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QUALITY MODELLING IN AZERBAIJAN
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Samadova Mehriban
Assoc. Prof.Azerbaijan State University of Economidgerbaijan
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Assoc. Prof.Azerbaijan State University of Economics, Azerbaijan
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Azerbaijan State University of Economics, Azerbaijan
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Azerbaijan State University of Economics, Azerbaijan

ABSTRACT
Azerbaijan are based on the principles of innovative management and this trend is the basis of
transition to a sustainable green economy. In this regard, sustainable water management and
its quality modelling become one of the most important factors liw dnuinclusive society and
to achieve sustainable management. The quality of surface water and groundwater is a crucial
factor for both aquatic ecosystems and beneficial uses of water resources. Water managers
want to be well informed on actual and exgectvater quality to be able to assess the effects
of pollution or hydrological changes, the need for mitigation and the effectiveness of costly
measures. Water quality modelling can provide the required information, accurately and in
great detail. Modellig is an essential tool for many water quality management supporting
studies, because only modelling allows for comprehensive and fully quantitative description
and prediction of the quality of water systems.
Keywords: Sustainable development, wateesources, sustainable managemegteen
economywater quality modellingwater systems, regulation

1. INTRODUCTION

Over the past few decades, environmental concerns have received growing attention.
Nowadays, climate change, pollution contraVerexploitation of fisheries, preservation of
biodiversity and water resource management constitute important public preoccupations at the
local, state and even world scales. Crises, degradation and risks affecting human health or the
environment, alongvith the permanency of poverty, have fostered public suspicion of the
evolution of technology and economic growth while encouraging doubts about the ability of
public policies to handle such problems in time. The sustainable development concept and the
precautionary principle both came on the scene in this cortexte recent years Azerbaijan

has succeeded to achieve a competitive economic structure based on information and
innovation, improve the living standards of society, providing -ujgality emplgyment
opportunities through reforms realized in public administration and economic management
during last decade. Policies and implementations targeted for raising economic welfare of the
society inevitably contribute to all pillars of sustainable devekagm
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Over the last years, the Republic of Azerbaijan has successfully identified political
development, administrative reform and comprehensive economic development as national
priorities in order to increase economic growth, alleviate povertyiaachployment. [2, 257].

Industry development brings with it ecological pollution and priority of scarce resource
management. In this contest management of water resources become an actual issue in public
governance. Water resource development in Azerbaiggnevolved as both economic and
popul ation growths have placed increasing de
the past 20 years. Problems of both the quantity of available water and its quality had to be
addressed. The overall framework fwater resources development is set by the national
government while actual implementation and management is largely left to the local level. This
places implementation close to the ultimate beneficiaries, and strengthens the link between
those providingthe service and those using the service. Local utilities have tended to be
monopolies, however, and have relied heavily on subsidies to keep prices down and avoid the
Amar ket test o o fcostcpacm@ & theirtpioduct. A aecemt déveldpmient
Azerbaijan has been the increasing use of private firms to provide. Specific services to local
water utilities (or, in some cases, to actually manage them on behalf of the local authorities).

Al t hough this 1 s not t he icsuilities thahis seénhnesoniepr i v a
countries, this expanded use of contracts and private service provision has improved efficiency
and reduced costs. More use of various innovative service provision modalities is expected in

the future and is an interestihgsson on mixed pubkprivate provision of a public service.

Another trend in Azerbaijan has been the consolidation of many small water service providers
into | arger aggregates. This enables the | ar
andtry to keep costs down. The one dimension of Azerbaijan water resources development that

is not as transferable to many other countries is the very large role of government subsidies at

all levels. Construction costs are heavily subsidized by the natgmvernment (with an
appropriate sliding scale of higher subsidies for agricultural uses, sewage treatment and waste
water collection, and lower subsidies for domestic water supply and industrial water supply).

The level of subsidies reflects both the apidind willingnesdo-pay of the water users, as well

as the public goods nature of certain services (such as wastewater treatment). However, in
Azerbaijan there are also subsidies for management at the local utility level. These result in
lower water pries to almost all users, and the subsidies both create continuing budgetary drains,
but also do not encourage water conservation
from having to pay most of their operating costs, and consumers view water &8¢ he ap er 0
commodity than it really is. Since market prices do not send full information on the costs of
supplying water, Azerbaijan has tried a number of different policy measures to encourage
conservation and promote better efficiency of water use. eTledude both traditional
command and control measures (especially important for pollution control problems) as well

as various econoniibased measures. Azerbaijan has used both types of measures extensively,
and, especially with the economic measures,ahgystem in place to generate revenues to help

pay for water systems operation and management (although the large role of subsidies makes
water relatively fAcheapero than it would oth
use of legal measwsdo set broad policy guidelines, and the use of annual plans to then design

the sustainable water resource management and their implementation [3. 134].

2. REGULATIONS ON WATER SUPPLY AND USE OF WATER

The main law on water supply and efficient use ofewaesources in Azerbaijan Republic
concludes AnDeveloping draft version of MCL N ¢
standards and tol erance i mi ts of wast e al
Environment al Commi t t ctirey,surfdc® Wader souicBsufdrre snpufe o r p
water contaminationo.
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State Committee on Environment and Control over Use of Natural Resources. Baku, 1994,
AStandardizing rules for use and protection
of Ministersof Azerbaijan Republic, October 15, 1988, article 8; Resolution 150 of the Cabinet
of Ministers of Azerbaijan Republic on Application of rules for paid use of water in Azerbaijan
Republic (1996). Rules for use of water objects for cultural and commumpgs®s, recreation

and sport purposes. Resolution 216 of the Cabinet of Ministers of Azerbaijan Republic (1998).
Allowable limits of detrimental effects to fishery water bodies. Resolution of the Cabinet of
Ministers of Azerbaijan Republic (1999). Rules &iate control over protection and use of
water bodies. Resolution 198 of the Cabinet of Ministers of Azerbaijan Republic (1998).
Regulations on development and application of limits for use of water. Article 8, (1998).
Counci | of Mi ni 206r Resadution 2?2 ofithe iCabmet &f dMinisters of
Azerbaijan Republic on Application of fees for use of natural resources, discharge of pollutants
into environment, and on use of funds formed from these sources (1992). Regulations on
processing, prepaiah, submission, state expertise, approval and application of systems for
comprehensive use and protection of water resourcasgicle 8 (1998), The Cabinet of
Ministers Resolution 206. Radiation Safety Norms QN 2.6.19I5(NRB-90); State Standard
287482. Drinking Water. Hygienic Requirements and Water Quality Control; SNIP
(Construction Norms and Regulations): For water treatment plants: SNIP 2834.@2ate
Construction Committee, 1985For waste water treatment plants: SNIP 2.0883 State
Constuction Committee, 1985. Resolution of the Cabinet of Ministers of Azerbaijan Republic
on approval of norms for maximum concentration limits of dangerous substances in air, soil
and surface water bodies. 2000. The main legislation relevant to EIA in Aaerisagiven in

Table 1. The Law states main principles of preservation of nature, rights and obligations of
government, public institutions and citizens in this area; determines objectives of users of nature
in conducting environmental monitoring, termi 0o fecol ogi c al i nsur anc
activities, and establishes volunteer and compulsory environmental audit of economic
activities. Basic responsibilities for violation of its requirements have also been formulated.

Tablel: Main environmental laws

Legislative Acts Year adopted
Sanitariarepidemiological Safety Law 1992
Radioactive Wastes Law 1994
Radiation Safety of Population Law 1997
Water Code 1997
Industrial and Domestic Wastes Law 1998
Environmental Protection Law 1999
Soil Code 1999
Environmental Safety Law 1999
Specially Protected Natural Areas and Objects Law 2000
Soil Productivity Law 2000
Protection of Atmosphere Law 2001
Source: own construction according to Ministry of Environment and NaRgaburces of
Azerbaijan

The law establishes basic standards of environmental quality, environmental requirements for
economic activities, and sets requirement for state and local environmental monitoring. Quality
of environment is included in environmehttandards: Maximum concentration limit of
noxious substances (MCLNS) in environment; Tolerance limits of noxious substances
discharged to the environment; Levels of radiation safety; Saiyaienic norms and
standards.
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Violation of abovementioned noms and requirements can result in termination or restriction

of business activity. The main goals and objectives of State Ecological Expertise (SEE) and
Public Ecological Expertise (PEE) are included in the Environmental Protection Law and
includes assesent and approval of EIAs and their role in environmental and construction
permitting. Implementation of recommendations of State Ecological Expertise is compulsory.
Public opinion is necessary for making optional or alternative decisions, but diffesant fr
environmental expertise (EE) and SEE recommendations, this is informative and suggestive.
Azerbaijan Republic is a member of international organizations on environment and
standardization. Partnership and Cooperation Agreement (PCA) between European Uni
member countries and Azerbaijan (signed on April 22, 1996 in Luxemburg) became effective
from June 22, 1999, which indicates high level of cooperation between the two sides. According
to article 50 of this agr ee meusetoftechzaruldsafi j an
the Union in this area and application of European standards and compliance evaluation

met hodso within ACooperation in the area of
article 50 of the Agreementi Env i r on me mt ¢ch alsz e@ralkaeinj ac o mmi t men
nati onal | egi sl ati on on t he basi s o f Eur

recommendation on involving South Caucasus countries in European Neighbourhood Policy
(ENP) was confirmed in Brussels Summit of heads of sttdsgovernments of European
Union countries held on 1¥8 June, 2004. Within the framework of European Neighbourhood
Policy AEUTFfAzpeerabnaiUnamnloi nt Pl an of Actionso
are recommended to Azerbaijan in this documémegrating into EU and international
legislation and management practices in the area of standards, technical regulations and
evaluation of compliance; Improving procedures and institutes for evaluating factors affecting
environment, including adoptirgnd applying relevant law®reparing framework legislation

and main procedures, and providing the planning for main environmental sectors, especially for
air quality, water quality, management of wastes, protection of environment classified in
national pan of actions on environment, and continuing the process pf adapting to European
requirementsComplete reconstruction of water supply and sewer systems of 43 cities and
towns of Azerbaijan and construction of relevant plants and networks is plannea théhi
framework of | and Il projects of National Water Supply and Sanitation Project financed by
World Bank. Suggested standards are Water Supply and Sanitation: British Standards (BS),
British Water Industry Standards (BWIS), DIN Standards, ISO StandaVdé/A (American

Water Works Association) Standards, European Norms (EN); Construction and
electromechanical equipment: British Standards (BS), DIN Standards, ISO Standards, AWWA
(American Water Works Association) Standards, European Norms (EN); Workiegtpron

Waste Water Treatment Plants: ATV 301 Standards.

3. WATER QUALITY MODELLING

The quality of surface water and groundwater is a crucial factor for both aquatic ecosystems
and beneficial uses of water resources. Water managers want to be well informed on actual and
expected water quality to be able to assess the effects of pothutiyalrological changes, the

need for mitigation and the effectiveness of costly measures. Water quality modelling can
provide the required information, accurately and in great detail. Modelling is an essential tool
for many water quality management supgpay studies, because only modelling allows for
comprehensive and fully quantitative description and prediction of the quality of water systems.
An ideal water quality modelling framework allows for the selection of components and
processes to tailor an plcation to the needs of the client. For specific water quality issues
prefixed configurations are used, such as the example in Figure 1.
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Figure I The components and processes configuration for eutrophication modelling
(Delft3D-ECO)

atmosphere

water quality . <
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pore water and particulate and deposited
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Source:Deltares Reports. Corporate Sustainability.
https://www.deltares.nl/en/abcus/annualreview/

A modelling framework has a modular structure, which makes it flexible in use and easy to
extend with new substances and water quality processeapjlisable for all relevant spatial

and temporal scales, even in anlioe 1D-3D coupling mode. The 1D, 2D or 3D computational

grids can be coarse or have a very high spatial resolution, as required for adequate answers to
water management questions. Fsx formulations range from a simplified approach to a
comprehensive, detailed kinetic approach. Addmodules are available for equilibrium and
kinetic chemical reactions. Apart from concentration fields in water compartments and bottom
sediment layersthe surface water quality modelling framework generates detailed mass
balances of simulated substances. [17]

Table2: The water quality processes

1. dissolved oxygen, organic matter (detritus)
2. inorganic and organic nutrients (nitrogehosphorus, silicon),
3. chlorophyll, phytoplankton species, microphytobenthos species, macrophyte sj

vegetation species, zooplankton, zoobenthos species (forcing)
4 carbon dioxide, methane

5. sulphate, sulphide

6. | organicmicropollutants (including EWFD priority pollutants)

7

8

heavy metals, iron

. bacterial contaminants (fecal coli, etc.)

