stakeholder engagement
Reporting practice
Explanation of the material topic and its Boundary
The management approach and its components
Evaluation of the management approach
Economic performance
Market presence
Economic Indirect economic impacts
topics Procurement practices

Anti-corruption

Anti-competitive behaviour

Materials

Energy

Water and effluents
Environmental  Biodiversity

topics Emissions

Effluents and waste
Environmental compliance
Supplier environmental assessment
Employment
Labour/management relations
Occupational health and safety
Training and education
Diversity and equal opportunity
Non-discrimination
Freedom of association and collective bargaining
Child labour - - - -
Forced or compulsory labour - - - -
Security practices - X - -
Rights of indigenous peoples -
Human rights assessment -
Local communities X
Supplier social assessment -
Public policy
Customer health and safety
Marketing and labelling
Customer privacy
Socioeconomic compliance

Management
approach

XX XX XXX | XX

VX XX XXX XXX XX

XX X XX XXX XXX XX

VXX (X

VXX

VXX XXX X XXX XXX XX XXX

VXXX X [ XX

X XX XXX [ XX

VXX XX XX

Social
topics

XXX X |
XX XXX
VXX

X - this means that at least one indicator in a given category was disclosed

The reports analysed contain indicators relating to all categories characterising the organisation
concerned and its management approach. The situation is clearly different in the case of top-
specific disclosures within each of three areas of sustainable development. When analysing the
scope of economic disclosures, it can be noted that reports prepared by Agora and St.
Christopher’s Oncology Hospice Foundation include indicators relating to four topics. In the
case of reports of MPWIK and LPP, the indicators relating to two and one economic topics
respectively, can be found. The situation is different within the environmental area. Two
organisations covered in the survey (Agora and LPP) publish indicators relating to five topics.
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The report prepared by MPWIK includes references to four topics. In contrast, St. Christopher’s
Oncology Hospice Foundation disclose indicators focus on only one aspect, namely
environmental compliance. Agora’s report, also within the social area, has the most
comprehensive approach to reporting on GRI indicators. They relate to eleven aspects of
company’s social activity. Subsequently, the reports prepared by LPP (eight topics), MPWiK
(seven topics) and St. Christopher’s Oncology Hospice Foundation (six topics) are classified.
The conducted analysis also allows to indicate the key economic, social and environmental
categories that have been included in reports. They mainly concentrate on issues relating to
local communities and customer health and safety. By contrast, the least attention is paid to the
aspects such as: market presence, procurement practices, biodiversity, freedom of association
and collective bargaining, child labour, forced or compulsory labour, rights of indigenous
peoples as well as human rights assessment.

5. CONCLUSION

The development of social accounting is reflected in evolution of reporting system. This is
caused by the fact that results of the measurements carried out within the social accounting
must be reflected in reports prepared by the companies. Social reports are the basic source of
information concerning social and environmental issues. It is important that they are not only
good quality but also reliable and transparent. This is ensured by preparing reports on the basis
of the GRI Reporting Framework, which is aimed at create a generally accepted framework for
reporting on economic, social and environmental aspects of the organisation's functioning. GRI
Reporting Framework is updated constantly in order to be better adapted to the needs of both
reporting companies and particular groups of stakeholders. The GRI Standards published in
2016 are currently in force. The main aim of introducing them is to increase availability of GRI
Reporting Framework to reporting organisations through the use of more flexible structures and
clearer requirements. It should be emphasized that GRI Reporting Framework is becoming a
widely used tool in the practice of social reporting as indicated by analysis conducted in the
article. This is due to the fact that it defines comprehensively what a properly prepared report
should contain. GRI Reporting Framework includes not only general principles and guidance
facilitating the reporting process but also indicators, by means of which companies have the
opportunity to measure and communicate their impact on the environment.
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ABSTRACT

The success of enterprises in the conditions of globalization and hyper-competition depends on
the ability to cope with paradoxical strategies. Organizational ambidexterity is an example of
a strategy based on capability of exploiting the existing competencies while simultaneously
exploring new opportunities. The main goal of the article is to review contemporary definitions
of the ambidexterity and its usage in current organization theory. The author's goal was to
review the definitions and systematics of the concept and identify gaps in this area. The
contribution of the research is to highlight implementation dilemmas present in provided
literature overview. The element combining the definitions of organizational ambidexterity is
the presence of two opposite activities that must be simultaneously or sequentially combined.
Exploitation focuses on what the company already has and knows and is associated with such
concepts as efficiency, repeatability, stability, reliability, low level of uncertainty and high level
of success. Exploration focuses on what is to be discovered and is associated with low
efficiency, experimentation, flexibility, tolerance for errors, high uncertainty and low level of
success. The analysis shows that there is inevitable friction within the organization resulting
from the combination of conflicting processes. In particular, three areas of the most persistent
tensions are distinguished: around the strategic goal, around the customer orientation and
around personal motivation. Even if there is a consensus that organizational ambidexterity is
necessary several implementation issues remain unsettled.

Keywords: exploitation and exploration, org