9. | salinity, chloride

10. | suspended sediment

11. | any dissolved conservative substance

12. | pH, light regime, temperature

Source:Deltares Reports. Corporate Sustainability
https://www.deltares.nl/en/abcus/annualreview/
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Surface water quality models and groundwater quality models are usually coupled, traditionally
offline, to hydrological, hydraulic anglydrodynamic models, that provide computational grids

and flow, dispersion and temperature fields. Coupling proceeds mass conservatively, accurately
and smoothly, as it is fully automated. An example of a comprehensive modelling framework
is depicted in Fjure 2.

Figure 2: The components and processes configuration for eutrophication modelling

(Delft3D-ECO)
schematization schematization schematization
rainfall in- & outflows meteo forcing

control rules

1 e
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Source: Deltares Reports. Corporate Sustainability.
https://www.deltares.nl/en/abcus/annualreview/

Surface water quality modelling frameworks should be calibrated and validated thoroughly
before their application in projects or delivery to clients. For the calibration of groundwater
quality models goodata are often lacking due to very slow mass transport. Moreover, many
model parameters are spatially variable and therefore location specific. Groundwater quality
models are primarily used to predict trends, to compare different management scenatios, and
pinpoint monitoring locations that may provide crucial information. [17]

4. THE ROLE OF GOVERNMENT ON SUSTAINABLE WATER SUPPLY AND
CONSUMPTION

It is estimated that internal renewable water resources amount to about &/yi@aknAnnual
surfacerunoff is estimated at 5.96 Krand groundwater recharge at 6.513kof which 4.35

km? constitutes the base flow of the rivers. The estimated incoming surface flow is 25.38
km3/year, of which 11.91 kifrom Georgia, 7.50 kifrom the Islamic Republic oféan and

5.97 knt from Armenia. The Sumar River, with a total flow of 2.36%kmar, forms the border
between Azerbaijan and the Russian Federation. The total renewable surface water resources
(RSWR), including incoming and bordering flows, are therefotienased at 32.52 kityear.

In the case of the Kura and Aras Rivers, which flow through Turkey, Georgia, Armenia, the
Islamic Republic of Iran and Azerbaijan, discussions are under way on a water sharing
agreementThe groundwater resources are famfmrgtheir quality as mineral drinking water

and are also used for medical purposes. The Nakhchivan Autonomous Republic is especially
rich in mineral groundwatei.he basin of the Kura and Aras Rivers. This is by far the largest
basin in the country (excluty the occupied zone and the zone declared neutral in May 1994).
The Kura River rises in the Kars upland in northeast Turkey.
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It then flows into Georgia and crosses the border to Azerbaijan in the northwest. The total length
of the Kura River system is815 km, of which 900 km is located within Azerbaijan. The total
annual inflow from Georgia is estimated at 11.9F Khine Aras River also rises in the northeast

of Turkey. It forms the border between Turkey and Armenia, Turkey and Azerbaijan, the
Islamic Republic of Iran and Azerbaijan, the Islamic Republic of Iran and Armenia, and the
Islamic Republic of Iran and Azerbaijan again, before flowing into the eastern part of
Azerbaijan. About 100 km downstream of the border it joins the Kura River, whicimgesti

to flow southeast towards the Caspian Sea. The total inflow of the main branch of the Aras
River and its tributaries from Armenia and Iran is estimated at 13.4/féan, bringing the

total inflow into Azerbaijan to an estimated 25.38%kmaar [6].The Samur River Basin, located

in the northeast of the country. The Samur River rises in the Russian Federation and then forms
its border with Azerbaijan. Its estimated annual discharge is 2.36 talf of which is
considered to be available for Azerbaijdrhe river divides into several branches before
flowing into the Caspian Sea. On the taBl¢here are water supply of some big cities of
Azerbaijan republic. As seen from table consistent water supply rates of Mingechaur city are
higher than other citiest.is primarily due to the fact that, in the vicinity of the Mingechaur city
there is the huge reservoir of the country. Also till to the year 2008 total water consumption for
production in Ganja city was higher than other cities. From 2008 to 2014 Suihgeaekceeded

all other cities on water consumption for production needs. In the recent years capital city Baku

is most uses drinking water.

Table3: Regular and consistent water supply of some cities in Azerbaijan in.m

1992 | 1995| 1999| 2003| 2005| 2008| 2009 2010| 2011| 2012| 2013| 2014
- 1696 | 1817| 2236| 2224| 2485| 1891 | 1787| 1788 | 2204 | 2184 | 2469
Azerbaijan 1476
By Cities
Baku 570 | 245 164 771 711 | 414 419 335 284 | 425 419 | 459
Ganja 87 39 19 36 59 59 0,1 0,1 0,1
Mingechaur 11 7| 1526| 1297| 1283| 1215 833 639 767 | 991 930 | 936
Sumaét 777| 151 103 129 160 | 166 213 366 244 | 211 215 | 408
Shirvan 5 5 3 2 1| 622 416 437 469 | 574 614 | 645
the ratio of total water consumption for production needs (%)
Azerbaijan 30 l 44 ‘ 42 ‘ 50 ‘ 49 ‘ 55 ‘ 54 ‘ 51 ‘ 50 ‘ 51 ‘ 52 I 54
By Cities
Baku 58 53 61 76 73 65 65 47 51 59 63 60
Ganja 70 89 86 89 88 88 3 13 9
Mingechaur 0,6 0,6 50 50 50 52 50 49 50 50 50 50
Sumgat 72 60 44 71 84 89 68 62 56 54 50 67
Shirvan 0,7 0,9 0,5 0,3 0,1 50 50 50 50 50 50 50

The Caspian Sea coastal river basins in the northeast, between the Samur and Kura River
Basins. The Caspian Sea coastal river basins in the Lankaran region in the southeast, south of
reservoi
Most of this capacity, 21.04 kincomes from large dams, of mdten 100 million M. The
four largest reservoirs are the Mingacevir and Shamkir on the Kura River, the Aras dam on the
Aras River, and the Sarsang on the Terter River.

t he

Source: State Statistical Committee of the Republic of Azerbaijan
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Azerbaijan is party to three agreements with its neighbours on transboundary rivietstewit
Islamic Republic of Iran on the Aras River, with Georgia on Gandar Lake and with the Russian
Federation on the Samur River. No agreement exists regarding the Kura River, the most
important transboundary river in the region (UNECE, 2004). Issuestichtrmportance are

the sharing and joint management of the Kura and Aras Rivers and of the Caspian Sea to prevent
further pollution and ensure sustainable development of their resourcek997 the
Government of Georgia ratified an agreement with Aagah concerning environmental
protection, providing for cooperation in the creation of specifically protected areas within
transboundary ecosystenighe Caucasus Initiative, launched by Vmesident of Heydar

Aliyev foundation Mrs. Leyla Aliyeva and Gean Ministry of Cooperation and Development,
envi sages, among other things, the 1 mpl emen
Programme for Southern Caucasuso covering |
Georgia and Armenia. It will be implemizd in the nearest future and will facilitate to protect

and sustainable use of water resources in the region. A number of international organizations
have cooperated on initiatives in Azerbaijan in the field of ecology through the UN mission and
the UNDR Negotiations have been held with representatives of the UN, UNEP, UNESCO,
World Bank and environmental protection organizations of the CIS countries, USA, UK,
Germany, Turkey and the Islamic Republic of Iran. One of the results has been the adoption of
the AAgreement on cooperation in the field o
Azerbaijan and T+Arerdda,y2005).( Rdolsh 2PO0 GRA0@2, USAID, in
collaboration with Development Alternatives Inc. (DAI), implemented the South Caucasus
Water Management project. Its aim was to strengtheopeoation among water agencies at
local, national and regional levels and demonstrate integrated water resources management. In
parallel, between 2000 and 2006, the EU and the Technical Assistanceo@oemriih of
Independent States (TACIS) carried out the Joint River Management Programme on
Monitoring and Assessment of Water Quality on Transboundary Rivers for the prevention,
control and reduction of the impact of tramsundary pollution. The programnsevered four

basins, including the Kura River Basin. In addition, regional organisations such as REC, Eurasia
Foundation, and numerous local foundations have promoted national and regional activities
concerning water resources management and protectid&R|J2002).Between 2002 and

2007, OSCE realized the South Caucasus River Monitoring Project. Its general objectives were
to establish the social and technical infrastructure for a joint international Transboundary River
water quality and quantity monitog, data sharing and watershed management system among
the Republics of Azerbaijan, Georgia and Armenia. Project Reducing Transboundary
Degradation in the KurAras River Basin, implemented by the UNDP Bratislava Regional
Centre in collaboration with thel@al Environmental Facility (GEF), has involved four of the
basin countries: Azerbaijan, Georgia, Islamic Republic of Iran and Armenia. Efforts are being
made to involve Turkey in the project as well. The preparation phase, whiclusdad by
Sweden, bgan in July 2005 and will last 18 months. The objective of the project is to ensure
that the quality and quantity of the water throughout the Hues River system meets the

short and longerm needs of the ecosystem and the communities that rely upbwiit be

achieved by fostering regional cooperation, increasing the capacity to address water quality and
guantity problems, demonstrating water quality/quantity improvements, initiating required
policy and legal reforms, identifying and preparing ptyoinvestments, and developing
sustainable management and financial arrangements. Currently there are no water treaties
between the three south Caucasian countries owing to the political situation in the region.
Aggressive and occupation policy of Armargainst Azerbaijan in Nagorikarabakh is one

of the main obstacles, making it difficult for Azerbaijan and Armenia to sign a treaty even one
only relating to water resources management.



48th International Scientific Conference on Economic and Social Development
"Managerial Issues in Modern BusinéssWarsaw 25-26 Novembe2019

5. WATER TARIFFS, WATER SYSTEM CAPACITY

The appeal madOJISY wAzercod®nsi dered by Tari ff
have been fixedAt t he present 30.4 % of the costs of
and 28.3 % is formed by the costs spent on power supply. In addition, average monthly salary
inthe JointSt ock company is very | ower than averag
that the tariffs for the consumers using water as raw material have not been changed and stayed
in the present level. It means that the costs of the manufactysesdofcts using water as raw

material, as well as the prices of those products will be changed too. At the same time monthly
consumption norm upon the subscribers having no meter was reduced ficdm®@m in the

people consumption group and it means siiah subscribers will pay less means every month.
Letds state that mont hly per headriwmdste r ¢ on
countries. Taking into account the fact that the principal value cfiater is very lower than

the tariffs, the taffs on the services of water utilization were fixed as 30 copech pérfarm

Baku, Sumgayit, Ganja, Mingechevir, Shirvan, Khirdalan cities and Absheron region, 0,25
Manat per 1rifor the other regions including VAT, 1 Manat foon-population consumption

group upon all areas of the country, the tariffs on the services of floating of waste water was

0,6 Manat upon the population group and 0,30 Manat for the other users in the nexddimg.

into account the new norm, monthly atitwhal costs of a person will be 0,42 Manat in the cities

and 0,41 Manat in the villages after the tariff modifications. In its turn it means that the costs
upon water supply and sever services per head will be increased from 1.32 million Manat to 1.8
million Manat[11]. On the tablel there is prices of the tariff council of "Azersu" OJSC waste

water services, consumer consumption by regions, groups and classification on approval of the
tariff decision [11]

Table4: Tariffs, including VAT in Azebaijan (Martat

Types of services Consumer groups Unit of Tariffs,
measurement | (including VAT,
AZN)
1. Population, including:
1.1. Baku, Sumgait, Ganja, Mingechevir,
Shirvan, Khirdalan anébsheron 1m 0.30
l. Water supply
1.2. Other regions 1md 0,25
2. Other areas 1md 1,0
3. Those who use water as a raw materia 1me 12.0
The waste | 1. Population 1me 0,06
Il. water
discharge 2. Other areas 1me 0.30
Source: A Az er soureil ofAzerhaifarf ReguBlic i c e )
The tariff changes will contribute to payme

OJSC, economical utilization of water, prevention of squandering, increase of quality of the
services. The matters like increase of the numbers of the meters akomeiB to 94% on the
account of means assigned from the state budget, increase of level of collection were specially
noted and special recommendation were given on strengthening of the measures to be take in
this field while discussing the matter.

11$=1,70 AZN
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6. CONCLUSION AND POLICY RECOMMENDATIONS

The main directions we face with some constraints in the national situation regarding water are
following: Drinking water safety; Water pollution and quality; Water conservation and reducing

of a water losses and leakagdood flow and mud flow control; Dam safety and control,
Protection of coastal areas of the Caspian Sea level rising. Thehadiengen water sector

with regional or crosboundary impact are following; Integrated monitoring of the Kura and
Araz Rives; Integrated Monitoring and Watershed Management Plan for Samur River;
Integrated Monitoring of the river delta and equatorial marine of the Caspian Sea. Major
stakeholders in water sector are public sector (Governmental organizations, municipalities,
residential consumers) and private sector (Commercial organizations, farmer communities,
etc.). Development of a Strategy for Water Resources Numerous linkages exist between the
surface and ground water components of water catchment areas (or river bagdinisg a
different facets of water use, dictating the need for an integrated river basin management. A
new management structure should also be reflective of the following principles: The value and
use of water resources depend on the quantities and quabididgble and on the reliability of

both. The natural dry weather flow of surface waters derives almost entirely from ground
waters, while ground waters are recharged by percolation from the surface. Overexploitation of
surface water may reduce the capaof the water to assimilate pollution safety and adversely
affects fisheries and the environment. Fitness of water resources for their uses and protection
of the aquatic environment depends mainly on control of the aspects of water quality.
Uncontrolleddischarged at the surface may percolate underground, causing rising levels and
pollution, as in Apsheron. Conjunctive use of ground and surface waters (i.e., maximizing use
of ground waters when river flows are low and resting them when river flows dredag

greatly increase yield from existing resources. New urban and industrial development increases
not only demand for water resources, but also demand for wastewater disposal and surface
water drainage. Irrigational must be matched by drainage tacpsatié structure, and drainage
without adequate collector systems degrades river quality by increasing salt contént [7]
National Commission for regulation of Water resources should be set up and that water
resources management responsibilities, fireln@sources, and facilities be transferred to it
from the various bodies currently involved. A National Water Resources Strategy should be
developed within a National Water Sector Policy to articulate views on the nation's current and
future economic, saal, and environmental needs for sustainable management of water
resources. The strategy should be reviewed and rolled forward at regular (perhgparjwo
intervals. The strategy and updates should be ratified at the Country president Administration.
An overhaul and reorganization of information and monitoring systems, including field and
laboratory measurement facilities, should be undertaken. Its key elements include: specification
of information requirements; data quality requirements, particularlifoim metering and
environmental control procedures; specifications should be attainable and related to needs; and
effective data storage, processing (including validation), and dissemination to the point of use.
To develop the informatiegathering and pindevelopment processes and necessary skills, a
pilot water resources survey and planning exercise should be carried out in one subcatchment
area, where surface and ground waters are both significant and a wide range of uses exits.
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ABSTRACT
This study examined the role of entrepreneurship education in reducing unemployment in
Nigeria. The main objective of the study was to look at thsilmby of entrepreneurship
education in unemployment eradication in Nigeria. In the achievement of this objective,
guestionnaire was administered to 70 entrepreneurs in different locations in Nigeria to collect
needed information. The hypothesis formediatvas tested and analyzed using-§fjuare test.
Findings from the result revealed that entrepreneurship education has a positive significant
effect on unemployment eradication in Nigeria. Therefore, it is recommended that students be
encouraged to embeca entrepreneurship education or training in order for them to become
wealth creators by being sekliant. Also, there is the need to empower other vocational and
skills acquisition centres, by providing them with the necessary materials in entreprgpeurs
education, in order that they can assist in the development of entrepreneurial skills required by
individuals to set up cottage industries.
Keywords: Education entrepreneurial skills entrepreneurship educatipn Nigeria,
unemployment

1.INTRODUCTION

Despite the realization of the crucial role of entrepreneurship in economic development and
industrial recovery by governments in Nigeria since the late 1970s and particularly from the
1980s and its efforts in this regard, it is stifappointing to notice that entrepreneurial activities

are still low, training is almost neexistent, savings rate is still low, unemployment continues

to exacerbate, capacity utilization is low, manufacturing output continues to fall and small and
medium scale entrepreneurs are still not able to access enough finance for investments.
According to lhugba, Odii and Njoku (2013) entrepreneurship activities and innovative
ingenuity in Nigeria have developed enterprises in areas such as agricultuadliedrsolid
minerals, transportation, information and telecom, hospitality and tourism business, building
and construction, etc. Despite the human and natural resources that abound, Nigeria is still one
of the poorest countries in the world and has one ofigiigest rates of youth unemployment

in subSahara Africa. In respect of the above sad and deplorable situation, the government has
done little to reduce the misery and frustrations of the citizenry. This has foisted a state of
hopelessness on the majowtyyoung and old people who have resorted to any means including
crime to succeed in life. They resort to vices because they are not gainfully engaged. In other
words, they are unemployed; unemployed, not because they lack the qualification but because
the system has crippled politically, economically, semidturally and even religiously
(Anyadike, Emeh & Ukah, 2012). The need for entrepreneurship development in the country
today and specifically the Nigeria private and public universities is necegditatbee fact that
entrepreneurship development is a major factor in economic growth and development.

12
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Again among thousands of tertiary graduates produced by tertiary institutions in Nigeria every
year, only a few hundreds of them are lucky to securegmamloyment. Hence, going through

the higher institutions of learning and/or possessing professional qualifications in disciplines
like accounting, law, engineering, and medicine is no longer a guarantee for getting the desired
employment because of theristking economy. However, the way out is through encouraging

the development of entrepreneurial skills which can help to transform the challenges into
business opportunities (Odia & Odia, 2013). The economic environment in Nigeria has been
unstable for man years. Graduate employment has hitherto been affected adversely and
successive governments in Nigeria in the last 20 decades have tried to address this challenge
by adopting monetary, fiscal and industrial policies that are geared at reducing theehafh ra
unemployment in Nigeria without much success. To this end, the study examines the role of
entrepreneurial education in the reduction of high unemployment in Nigeria. The objective of
this study is to examine the possibility of entrepreneurship @dacat unemployment
eradication in Nigeria. Based on the objective, the study set out to give an answer to the research
question which is; what effect does entrepreneurship education have on unemployment
eradication in Nigeria? Further, hypothesis was tdated to get an empirical finding. iHO
Entrepreneurship education has no effect on unemployment eradication in Nigeria.

2. LITERATURE REVIEW
This section will look at some literature related to the research study;

2.1. Entrepreneurship Education

The first graduate course in entrepreneurship was offered at Harvard University by Professor
Miles Mace in 1947 (Katz, 2003, Vyakarnam, 2009). Fry (1992) observes that entrepreneurship
has been one of the fastest growing disciplines in the U.S.A in the 1988sd|rby the wake

of the 21st century, as many as 1600 universities in the Maonikrica were found to be
offering different courses in entrepreneurship when compared to merely two dozen in the 1970s
(Inegbenebor, 2005). In the U.K, the first few coursesntrepreneurship were launched in the

1980s together with the UK6s first initiat.i

Kirby, 1989 & 2005, Volkmann, 2004Y.he need for entrepreneurship education started in
Nigeria in the miel980s when theeconomy collapsed due to political instability and
inconsistencies in the sociatonomic policies of successive governments. This resulted in very
high youth and graduate unemployment (Arogundade, 2011). Graduates of tertiary institutions
were not havingound knowledge and skills which would make themsidnce. The lacuna

led to the introduction and emphasis on entrepreneurial education owing to the belief that its
introduction into tertiary education would lead to the acquisition of skills thaldvemable its
graduates to be saiéliant and consequently reduce unemployment problems (Nwangwu,
2006). Arogundade (2011) argues entrepreneurship education will equip the students with the
skills to be seHlreliant and task the government and other eilutatakeholders should make

sure that educational programme at all levels of education are made relevant to provide the
youths and graduates needed entrepreneurial Bkiltepreneurship education in the narrower
sense follows a direct approach, developg studentsbé competenci
intentions towards starting a business as a career option. According to Paul (2005), the
objectives of entrepreneurship education include: Offering functional education to the youths
to make selemployed andgelfreliant. Providing youth graduates with adequate training to the
creative and innovative in identifying novel business opportunities and establish a career in
small and medium scale businesses. Reducing the high rate of poverty angriamal
migration. Creating employment and serve as a catalyst for economic growth and development
among others.
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2.2. Causes of Youth Unemployment in Nigeria

In the study unemployment in Nigeria, Adebayo (1999), Alanana (2003), Echebiri (2005),
Ayinde (2008), Morphy (208), and Awogbenle and Iwuamadi (2010) have identified the main
causes of growing unemployment in Nigefiae first is the rapidly growing urban labour force
arising from ruralurban migration. RurdUrban migration is usually explained in terms of
pushpull factors. In addition to this, youth move to the urban area with the probability of
securing lucrative employment in the industri®guogbo and Joh#kamelu (2018). The
seconds is the accelerated growth ofutipopul a:
faceted. It affects the supply side through a high rapid increase in the labor force relative in the
absorptive capacity of the econoriluogbo and Joh#kamelu (2018). The third is the
outdated school curricula and lack of employed skill and theffas the rapid expansion of

the educational system which directly leads to increase in the supply of educated manpower
above the corresponding demand for them. This contributes to the problem of youth
unemployment in Nigeria.

2. 3. Chal | e nUnieessity Gfadudtes d RProfeésmnals

The importance of the development of entrepreneurial skills by every graduate cannot be
overstated because gone are the days when jobs were available everywhere both in the private
and public sectors of the economy @amdployers go about looking for potential employees to
employ. Indeed, in the past, it is the employers who go round universities and polytechnics in
Nigeria to hunt for potential graduates for employment. Then there were fewer universities and
polytechnis and University enrolment was low. Today, things have changed very significantly
such that many graduates of tertiary institutions are now sellers of recharge cards, some work
as bus conductors and other jobs not meant for graduates. The situatiocosanie tragedy

and waste! The question of choice of job or the type of employer is gradually being eroded each
year. Many graduates are now desperate to get just any kind of job just to make a leaving. Even
the professional disciplines like medicine, laecounting, and engineering and some few
others are now difficult in getting employment opportuniti&sployment prospects amongst
qualified graduates are faced with a lot of increasing competition and the job openings are
equally limited. From past expences, many graduates have always had a strong preference
for the industry or public sector practice but things have since changed. Even employment
opportunities in the public sector have also decreased. Indeed, job prospects have diminished
in both the pivate and public sectors. Added to this ugly situation are the increasing trend of
job outsourcing in almost every establishment, the increasing phenomenon of rightsizing of
labour among big firms and corporations, and the casualization of labour iil #rel @as
industry in the country. As a side effect, the figure of tertiary graduates who have not been able
to secure the first employment since graduation for upward of 5 years is on the increase and
even those with professional qualifications like M@ (NMA), Law (NBA), Engineering
(COREN) and Accounting (ICAN) are not spared from this ugly secmomic phenomenon.

Some graduates are even paid peanuts if they are lucky to secure paid jobs. University and
polytechnics graduates now fall back onith@wver qualifications like the School Certificates,
National Diplomas (ND) and Polytechnics (OND and HND) to secure menial jobs.

3. MATERIALS AND METHODS

The experience survey method involving the use of questionnaires was adopted for this study.
The Experience survey method is chosen in preference to other methods like content analysis
because of its capacity to measure human opinions and attitudes. This will enable the researcher
to generate valid information from samples of human elements thaeisgspondents of the
guestionnaires issued as described by Orodho (2009) as cited in Ekienabor and Arilesere (2018).

14



48th International Scientific Conference on Economic and Social Development
"Managerial Issues in Modern BusinéssWarsaw 25-26 Novembe2019

Data for this study were primary data generated from questionnaires distributed to a hundred
respondents randomly selected from the felderinistry of labour and productivity and some
ownership of small scale businesses in Benin City, Edo State. The data generated were then
subjected to a statistical test using -Sfuare statistics. The respondents were asked whether
entrepreneurship edatton has an effect on unemployment eradication in Nigeria. The table 1
below shows the response to the question.

3.1. Questionnaire Analysis

Table 1: Response to questionnaire

Option Number Percentage
Yes 70 70

No 30 30

Total 100 100

Source: Field survey (2019)

70% of the respondents were of the opinion that provision of social amenities by the
government will improve the performance of entrepreneurship and in turn economic
development of Nigeria.

4. MATERIALS AND METHODS

To achieve the stated objective, one hypothesis stated in NULL form is formulated and tested
as below:

1 Hypothesis 1:
Entrepreneurship education has no effect on unemployment eradication in Nigeria.

To test this hypothesis table 1 above walsjected to Chsquare statistical text through the
use of SPSS. The result of the analysis is presented in table 2 below:

Table 2: Chisquare test analysis

HypothesisOne
Chi-square 4.000
Df 1
Asymp. Sig. .046

a. 0 cells (.0%) havexpected frequencies less than 5 then minimum expected cell frequency
is 50.0.

1 Decision Rule:
Reject Null Hypothesis (Ho) if X2 calculated is higher than X2 tabulated and accept Null
Hypothesis (Ho) if X2 calculated is lower than X2 calculated.

i Decision:
From the result as shown above in table 2, X2 calculated is 4.000. At 5% level of
significance and 95% confidence level, X2 tabulated at a degree of Freedom of 1 is given
as 3.84.
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A look at both the chsquare calculated and tabulated compaggtias shown in table 4 reveals

that chisquare calculated is higher than-shuare tabulated. Therefore, the decision is to reject

the null hypothesis and accept the alternate hypothesis which states that: Entrepreneurship
education has a significant@positive effect on unemployment eradication in Nigeria.

5. CONCLUSIONS AND RECOMMENDATIONS

Entrepreneurship is essential for rapid and sustained economic growth and development. It

creates the required manpower and skills necessary for accelerated, grediaiced

unemployment and alleviates poverty. It is therefore strategic and important for Nigeria to
assign a significant and increasing role to entrepreneurship education in their effort to reduce
unemployment and revamp the economy if the aim of bewpmideveloped nation is to be
achieved. The importance of entrepreneurship education cannot be overemphasised since it is
very vital in the area of ensuring a steady supply of food and thereby checking the level of food
insecurity in the nation. Welmplemented entrepreneurship education can promote the growth

of Agro-businesses. Entrepreneurship education ensures proper utilization of a nation's vast

human and material resources. That is, it promotes local or indigenous technologies. With

Entrepreneurshi education on course, the entrepreneurial skills acquired by the

students/learners are better used in harnessing the nation's resources towards attaining optimum

utilization of resources. Based on the findings of this study the following recommendations a

made;

1. Students should be encouraged to embrace entrepreneurship education or training in order
for them to become wealth creators by being saiant.

2. Also, there is the need to empower other vocational and skills acquisition centres, by
providing ttem with the necessary materials in entrepreneurship education, in order that
they can assist in the development of entrepreneurial skills required by individuals to set up
cottage industries.
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ABSTRACT
Bikeracefi ARidefor Gi is a traditional bicyclerace of athletes recreationalathletesand
children whichis beingheld on the Island of G i rsipnce2005and is organizedby theGi r | e
EcologicalAssociationTheG i 1isfaralis thelargestpermanentlynhabitedislandof Gi b e ni k
- Knin County,buti t afssthe leastpopulatedisland by the older population.G i rsjared is
characterizedby unspoiled nature, valuable archaeological sites, its environment,rich
tradition andnaturalresourcesTheintentionof theassociatiorwith this projectis to maintain
thecontinuityof thecyclingrace,whichis a part of a larger projectof sustainablelevelopment
of the island wherefrom yearto year, the positive effectsof suchsportingeventshavebeen
multiplying: additionalextension®f thetrails on theislandandregulationof theenvironment
(whichalsohastheeffectfor preventiorof fire), local communityis mobilizedandvolunteering
hasbeenpromoted(thereforethe communityis beingstrengthened)tourist promotionof the
island is being supportedand also healthylifestyle and nature conservatiorwere promoted
throughcycling,whereall this elementsogethercontributedto raisethe quality of the cycling
tourismofferedon theisland. In the conductedesearchby meansof a surveyquestionnaire
amongparticipantsof thebikeracefi ARidefor Gi rexploresheimpactof cyclingon health,
relationshipbetweerparticipants'demographicharacteristicsandtheir attitudestowardsthe
cyclotourismofferof G i rsjared,their motivesfor participatingin therace, attitudestowards
theraceorganizationitself andproposedyuidelinesor improvemenby race participants.The
researchwasconductedor thepurposefor potentialopportunitiesaimingfor theimprovement
of therace organisationand explorationof attitudesof the race participantsconsideringit as
a cyclotourismmarket.
Keywords:i ARidefor Gi ristandof Gi rcyckng,cyclotourismattitudes

1.INTRODUCTION

Cycling hasa positiveimpacton humanhealthandin additionto sportspurposesandfor the
transportatiomeedsit is alsousedfor tourism.The CroatianTourism DevelopmentStrategy
hasrecognizedtyclotourismasa promisingform of tourismandit doesstriveto seeka special
attentionTheGi rsjaralis thefarthestislandof Gi b eamchipklagahathasnot beentourist
evaluated A Ridefor Gi is dtraditionalbicycleraceof athletesrecreationaindividualsand
childrenthatis held onthe Gi rlsjaed since2005,i t ddweredby the organizationof the
environmentalassociationG i r Qrganizationof bicycle raceis financed from the funds
receivedthroughthe applicationfor the projecttendersandfrom the donationfunds. During
race"A Ridefor Gi m 2018weresurveyedaceparticipantswith the aim of exploringtheir
attitudestowardthe raceorganizatiorandthe perceptiorof the G i rsjaredasa cyclotourism
destination.
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2. THE BENEFITS OF CYCLING FOR HUMAN HEALTH

Cycling is a form of a physicalactivity that effectively engageghe cardicrespiratoryand
metabolicfunctionsof the entire body andbrings significanthealthbenefits.For this reason,
cycling is recognizedas an importantpart for promotiona healthylifestyle, andcycling is a
significantactivity for achievingthe recommendeduidelinesfor the physicalactivity for the
maintaininghumanhealth.Cycling is a very healthyactivity that doesnot put burdenon the
joints and can be enjoyed by people of all age categories.Also, it is a fun, cheapand
environmentallyfriendly activity that can be carried out for transportation recreationand
sportingpurposesUnlike manysports,cycling doesnot requirea high level of skill or body
fitness.Cycling engagesa whole rangeof musclegroupsandimprovesmusclecapacityand
cardiorespiratoryendurancelf i t darsied out regularly, it preventsa numerouschronic
diseaseassociateavith immobility andalsohelpsto preventobesity.Proceededbservational
studieshavefound a stronginverserelationshipbetweenactive bicycle transportand overall
mortality andmalignancyin the middle-agedpopulationandalsothe elderly (Ojaetal, 2011).
Furthermore,intervention studiesthat were precededon the working-age population have
confirmedimprovementsn cardiovasculafithessanda reductionof risk factorsthatinduce
the cardiovasculadiseasen personaisinga bicycle asa meansof transportOja etal, 2011).
In additionto its indisputablebenefitsfor physicalhealth,cycling alsoenhancesomeaspects
of cognitivefunctionandmentalhealthin middle- agedandolderagedpeople(Leylandetal,
2019),aswell ashealthrelatedquality of life (Craneetal, 2014).

3. BICYCLE RACE i ARIDE FOR GI RBOR THE AIM OF DEVELOPING

CYCLOTOURISM

Cyclotourismwas createdas a combinationof environmentalbwarenessnd tourismtravel.

Insteadof travelling by other meansof transport,peopleare increasinglyproneto travel by

bike. Cyclotourismrepresentsinindependentycling trip thatsignify pleasureadventureand

autonomy(Bumbak,Gr u b 2047,pl 117). Themainfeaturesof cyclotourismare:

1. cyclotourism represents a form of tourism that dominantly takes placéighaalue,
ecologically preserved and attractive natural landscape.

2. cyclotourism represents a tourist activity that is minimally invasive in spatial terms, since

it usually does not result in large and irreversible interventions into the environment.

3. bydevel oping cyclotourism tracks, it os

pos

effectively way connect European regions thereby to increase territorial cohesion among

the EU Member States.
the use of a bicycle may improve the general health of thaerdsi

ok

the development of cyclotourism can increase the quality of tourists stay in the destination

and also led to increase of the living standard of the local population (Tourism Institute,

2015, p. 9).

Cyclinghasmanybenefitsit occupiedittle space,saveontime,andcyclingimprovespsyche
physical health. Cycling connectspeople, enablesthem to stay in touch with nature and
representshe freedomof movementof an individual. Throughthe low costof buying and
maintaininga bicycle, cycling reducesexternal costs (RupprechtConsult,2017). Average
cyclotouristsare,on average45-55 yearolds,secondargducatedr universityeducatedyvith
higherincomes:amongthemthe more commongroup form males,and from them 20% are
single,50% are couples,andthe restrepresentsmall groupsof 3-5 people.To cyclotourists
areimportantvarietyof destinatiorfacilities, roadsafety routemarkings andaccommodations
thataretailoredto their needg§EconomicPortal,2017).Thecyclingrace"A Ridefor Gi ha$%
beentraditionallyorganizecbntheG i rsfarelsince2005.G i rdsjaralis thefarthestinhabited
islandoftheG i b emchipklagandis presentlygoingthroughaphaseof demographidecline
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(accordingo the2011Censuspntheislandwere103inhabitants)G i fdsjarelhasnaturaland
culturathistoricalresourceghat canbe usedto developtourismon the island. The islandhas
historically beena military strongholdandassuchhasnot beenvalorisedin termsasa tourist
destinationThei s | acoadtié reggedandthereare29 bayson theisland.Theislandhasa
pineandoakforest,andfrom agriculturalcropsaregrownvines,figs, plumsandolives. There
aresix orchidspeciegrowingontheislandanddifferenttypesof aromaticandmedicinalherbs.
Thereare small gameon the island suchasrabbitsand pheasantsand the watersaroundthe
island havefishing spots,especiallyfor tunafish. On the islandthereare eight naturalcaves
and pits, namely: Golubnica,Mala Jama,Podvodnje,Gr a v a Mplal wagnaTratinska,
GradinaandMalab u @fterPrisligaandD r a § eThamossimportantculturalandhistorical
monumentn theislandare:the Churchof St. Mary, remainsof thenunnerycalledK u | i gt a,
five roomsfield stonehouseor the Old house fortressGradinadatingfrom the 6 century,St.
Nikola Gustijernawatertankof thenameSt. Nikola), Our Lady'sChurchin MunaBay, Chapel
of OurLady of SevenSorrowsandChapelin Mala Nozdra.Also wasdiscoverecanunderwater
archaeologicakite containingamphoraewhich was protectedby a cagefrom devastation.
AbovetheVelika stupicabaythereis the Gradinafortness Cycloturismhasthe prospectiveof
developmenbtntheG i dsfarelin aform of atouristproductbecaus®f theexistingbiketracks
andthe bike race"A Ridefor Gi rTHe organizationof the bicycle raceis financedfrom the
fundsreceivedthroughthe applicationfor projecttendersandfrom the donationsThebicycle
racehashad a positive effect in the local communityin the form of organizingof the local
populationandthe membersf the associationandtherewasa needfor the arrangemenand
investmenin the bike tracks.In 2006the participantsof the racecamefrom different partsof
the Republicof Croatia,but since2007 the participantsof the racewerealsoforeign tourists
who havecometo theislandto participaten cycling. Everyyearthetrails andtheenvironment
are maintained,a cycling map is printed on which besidesthe cycling trails are marked
restaurantaindinterestingsiteson theisland,signsanddirectionsareplacedon theisland,the
local communityhavebeenmobilized;the G i Hsjaralis promotedasa "greencycling oasis".
Also is promoteda healthylifestyle which ultimatelyresultsin raisingthequality of theisland's
cyclotourismoffer. In the courseof thelasttwo yearsG i r pike @cehasbeenincludedin the
markingof the EuropearMobility Week.Participantscyclingonthe Gi risjamdare (in line
with the detailsof the Projectdocumentatiorrycling race"A Ridefor Gi 12018):

1. members of the cycling clubs.

2. recreational cyclists.

3. children.

Therearefour categorie®f participantsexisting:

1. sport category (22 km long trail, Srcelilikavica - Zvizdulje).
2. recreational category (15 km long trail).

3. participants of 8.5 years of age (5 km long track).

4. participants up to 8 years of age (500 m long track).

In total, 65% of the bike trails is gravel. From Figure 1 is shownthe numberof participantsn
thed 6FAdefor Gi bikedace.

Figure following on the next page
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Figure 1: Numberof participantsin thefi ARidefor Gi bikerace("A Ridefor Gi prdject
documentation2018.)

4. RESEARCH METHODOLOGY AND HYPOTHESES
Datain surveywere collectedthroughuseof anonymougjuestionnairesandthe surveywas

conductedafterthecyclingrace"A Ridefor Gi in 2018ontheGi rsjarelon43respondents.

Thesurveyquestionnair@asasurveyinstrumentcontaine®7 questionghatwererelatedto the
demographicharacteristicef therespondentgheir viewswith regardgo the organizatiorof
thefi ARidefor Gi cydling raceandalsotheir attitudeswith regardso the G i risjamdasa
cyclotourismdestinationBeforethe surveywasinitiated, the respondentsvere madefamiliar
with the researchand the subjectof the research.The sampleis suitablebecauseonly the
participantof thecycling raceweretargetedDemographiwariablesn thequestionnairevere:
gender,age,education,marital status,employmentstatusand the country of residenceThe
statisticalanalysiswas performedusing the statisticalpackagelBM SPSSStatistics25.0. A
five-point Likert scalewasused(were 1 indicatesthe utmostdisagreementand5 - strongly
agreement)Datadistributionwastestedby Shapiro- Wilk test:

1 normal distribution: age

1 abnormal distribution: everything else ¢ age.

The descriptivestatisticsfor the categoricalvariableshavebeenshownusingpercentageand
absolutevalues.The descriptivestatisticsfor the numericalvariablesof the distribution is
shown using arithmetic mean (AS), standarddeviation (SD), median, interquartile range,
minimum (min) and maximum (max) values.Differencesin accordanceéo the genderwere
testedwhenusingthefollowing tests:

1 T-test for independent samples for numerical variables of natistabution (age only)
1 Mann Whitney U test for numerical variables of abnormal distribution

1 G 2test and Fisher test for nominal variables.

Theappliedlevel of significancewasU= 0.05.

In accordancevith the settheoreticalmethodologicabpproachandthe addressegroblems,
severahypothesesanbeset:

! Hi-Participants in the 0606A Ride for Girdad c
the race.
T H2-Participants i n t hreacoed Ac oRisdied efrort hGitr 6Gi r

potential as a cyclotourism destination.
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5.RESEARCH RESULTS
Thedemographicharacteristicef therespondentareshownin Tablel.

Tablel: Demographiacharacteristicof all respondent$Questionnairesnd authorsdata
processing)

Variable All respondents
(N =43)
N (%)
Gender
Male 25(58,1)
Female 18(41,9)
Marriagestatus
Unmarried 11(25,6)
Married 27(62,8)
Widower/ widow 2(4,7)
Divorced 3(7)
Qualifications
No school 1(2,3)
ElementanSchool 0 (0)
Secondargchool 19(44,2)
Highereducation 21(48,8)
University study
Mr. Sc/ PhD 2(4,7)
Working status
Employed 30(69,8)
Unemployed 3(7)
Retired 8(18,6)
Housewife 2(4,7)
Student
Amountedmonthly
earnings
Up to 2000HRK 6 (14)
From2001to 4000HRK 6 (14)
From4001to 8000HRK 18(41,9)
More than8000HRK 13(30,2)
Countryof residence
RH 42(97,7)
BiH 1(2,3)
Other 0(0)
Competingn otherbike
races
Yes 20(46,5)
No 23(53,5)

In the surveyparticipateds8,1%of malerespondentand41,9%of femalerespondentsThe
26,5% of respondentsare unmarried,62,8% are married, 7% are divorced and 4,7% are
widowers.Of theaforementioned}8,8%arehighly educated44,2%of themownahighschool
diplomaand4,7% havea master'sor doctoraldegree Employedwere 69,8%o0f respondents,
18,6%o0f employeesreretiredand4,7%of themarehousewivesA monthlyincomeof HRK
4001-8000have41,9% of therespondents30,2%of respondentiaveamonthlyincomelarger
thanHRK 8000, 14% up to HRK 2000and 14% of 2001to 4000HRK. Of thosesurveyed
97,7%residein theRepublicof Croatia,2,3%in BosniaandHerzegovina.
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Of therespondentd6,5%alsohavepatrticipatedn othercycling racesand53,5%of themdid
not participate. The arithmetic mean of the age of the respondentss 44,8; therefore,the
youngestrespondentvas 20 yearsold andthe oldestresponden68 yearsold. The arithmetic
meanof the numberof arrivals during the "A Ride for Gi biKe raceis 4,3 arrivals: the
minimumnumberof arrivalsis 1, andthe highestnumberof arrivalsis 14. Giventhe genderof
the respondentsthere was no statistically significant difference in the demographic
characteristicef therespondentgxceptthatagreatemumberof malerespondentsompetan
other races(68%), while women did not (16,7% of them competedin other races).The
quantitativeindicatorsof respondentsralueswith regardsto cycling habitsand motivesfor
attendingtheracearepresentedn Table2.

Table2: Attitudesand habitsof riding the bike andthe motivationfor comingto a race
amongall of therespondent$N = 43) (Surveyandauthorsdataprocessing)

AS | SD | Median| IQR | Min | Max
| usebike to commuteto my job 2,3]11,7 1 3 1 5
| usebicyclefor tourismpurposes 3115 3 2 1 5
Cycling affectshealthandquality of life 4,7]10,7 5 0 2 5
Forthisbicycleracel 0 leagnedrom friendsorrelatives | 4 | 1,4 5 2 1 5
Forthisbicycleracel 6 leagnedrom media 38|14 4 2 1 5
| alsousethebiketrailsontheGi isjaral 23|15 2 2 1 5
My motivefor comingto 6 6Fdefor Gi Iiséeéreation | 4,8 0,6 5 0 2 5
andsocialization
My motivefor comingto arace6 6 Ridefor Gi Hapid 2 (14 1 2 1 5
thefield of competitiononly
My motivefor comingto arace6 6 Ridefor Gi 1is6 0 3,1|1,6 3 4 1 5
willingnessto participatefor manyyearsto come
Gi dsjaredhasthe potentialto becomea cyclotourism 4,7]10,6 5 0 3 5
destination

FromTable2 is visible thatparticipantslo not usebicycle asa meanf transportationo their
work (in Dalmatiadueto the hilly terrainandlack of cycle pathsin the cities); they consider
thatcycling havea positiveeffecton humanhealthsotheycometo this bike racefor recreation
and socializing. Race participantsbelieve that Gi rlglaed has the potential to becomea
cyclotourismdestinationTherewereno genderdifferenceswith respecto attitudesandhabits
of cycling and motivesfor attendingthe race.Quantitativeindicatorsof respondentsialues
regardingsatisfactionwith thetouristoffer of the G i rsjaredandthe organizatiorof therace
arepresentedn Table3.

Table3: Satisfactiorwith thetouristofferoftheG i rsjared andthe organizationof therace
fromtheall of therespondent$N = 43) (Questionnairesind authorsdataprocessing)

AS | SD | Median| IQR | Min | Max
Thenaturebeautyof theG i rsjared 4,81 0,6 5 0 2 5
Substancef culturalandhistoricalmonuments 38|11 4 2 1 5
AccommodatiorofferonGi rsjared 34|11 3 2 1 5
Satisfactiorwith the organizatiorof theraceé 6 Rdefor | 4,5 0,8 5 1 2 5
Girob
Satisfactionwith thecycling trailsontheG i 1sfarel 42] 1 5 2 2 5
Satisfactiorwith cyclotourismsignageontheisland 39|11 4 2 1 5
(maps,signposts)
Satisfactiorwith promotionalmaterialsontheislandand | 3,9| 1,1 4 2 1 5
theisland'scyclotourismoffer
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Raceparticipantsconsiderthe G i risjaredto havenaturalbeauty,but they areleastsatisfied
with theaccommodationffer ontheisland.Theparticipantsaresatisfiedwith the organization
of the race itself. There was no differencein the respondentsgender attitudestowards
satisfactionwith thetouristoffer of the G i rsjamdandthe organizationof therace.A larger
numberof respondentdo not seeanyfurtherimprovemenin the organizatiorof thed 6 FAde
for Gi rraee)55,8%) and they are satisfiedwith the currentorganization.Yet, 44,2% of
respondentbelievethatthepossibilitiesfor theimprovementsio exist.Althoughthedifference
is not statisticallysignificant,womenaremorecritical to the possibilitiesfor theimprovement
of the organizationof the 6 6 Ride for Gi rraeand suggestimprovementsin a greater
percentageTlherefore61,1%o0f all femalerespondentbelievethatthe organizatiorshouldbe
improvedwhatis alsotruefor 32%of malerespondent&§68% of malerespondentaresatisfied
with the currentorganization)improvemenbptionsinclude:
required repairs of the bike trail (16,3%)
greater promotion and pool of prizes (11,6%)

= =4 -4 -4 -4

other (4,7%)

6. CONCLUSION

Resultsof theresearclontheattitudesof participantof thecyclingrace"A Ridefor Gi which
hasbeenheldontheGi risjamdsince2005indicatesatisfactiorwith the organizationof the
race,so theseconfirm the first hypothesigH 1 - Participantof bicyclerace"A Ridefor Gi r
are satisfiedwith the raceorganization)Possibleimprovementdo the organizationinclude:
requiredrepairsof the bike trails, greaterpromotionandpool of prizes,the additionof other
forms of entertainmentwithin the race framework and improved ship connectionto the
mainlandduringthe durationof therace.The demographicharacteristicef raceparticipants
indicatethat personf both sexesparticipatedn the race;participantsare,for the mostpart,
married and highly educated,employed with higher levels of personalincome. Races
participantshavefoundthat G i risjard hasthe potentialto becomecyclotouristdestination,

therefore the secondhypothesihasbeenconfirmed(H 2 - participantsof the"A Ridefor Gi r "

raceconsiderthatG i risjaredhasthe potentialasa cyclotouristdestination.) They havealso

found that the island has natural and cultural historical resourcesut insufficient adequate
accommodatioroffer. This researcthasindicatedimplementatiorof possibleimprovements
for the future organizationof 6 6 Fdefor Gi bikedaceandalsoconfirmedthe satisfaction
of the participantswith theraceitself.
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ABSTRACT
The issue of transfer pricing is usually linked to the topitrarisnational corporation. The
individual companies forming part of a transnational corporation enter into agreements for the
purchase or sale of goods, services or assets, and it is questionable how these prices of goods,
services or assets are createddaif they correspond to market prices indeed. Independent
companies typically trade at a market price that is created by an offer and a demand because
none of the participants in this transaction wants to give up the reward which belong to them.
In the cag of transnational corporations, however, the situation is different. Prices are often
influenced by the fact that they are not negotiated in the marketplace, but they are regulated by
the power position. Financial management of transnational corporasee&s to seize the
opportunity to minimize the overall tax burden. Most countries in the world try to avoid such
tax cuts through laws or regulations. Transaction prices are most closely described in the
OECD Directive. The aim of this paper is to descnbethods of transfer pricing used to
determine the optimal and fair price. In the paper, we discuss five basic methods for
determining transfer pricing, which are in line with the principle of an independent
relationship. These are three pribased methad and two profibased methods. These
methods are not binding, but most commonly used. Any other method not prescribed by the
OECD Directive can be used, but knowing these five basic methods is a necessary minimum to
understand transfer pricing issues.
Keywords:financial management, transfer pricing, methods of transfer pricing

1. INTRODUCTION

Transfer pricing is based on the principle of an independent relationship. The base of transfer
pricing is to verify whether the price of assets, goods or serapp@ied in transactions between
dependent persons is similar or as much as the price that would be agreed by independent
persons under comparable conditions. Transfer pricing is a methodology used to determine and
review pricing and conditions in transaxcts executed between dependent entities to match the
principle of an independent relationship. In applying the principle of an independent
relationship, the prices and conditions in controlled transactions are compared with prices and
conditions in unconglled transactions.

26



48th International Scientific Conference on Economic and Social Development
"Managerial Issues in Modern BusinéssWarsaw 25-26 Novembe2019

2. LITERATURE REVIEW OF THE ISSUE OF TRANSFER PRICING

Transfer pricing is defined as Apricing the
(bet ween aut onomous Hishleiferi 11956)Teansterepricinglis used$ri o n s )
services and goods transferred between profit centres within the same company, as well as for
services and goods transferred between related companies located in different countries (Li,
2005). Cooper (200@haracterize transfer pricing as a strategic tool by internationally related
companies used in decistomaking, for realisation of base activity goals and shifting profits

from one company to another company in order to gain tax benefits. In soma cagé=mnsfer

pricing a company can avoid crisis situations such as bankruptcy. Bankruptcy shouldn’t be
considered only as negative effect although its impact is for companies in most cases more than
devastating. If company wants to reach sustainable dewelayp the bankruptcy should be
considered an immanent part of normal cyclical economic development (Kliestikova, et al.
2017) (Kliestik, et al. 2018)The theoretical transfer pricing research has expanded rapidly.
However, more recently within the econasyilaw and accounting interest in transfer pricing

has focused on them as a tool for multinational businesses to reduce globaAsaxessult,

we can classify businesses as fAprosper.ouso i
The tax motre takes into account the perspective of transnational corporations, which tend to
hold large cash reserves in countries with lower taxes and therefore higher repatriation costs

( Mi hai, et al, 2018). Tax moti v dand Newnmarkansf er
(2008) as Athe practice of multinational <cor
of the profit is made in a country with | ow

concern about the loss of tax profits that barthe result of abuse of transfer prices (OECD).
Empirical proofs suggests that transfer pricing behavior exists but is not identical across
industries (Grezik, 2001). Studies by Bartelsman and Beetsma (2003) and Clausing (2003)
confirm that transfer pces are meaningly correlated with the tax rates faced by affiliates and

t hat they strongly hinder government sdé ef f e
evidence on how multinational <corporates man
al. 2008) (Swenson, 2008imilar issues are addressed by the authors Weeks and Smith (2018)

and Misankova and Chlebikova (2013).

3. METHODS OF DETECTING TAXABLE DIFFERENCES

A large share of global trade represents the exchange of gemgges and assets within
multinational companies that distribute their business and other activities in different countries.

In order to unify and facilitate the valuation of such transactions, internationally applied
procedures and principles that ased are regulated by the OECD Transfer Pricing Guidelines

for Multinational Enterprises and Tax Administratioizart of the tax base of dependent
persons is also the price difference between dependent persons. If, in commercial relations, the
prices betwen dependent persons differ from prices used by independent persons under
comparable conditions, a difference that reduces the tax base or increases the tax loss arises.
When determining the difference, It's based on the principle of an independenhséligti

which means that the conditions agreed in commercial or financial relationships between related
persons are examined and compared with conditions that would be agreed between independent
persons under comparable circumstances. Transfer pricingasedine used in order to assist
transnational corporations and tax authorities for the purpose of determination and control of
transfer pricing for tax puposes. These methods are based on the arm’s lenght priciple, that has
been set up as an internatios&ndard for transfer pricing tax treatment. The OECD Transfer
Pricing Directive recommends 5 basic methods devided into two groups.
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3.1. Transfer pricing methods based on price comparison

These methods, also called traditional transaction methodssegprthe most direct way to

verify the principle of an independent relationship. They are based on the analysis of the
determined price in each controlled transaction, and are considered as the most appropriate
transfer pricing methods for arm’s lenghiciple implementation. They always come from

price knowledge, knowledge of gross margin. Transfer pricing methods based on price
comparison include: Comparable Uncontrolled Price Method, Resale Price MethGabstind

Plus Method.

3.1.1. Comparable Uncontrolled Prid¢ethod (CUP)

This method compares the price in a dependent transaction with the price of a comparable
independent transaction under comparable circumstances. This method is considered to be the
most reliable of all trasfer pricing methods, but its use requires a high degree of comparability

of a controlled transaction with an uncontrolled transaction. However, its use is very limited in
practice because obtaining detailed transaction information is complicated beoahse s
information is often a trade secret. The transfer price between addicts derived by the CUP
method should be as follows:

Transfer price = Independent price

In practice, this method is most often used in cases where the company delivers goods and
services to an independent as well as dependent company. This means that if there is a fully
comparable product or service, this method should be preferably used.

3.1.2. Resale Price Method (RPM)

This method is based on the price at whichptfegluct is acquired from a dependent person and
subsequently sold to an independent person. Thesptestprice is reduced by a reasonable
margin of trade, representing a gross margin. This is the amount from which the seller tries to
cover his costs andcchieve a reasonable profit. The balance after deducting the trade margin
and taking into account the other costs associated with the purchase of the product can be
considered as an independent price. The following applies:

Transfer price = Independent geii Dealer's gross margin

This method is appropriate in cases where the dependent distributor does not too much modify
the final product but sells it in unchanged version to an independent entity. If product
modifications are made, itiecessary to take into account the profitability of these adjustments
according to normal market behavior.

3.1.3. Cost Plus Method (COST+)

The Cost Plus Method is based on the total costs incurred by the asset or service supplier in the
controlled transaction for the asset transferred or the service provided to the dependent
customer. A reasonable margin is then added to these costs itbayt&in a reasonable profit

in terms of the functions performed and the market conditions. The resulting transfer price
corresponds to the following relationship:

Transfer price = Independent priedResonable Margin of Dependent Retailer
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We applythis method in cases where a dependent supplier does not contribute substantially to
the value of the goods (for example, when selling derished goods) or in cases oflmuse
services.

3.2. Transfer pricing methods based on profit comparison

These mthods are referred as transactional profit methods. When considering the profit and its
measurement one must first distinguish the theoretical basis of the concept, forms of application
and also possibilities of application in practice (Salaga, et al.)2015

The methods are applicable in cases where traditional transaction methods can not be reliably
applied, mainly due to the low degree of comparability of the controlled transaction with the
uncontrolled transaction. Most frequently, thesetr@msactions carried out by the joint venture

of affiliated companies acting as one enterprise. Transactions are inseparable due to the
interconnection of individual services. Therefore, these methods are not related to the
conditions of transactions betere dependent persons, but they examine profits arising from
dependent transactions.

3.2.1. Profit SpliMethod (PSM)

This method is based on the distribution of profits made by the joint venture of the related
companies. Since the overall synergy of thessets can not be broken down into individual
transactions, it is not possible to determine the cost of these trades. The Profit Split Method is
based on the joint venture business of the affiliated companies, which should divide the profits
in proportionto the extent to which they participated in the profit. The Profit Split Method first
identifies the gains or losses to be distributed among the dependents of the controlled
transactions in which the dependent persons participaiea(sa "combined prak"). These
combined profits are then distributed among dependent persons in a proportion that corresponds
to the distribution of profits in accordance with the principle of an independent relationship.

3.2.2. Transactional Net Margin Method (TNMM)

The nethod examines the net margin in proportion to the appropriate basis that the taxpayer
realizes from the controlled transaction. Using this method, the distribution of earnings is made
in relation to the net profit margin realized in comparable mainlynatgransactions if the
company carries out the same activity with the dependent and independent leesoethod

is considered to be the most complicated and therefore its use is recommended only in the
extreme case where no other method candeel. The complexity of this method is probably

due to the complexity of transactions that can not be judged by traditional transaction methods.
This method analyzes only one transaction participant, so the best use of this method is when
we can not obtaireliable information about other stakeholders.

4. CONCLUSION

The main aim of this paper was to elucidate transfer pricing and to describe main methods of
detecting taxable differences. The use of either of these 5 methods is not obligatory, but they
are the methods that are used most often in practice because of their accuracy. It is very
important to choose the right method because the suitability of the chosen method must be
justified and must be based on analysis. None of these methods is applidedy@@priate in

any situation. The correctness of the use of the method and the detecting of the difference to
the market price is verified by the tax administrator in the tax audit, based on the principle of
independent relationship, the used methodta@domparability of the valuation. Any mistakes

in the use of the transfer pricing method may lead to incorrect results, which may lead to fine
and additional tax evasion.
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ABSTRACT
Modernisation and digitisation of state administration services is crucial for the development
of society. The sgess of state administration reform depends on a number of factors,
especially on its employees. With this in mind, the paper explores how employees of the
Croatian state administration rate the usefulness-gbeernment services. Furthermore, the
studyaims to examine the similarities and differences in employees' attitudes depending on
their age, gender, education level, and position in the institution. A survey was conducted on
367 employees of the state administration of the Republic of Croatiaaldeallected were
analysed using descriptive and inferential statistics. The research has shown that employees of
the Croatian state administration generally considegowernment services to be useful. In
addition, the study has found that regardlesdifiérences in age, gender, education level, and
position in the institution, they give similar ratings to the usefulnessefvces. This finding
is important for policy makers and managers responsible-mnernment. There is very little
research orthe issues addressed in this paper. Thus, the study furthers current knowledge and
contributes to the theory and practice ej@ernment.
Keywordse-government services, digitisation, perceived usefulness, employees, Croatian state
administration

1.INTRODUCTION

Public administration is of vital interest to society. Its policies and activities affect each
individual and organisation. The culture, success, and survival of society as well as the quality
of life of citizens depend directly on the functiog of public administration. A competent
public administration with sufficient capacity can be instrumental in achieving overall progress,
whereas an incompetent or dysfunctional one can lead the society into severe decline, even ruin
(Wiig, 2002). Genally speaking, the mission of public administration is to meet public needs

by providing various services, to regulate and guide society, and to contribute to nation
building, while its main task is to implement the set goals, i.e. policies (Kahéraldska,

2013; Biswas & Rahman, 2018; Khan, 2018). Public administration must perform its
organizing, managing, and leadership functions in a way that will ensure maximum fairness of
processes and their outcomes, which means that the promotion, assuramefeatidn of
social equity should be at the centre of pub
2004). However, this is often not the case, which is why public sector managers and employees
are criticised. Nevertheless, one should notegiard the fact that public administration is
constantly faced with different and often conflicting expectations, which lead to complex
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overlapping accountability relationships. In this sense, public administration work can be
characterised as a continuguecess of anticipation, identification, definition, and responding

to pressures (Willems & Van Dooren, 2011). Therefore, public administration must function in
an environment where it is constantly exposed to a lot of different pressures. Furthensore, it
accountable to the public, which is not the case in the private sector (Marume, Jubenkanda, &
Namusi, 2016). According to Papaj and Descours (2016), public administration is an important
link in the social, economic, scientific, cultural, and politidal of any country. It is part of the

public sector that contributes significantly to the GDP of many countries. Public administration
performs statutory functions at all levels, from local to national. It provides a variety of services
to citizens, theeconomy, norgovernmental organisations, and other institutions. When it
comes to public administration, it should be borne in mind that it is a complex system that
depends on numerous internal and external factors. Today, public administration is &agyng m
challenges, such as globalisation, unstable political and economic environment, a general
decline in the availability of financial resources, the necessity of reducing public service costs,
increasing customer expectations and demands, rapid urbamjdatk of natural resources,

and population aging (Kaplan & Haenlein, 2009; Hu et al., 2012; Mirica, Moga, & Dediu,
2019). State administration is part of public administration. As such, it is a narrower term than

public administration in the theoreticain d f unct i onal sense (Tadil,
Croatia, public administration includes state administration, local and regional self
government, and public services (Kandgija, M

to Kurtovi (2014)nthe teRre state cadndinistration refers to a part of the state
apparatus or a particular type of government organisations whose main activity is to perform
administrative tasks. The term also refers to activities of public authorities aimed agdtsatin

best possible conditions for performing the functions of the state, the protection of fundamental
rights and freedoms of citizens, and the management of different stakeholder interests
(Ospanova et al., 2018). State administration has two main dasctiThe first is the
enforcement of laws, execution of the state budget, and other political decisions by legislative
and executive bodies, and the second is the development of a framework for government
decisionmaking (Colnar, Dimovski, & Colnar, 201Being a key entity of the government,

the functioning of the state is inconceivable without state administration. The organisational
structure of state administration is, as a rule, very complex and requires a high degree of
coordination. Over the last\iedecades, information and communication technologies have
greatly affected the work of state administration. They have changed the way state
administration performs its tasks and interacts with citizens and legal entities. All activities
aimed at impleméing technological innovation in the public sector are commonly referred to
asegovernment (Dukil, Duki-foyern@enBsesynbnymousiwjith 2 01 7
a modern and functional government reliant on the use of technological advances. Given the
importance of government for social, economic, and political development, this paper
explores the perception of Croatian state administration services by those who use them as an
essential tool in providing services.

2. EEGOVERNMENT AND STATE ADMINISTRA TION

Similar to many concepts related to the development and implementation of information and
communication technologies;government has become a global phenomenon (Jaeger, 2003).
As is often the case with terms that describe new concepts, trendgpaodches, there is no
clear and widely accepted definition ofgevernment. AbtShanab and ARzzam (2012)
define egovernment as the use of information and communication technology, in particular the
Internet, to deliver information and services by tliwegnment to citizens and businesses.
According to Odat and Khazaaleh (2012pgaernment is the ability of different government
institutions to provide information and services to citizens by electronic means quickly and
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accurately, with reduced cost aeffort, at any time, through a single website. For Hadi and
Nawafleh (2012), the purpose ofgevernment is to facilitate the exchange of information
between government and other stakeholders, primarily citizens, but also the business and public
sectorsldeally, its elements are well integrated and harmonised. Therefgoreenment is a
process of information exchange between interested parties using Internet technology to
provide fast, efficient access to the required services. Taiwo, Downe, and203k® fote

that, from the perspective of developing countriegoeernment is the use of information and
communication technologies as a driver of change and development, which can be observed as
constant improvement of the quality of service, while fasteefficiency, accountability and
transparency in governance.-gvernment can also be defined as the selection,
implementation, and use of technologies that contribute to the provision of public services and
improvement of managerial efficiency. All $eesteps will promote democratic values and the
development of a legal and regulatory framework, but also facilitate initiatives and approaches
that are conductive to the emergence of the knowledge society (Saab et al., 2019). E
government is characterisdry three main types of relationships: governrvertitizens

(G2C), governmento-business (G2B), and governméatgovernment (G2G) (Haque &
Pathrannarakul, 2013; Suklabaidya & Sen, 2013; Warf, 2014; Chaushi, Chaushi, & Ismaili,
2015). Governmerb-empbyees (G2E) is often mentioned as a special category (Al Salmi,
Hasnan, & Mohtar, 2016; Mensah, Vera, & Mi, 2017; Twizeyimana & Andersson, 2019).
Specific forms of interaction are established between-thevernment stakeholders. To meet

the needs of eacbf them, it is necessary to design and implement appropriate services.
Governmento-citizens services enable the state administration to effectively communicate
with citizens, solve their problems, and provide them with various forms of assistance and
suwpport (e.g. issuing documents and certificates, regulating health and social care rights, vehicle
registration, etc.). Governmetu-business services are being developed with the aim of
enhancing interactions between the state administration and theedsussector, thus
simplifying operations, reducing costs, and enhancing the competitiveness of businesses.
Governmento-government services encourage collaboration and cooperation between
different government institutions at national, regional, and loeaél] which is a vital
prerequisite for their successful operation. Governsterinployees services facilitate access

to relevant information for state administration employees, support the exchange of knowledge
between them, and contribute to their pssfenal development (Sta, 2017}g&vernment is
changing the way the state administration works. As a result, new approaches, concepts,
methods, and practices are being developed. It is difficult to predict the direction in which e
government will develojn the future and how it will affect society. However, according to
Brown (2005), it is possible to identify four areas where clear and lasting impacts of change are
evident. In this context, probably the most distinctive characteristigofernment islelivery

of services focused on clients and their needs, which, until recently, was entirely characteristic
of the private sector. Furthermore, information has been recognized as a key government
resource. A third characteristic ofgevernment is the kesole of technology in shaping the
environment in which public administration operates, and the knowledge and skills that public
service managers and employees are required to have. According to Bigoverement has

had another notable impact on pubfidministration. It has increased accountability and
brought about management models that foster maximum autonomy of subordinates. The central
government plays a key role in managing and implementiggvernment projects at the
national level and thus hapecific needs and duties. Mofleh, Wanous, and Strachan (2009)
note that central government needs include the financinggof’ernment, leadership, and the
choice of management style, while its duties are developing strategies, monitoring and
measuring, nfrastructure building, passing ofgevernment legislation, coordination and
collaboration, motivating, supporting, and building of asoeiety.
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3. STUDY OBJECTIVES, METHODS, AND SAMPLE

Although there were some indications that the Republic of Croatiaiwplement e
government sooner, the first serious steps towards achieving this were taken some twenty years
ago by developing and adopting the strategies and programmes that emphasised the necessity
to shift to digitallybased state administration syste@ver time, as a result of the activities
undertaken, many-government services have been established for citizens and businesses.
However, despite significant progress, the Republic of Croatia is still lagging behind the
developed countries in termsdifjitisation of public services. Without doubt, the outcomes of

the reform processes undertaken in the state administration depend largely on its employees.
Bearing this in mind, the aim of this study was to investigate how employees of the Croatian
stateadministration perceive-government services, i.e. how they evaluate their usefulness. In
addition, the study sought to identify the similarities and differences in employee attitudes with
respect to their age, gender, educational level, and posititwe imgtitution. Descriptive and
inferential statistics methods were applied to analyse the data. The sample comprised
employees of the state administration of the Republic of Croatia. A total of 367 persons were
surveyed. The respondents were dividedtintee age groups. The first comprised 120 (32.7%)
workers aged 234. The second group included 178 (48.5%) respondents agé®l 85 the

third group, which included persons agedd there were 69 (18.8%) employees. Most of the
participants (241 or 63%) were women. The remaining 126 (34.3%) were men. Based on their
education level, the respondents were also divided into three groups. The smallest group
comprised 50 (13.6%) persons who had secondary education. Out of all participants, 240
(65.4%) havecompleted undergraduate or graduate studies, while 77 (21%) respondents had
postgraduate degrees. There were 96 (26.2%) managers and 271 (73.8%) workefs in non
managerial positions. Being part of a larger study, this research builds upon the findings

preset ed in previously published papers,(DukiI'
Bertovil, 2016b; Bertovil, 2017; Duki I, Duki
4. RESULTS

The survey questionnaire was divided into several sections. One section inquire@-about
government services and their usefulness. The respondents were asked to indicate their level of
agreement with 10 statements regarding the usefulnesgaeenment services on apint

Likert scale ranging from 1 (strongly disagree) to 5 (stronghee&grTable 1 shows the
percentage frequencies of their responses and summary statistics. Frequency analysis suggests
that Croatian state administration employees are generally convinced of the usefulress of e
government services. More specifically, theremly one item that most respondents disagreed
with. Moreover, quite a large number of employees surveyed strongly agreed with the
statements in the questionnaire. In contrast, the percentages of respondents who strongly
disagreed with all the items araitg low, and relatively few stated that they disagreed with the
proposed statements.

Table following on the next page
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Table 1: Percentage frequencies of responses and summary statistics
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o |E-services help employees to do their
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~ |E-services improve interactions betwee
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® |e-services are relevant and of high qua
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Strongly disagree

4.6

o
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[
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o

5.4

o
(V)
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te)

4.4

w
o

Disagree 4.9

Undecided 237 | 283 | 33.0| 28.1| 21.3 | 243 | 229 | 253 | 20.2 | 28.9

Agree 395 | 324 | 322 | 354 | 379 | 373 | 379 | 37.3 | 39.5 | 39.8

Percentage frequency

Strongly agree 305 | 26.7 | 223 | 289 | 343 | 322 | 33.8 | 324 | 346 | 26.2

Mean 393 | 3.68 | 358 | 3.83 | 3.99| 394 | 3.99 | 3.96 | 4.02 | 3.85

Median 400 | 400 | 400 | 400 | 400 | 400 | 4.00 | 4.00 | 4.00 | 4.00

Standard deviation 093] 1.11| 1.09| 098 | 094 | 095 | 092 | 092 | 0.91 | 0.91

Summary statistic:

Interquartile range 200 | 200 | 1.00 | 200 | 2.00 | 2.00 | 2.00 | 2.00 | 2.00 | 2.00

Summary statistics providéurther insight into the perceptions of state administration
employees regarding the usefulness-gbegernment services. The means of the items ranged
from 3.58 to 4.02, while all medians were 4. These results support the conclusions of the
frequency angkis. The highest mean was obtained for the statement-Heaviees increase
transparency and accountability of state administration. Only for this item the mean was greater
than 4. For most items, the mean was slightly below 4. According to the meates, s
administration employees least agreed thegr@ices help them to do their jobs more easily and
with fewer mistakes. The largest standard deviations were obtained for these two items.
However, the interquartile range indicates that participants medsplomost uniformly to the
statement that-services help employees make fewer mistakes in their job. Table 2 contains the
results of the analysis of differences in employees' attitudes with regard to their age, gender,
education level, and position in thastitution. The nofparametric MamfWhitney and
KruskalWallis tests were used to assess the significance of the differences. In addition, mean
ranks were calculated for each item.

Table following on the next page
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Table 2: Analysis dfifferences in attitudes with respect to age, gender, education level, and
position in the institution
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Age groups
20-34 191.21]178.15174.50174.29 184.31]179.36/185.43 180.03/172.67/178.55
3549 ,\r/laelfkn 169.25178.41/181.18 181.04{181.97/180.18 184.99 186.28/189.57186.21
50-64 209.51208.59 207.78 208.51{ 188.70 201.93 178.95 185.04/ 189.33 187.78

H 8.906| 4.945| 4.955| 5.310| 0.225| 2.700| 0.217| 0.286| 2.289| 0.539

KruskalWallis test
p 0.012*| 0.084| 0.084| 0.070| 0.894| 0.259| 0.897| 0.867| 0.318| 0.764

Gender

Female Mean | 18734 185.91/187.55 187.97) 188.56 190.95/189.54 188.46/189.00 188.53

Male rank | 177 62180.35 177.21 176.41| 175.29 170.70 173.41 175.46 174.44 175.34
Z |0.879|0.496| 0.924| 1.039| 1.202| 1.830| 1.461| 1.176| 1.324| 1.194

MannWhitney test

p 0.379| 0.620| 0.355| 0.299| 0.229| 0.067| 0.144| 0.239| 0.186| 0.232

Education level

Secondary school 200.86 187.61 195.14 200.81 200.38/ 206.57| 200.33/ 204.04{ 194.78 200.61

Undergraduate an¢ Mean

175.61181.10 177.17/176.46178.78 177.71176.49 177.08/ 177.33 173.44
graduate degree rank

Postgraduate degrt 199.20 190.69 198.05 196.58 189.64 188.95/ 196.81 192.55/197.79 206.12

H 4.847| 0.589| 3.151| 3.904| 2.224| 3.636| 3.923| 3.681| 3.111| 7.767

KruskalWallis test
p 0.089| 0.745| 0.207| 0.142| 0.329| 0.162| 0.141| 0.159| 0.211{0.021*

Position

Manager Mean 168.221177.98 180.48 176.31)173.46 174.07/178.49 181.03/ 181.15 182.86

Employee rank | 189 59 186.13 185.25 186.73 187.73 187.52 185.95 185.05 185.01 184.40
Z |-1.791|-0.672|-0.394|-0.867|-1.197|-1.124| -0.625| -0.336| -0.324|-0.128

Mann-Whitney test

p 0.073| 0.501| 0.694| 0.386| 0.231| 0.261| 0.532| 0.737| 0.746| 0.898

* Statistically significant ap <0.05
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Higher mean ranks indicate a greater level of agreement. According to the mean ranks, older
employees, women, secondary school graduatesemptbyees in hemanagerial positions
perceive egovernment services as useful more frequently compared to abpondent
groups. Nevertheless, the analysis showed that the differences were statistically significant at
p<0.05 in only two cases. The Kruskalallis test revealed that at least two age groups are
statistically different from each other when it comethostatement thatgovernment services

are of great benefit to state administration employees. Moreover, there is a significant difference
between at least two education groups in the degree of agreement with the statement that data
and information obtaled through ervices are relevant and of high quality. In order to
determine between which groups the difference is significant, a multiple pairwise comparison
test was performed. The results suggest that older employees agreed significantly more than
middle-aged workers that-gervices are of great benefit to state administration employees.
Furthermore, multiple pairwise comparisons also revealed that employees with postgraduate
education agreed significantly more than employees with undergraduateadndtgrdegrees

that data and information obtained througkeevices are relevant and of high quality.

5. CONCLUSION

Information and communication technologies have dramatically changed the world we live in.
Their emergence arnthplementation has revolutionised the way we work, communicate, and
spend our free time. There is practically no area of human activity that has not been affected by
them. Over the last few decades, owing to technological advances, the state admirstsation
been undergoing significant transformation. Given its role in society, the modernisation and
digitisation of its services is vital for the overall development of a country. State administration
reform is a complex and very demanding process. Its ssic@pends on a number of factors,
primarily on employees providing these services to citizens and businesses, who must be
prepared and willing to embrace technological changes. Among other things, this means that
they should have a positive perceptioe-skrvices and their usefulness. The research presented

in this paper shows that employees of the Croatian state administration are generally convinced
of the usefulness ofgovernment services. This finding is encouraging, as employees who are
hesitant® embrace change and technological innovation are slowing down the reform process,
thus making it difficult to achieve the set goals. It should be noted that the results of the data
analysis indicate that the surveyed employees consigdervices usefubut not completely.
Hence, it can be concluded that it is not only necessary to raise employee awareness of the
usefulness of -services, but also that it is necessary to improve their efficiency. Despite
expectations that employees' characteristics winilldence their attitudes, the results did not
confirm this. Specifically, the differences were statistically significant in only two cases.
Therefore, regardless of their age, gender, level of education, and position in the institution,
employees of the @atian state administration rated the usefulnessguivernment services

quite similarly. This should make the work of policy makers and managergameenment

easier, seeing that they do not have to tailor their efforts and actions to different gigps

a clearer picture of-government implementation, it is necessary to continuously examine and
monitor the social, economic, technological, and organisational aspects of its development. The
human factor should be the starting point for such censitns. There are many issues
regarding the human factor that need to be properly addressed and discussed. The acceptance
and perception of-government by employees of the Croatian state administration has received
little attention in prior research. Bhpaper extends the current knowledge -@oeernment in
Croatia by focusing on state administration employees and their perceptiorsenfice
usefulness.
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ABSTRACT
Goodwill is considered an intangible asset of the company. From the economic standpoint, as
opposed to the accounting and legal view, Goodwill is considered to be a good reputation of
the businessThe company monitors the levels and development of Goodwill in internal
accounting. Because Goodwill contributes to the optimization of economic results through a
suitable business policy, which is influenced by the marketing strategy. The connection of
Goodwill and marketing strategy allows to examine the results of marketing activities and
monitor its development. When determining the amount of Goodwill in the business, it is not
possible to speak about determination of its price, but about determinatticts value.
Goodwill reflects a number of specifics. The two most important specifics considered by authors
are the specifics of the business and the size of the company. For the purposes of the paper, the
authors conducted a research focused on thestcoction industry. For the purposes of the
research, the authors chose an area whose specifics are significant, and which unequivocally
manifest itself in different approaches to the creation of Goodwill Construction companies
operate on the constructionarket of the Czech Republic in the segment of construction works
where their specifics are clearly reflected in different approaches to the creation of Goodwill.
Other significant differences in approach and expression of Goodwill were influenced by the
size of the company. Two basic groups were created, namely large companies and the second
group contained medium and small firms. There were also significant differences between the
large group and the second group of medium and small companies-ddicnoaies were not
included in the research. Through the questionnaire survey were addressed construction
companies, whose main activity are realizations of buildings. The BrandBeta method was
chosen for the method of determining the value of Goodwill, coimgydiire ability to capture
the value amount, structure and nature of Goodwill development. The questionnaire tested in
what extend two basic groups of respondents attribute weight to individual parameters of this
method. The research was carried out aglacompanies operating in the Czech Republic and
regional companies in six regions. The results of the research showed a different degree of
importance for BrandBeta parameters and resulted in a recommendation to extend BrandBeta
evaluation by further créria through further research.
Keywords:Goodwill, Construction company, marketing strategy, method BrandBeta
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1. INTRODUCTION
Goodwill has been used as a term since the 16th century (for valuation of capitalization of future

intangible assetsmicome- Kulil, 2014 p.19). Extensive discussions of the professional public
eventually resulted in its threefold conception of legal, economic and accounting. (DOHNAL,
R . ; HANUGOVC, H . ; LI POVSKC, Z. THE | SSUE
PART OF THE VALUEOF THE CONSTRUCTION COMPANY AND ITS MARKETING

IN THE CZECH REPUBLIC.). Within these different concepts, especially in the 20th and 21st
centuries, the ways of defining Goodwill in economic terms were differentiated. (see H.P.
Hughes, V. Kulil). The autherare inclined to the definition of V. Kuld According to
established international conventions, it is a good name of the company, which brings
improvement of economic results, mainly thanks to good business policy and is the result of
customer relationspromotion and advertising. Kulil, 2014, 14 Goodwill's synergy with
marketing is evident from this statemehhe development of Goodwill depends and is also
realized through the processes of marketing strategies. See

Figure 1: Binding Goodwill and marketing strategiisthe internal external environment of
the enterprise, Custom processing
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Figure 2: Scheme of implementationiofpact of marketing strategy and itspact on
goodwill Revenue/costs (M/C)
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As the scheme implies, the implementation of a marketing strategy can reduce the value of
Goodwill and even achieve negative values, when Goodwill becomes Badwill. Therefore, it is
important that the determination of GoodwBladwill) is as realistic as possible and closest to

its true value.The authors understand Goodwill as a part of the intangible assets of a
construction company that brings economic effects to the company. Because the price is
realized on the market, bGoodwill as a separate commodity cannot be realized on the market.
However, it is part of the company's value. Which affects the market price. However, it is part
of the company's value. To determine the value of Goodwill, a number of methods can be used,
among which the most commonly used Includes BrandBeta, Scoring, Goodwill Metind.
DOHNAL, R .; HANUSOVA, H .; LIPOVSKA, Z. Goodwill, the issue of inclusion into the
company assets and marketing strategy of determining its #sduah.of these methotiss its

own specifics, which are further accentuated by the business, the firm and the specifics of the
market and its segments. These specifics must be considered when selecting the method for
determining GoodwillThe authors apply the method of detarimg the value of Goodwill to

the conditions of the construction industry and construction company. They are based on two
assumptions, the first of which is the fact that each company operating on the market carries
out marketing, whether consciously orconsciously. The second assumption is that Goodwill

is influenced by specifics that determine the way a company behaves on the market or its
segment. The construction industry is one of the very specific markets, one of the oldest fields
of human activityand at the same time responding to technological development (industry 4.0)
as well as changing customers and their changing requirements, creating very specific markets.
These specifics are, of cour se, r eSoukep@t e d
56, divided into: the realization of construction works, the market of building materials and
technological units, the market of construction services and the real estate market. The market
for construction works is dominant and decisive, siotteer components have to respond to

and adapt to me as they actually represent its inputs. The authors will focus on the expression
of Goodwill firms established in the market
Soukup pConstruction works unique and requires special and highly focused preparation of
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the manufacturer, or the contractor of the construction. The product is not shipped to the
customer, but is produced on site by means of repeatedly temporary devices whose production
has a dyamic arrangement There is no production in stock. The product, the construction work,
must fulfill the required functions determined by a number of specific requirements eg. spatial
layout of the technical equipment, external and internal design. Théoloadtthe work is
governed by a number of regulations. Above all by the land use plan. The role of ecological
work in both production and operation is increasing. Other specifics include the way of
obtaining orders, their financing and subsequent operatithin the whole construction life

cycle. Unlike classic commercial products essentially made for an anonymous customer, the
work is designed for a specific customer whose requirements, properties and preferences are
known precisely. Since it is a verypensive product, where the investor (customer) does not
have the opportunity to test the product, the choice of the contractor is extremely important and
the customer carefully examines the references and recommendations of the contractor, ie
actually par of the goodwill contractorGoodwill is also affected by company size. Both in
terms of the professionalism of his work, and in terms of the effectiveness of marketing based
on marketing strategy and of course in terms of the amount of money Sphemalue of
Goodwill generated by a business depends on itsAizerding to the EU standard, enterprises

are broken down, see Tab. 1.

Tale 1: Company size category according to EU standard,

Business category Number of Annual turnover Annual Number of
employees inmi | . balance sum| enterprises by
(annualwork inmi | . number of
unit) OR employees
From y. 2016
Large enterprise over250 Over50 Over43 51
Medium enterprise Over250 Up to50 Up to43 478
Small enterprise Up to50 Up to10 Up to10 3 360
Micro enterprise Up to10 Up to2 Up to2 166 322

Available from https://eurlex.europa.eu/legal
content/EN/TXT/?uri=LEGISSUM%3An26026, custom processing

Of the existing methods used to determine Goodwill, the authors consider BrandBeta the least
appropriate. see DOHNAL, R .; HANUSOVA, H .; LIPOVSKA, Z. Goodwill, tissue of
inclusion into the company assets and marketing strategy of determining itdiMalaeclassic
economic analysis supplemented with a survey of factors significantly affecting the demand for
business performance and brand. The survey requivdgeasample of respondents and a
survey at different levels. In particular, between two different brands, between two different
time periods, between two target groups of a subsegment, between two product ttasses.
ensure transparency, objectivity aneus®e, ten key indicators have been identified as factors
of the BrandBeta method.

1) market time

2) distribution

3) market share

4) market position

5) sales growth rate

6) price surcharge

7) price elasticity

8) marketing expenses

9) awareness of advertising

10)awareness of therand Haig2002 p
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Each of these factors can be assigned a scord @fpdints. The sum of all achieved points
creates a value on the basis of which the company is assigned to the group, see Tab. 2

Table2br andbeta scor e

Points 91-100 8190 71-80 61-70 5160 4150 31-40 21-30 1120 O©-10
Category AAA  AA A BBB BB B CCC cCcC C D
Source: in Haigh, 2002, s. 27, Custom adjustment

2. HYPOTHESES

To formulate the following hypotheses, the authors assume the following assumptions:

1 Marketing strategy is amtegral part of management of the construction company, both

strategic and tactical.

There is synergy between Goodwill, marketing strategy and business process management.

Despite the lack of uniformity, Goodwill is part of the company's intangible agsdts

brings positive economic effects. It is accounted for in internal accounting and in some

cases Goodwill is also accounted for in financial accounting

1 Companies always create Goodwill either consciously (deliberately) or unknowingly
(intuitively)

1 A number of methods are used to determine Goodwiill

1 According to the Commercial Register, the Pareto rule applies

T
T

2.1.Hypothesis 1

Goodwill construction companies in the field of construction depends on both size and area of
its activities.In the CzectRepublic, the focus of the company's activities is directly related to
its size. Size distribution see. tab. 1 also follows the layout of construction companies.

2.1.1.Microenterprises

is a business entity based on a trade license and focuses on pigtiblized activities (eg
wiring, plumbing, gas tilers, floor laying, air conditioning, drywall construction, selected
earthwork, etc.). The number of these entrepreneurs is the most in number and in terms of
turnover the leasf tradesman intuitively facses marketing and his marketing strategy on his
customers. This depends on the type of specialized activity. le. the volume of orders obtained
from individual specific customers. These customers can be individual entities as well as small
and mediurrssizedcompanies. For large companies, this happens rather rarely. In this case,
Goodwil is very closely related to the person and the personal characteristics of the individual
trader. a very individual concept according to the understanding of a particudgoreneur. In

this case, the trader adjusts his behaviour (Goodwill) to meet the expectations of his customers.
So, what they consider his Goodwill. Then the Goodwill parameters manifest themselves, for
example, as a willingness to meet the requiremepéedsand quality of the work performed

and compliance with the concluded contr&bodwill is a narrowly specialized, intuitively
entrepreneubased entrepreneur and results from detailed knowledge of a narrow customer
segment. It focuses more on brandarmgl maintaining or expanding its customer base. Each
customer group requires a different approach and marketing. Based on this, Goodwill can be
segmented differently. The death of a satiployed person ceases to exist as both marketing
and Goodwill depethon a single person.

2.1.2.Small and medium enterprises

In the Czech Republic, most of the form is Inc. and their focus is on performing minor repairs
and reconstructions and maintenance. Furthermore, the complex construction of small orders,
or speciakation in certain activities. Goodwill depends on the specialization of the company
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and in some cases on the geographical segment in which the company operates. They act as
subcontractors of large companies. They can focus on the specialization ofaziv#ies, on

the complex implementation of small orders, but also on the implementation of minor repairs,
reconstructions and maintenance. In some cases, these arenetdteetfirms, as construction
activities are classified as one of the activitlesy operate. E.g. some farms. These companies
form a marketing strategy ,and in some cases consciously create Goodwill. Which is directed
to customer requirements a@bodwill also depends on the company's marketing strategy
(expansion ostabilization)

Table 3: Marketing strategy

] Existing products New products

Existing Market Market penetration Product development
New Market Market Development Diversification

The business risk of small and medisired companies i®latively high, especially when it

works as a subcontractor. The market position is weak, as companies prefer to get orders from
large companies over small ones. All the more important the creation of marketing strategy and
Goodwill, as they can reducesethelatively high business risk.

2.1.3.Large enterprises

For large companies in the Czech Republic, the volume of orders is very high ,and in some
cases they are specialized in certain areas of construction activities. Where they focus on one
specific activity and get as many references from that activity as this activity is dominant for
their revenue structur@hey focus on getting public contracts and development projects more
or less regardless of the type of construction. The actual gotistr activity is transferred to
subcontractors. Their Goodwill is focused on fulfilling the qualification parameters for
obtaining a public contract. Or a loigrm contract with a private investdrarge companies

focus on obtaining large contracts sm a selection procedure (public contracts that must
comply with the Act on Public Procurement). They also focus on obtaining development
projects.Hypothesis 1 was confirmed.

2.2.Hypothesis 2

The concept of Goodwill according to BrandBeta parameteiesaccording to the size of the
company. The importance of the individual criteria of a large firm will be different from that of
small and mediunrsized firms. A survey among construction companies was chosen to confirm
the seriousness of individual tacs. Microfirms were not included in the survey because the
concept of individual parameters of the BrandBeta methodology would significantly modify
the specifics of each test subject. E.g. electrical installation trader who exclusively cooperates
with aregional small or medium construction company and electrical installation tradesman
type repair, reconstruction of power lines in the city over 100 000 inhabitants. The test of this
hypothesis was therefore carried out by means of a survey among represeofdarge and

small and mediursized companiednterviewing in the first phase took the form of sending

out questionnaires to respondents. The return on the questionnaires was low. Therefore, the
email was repeated to those addressees who did ponees the first phase. Also the second
phase did not reach the required number of responses and therefore the telephone
communication was approached, in which the addressees who did not answer even in the second
phase were approachebhe selection of pondents works with an error, as many business
entities have more than one business in the business register. The choice of respondents was
limited to those who have listed as the main or sole line of business the activities belonging to
the market segmeif construction works. Only such companies realistically engaged mainly
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in building production were selected for the sample of respondents. The survey was carried out
in regional companies within the South Moravian, Zlin, Olomouc, Pardubice, Moravian
Slesi an and Vysolina regions, whose competenc
Republic.In order to verify individual factors of the BrandBeta method, a survey among
construction companies was chosen. 61 construction companies were approbehedurhi

was 43 effective questionnairér the purposes of testing a questionnaire consisting of three
parts was created. The first concerned identification of the company (registered office, number
of employees and turnover). The next section incluBieschdBeta parameters ranging from 1

to 10 points, with 10 representing the highest weight. The respondent assigned to each criterion
the weight of the criterion, in his opinion, in the creation and maintenance of Goodwill.
Attribute weight from 1 to 10. Were 10 were the most. The third part contained ten basic
questions focusing on the specific determination of the ten BrandBeta parameters. E.g.
advertising awarenes$Are you using some form of paid promotion / advertisivgES / NO"

If YES what kind @ paid promotion is (more answers possible) a) TV advertising, b) radio, c)
leaflets, d) internet advertising (eg .Sklik) e) advertising on social networks, f) newspapers and
magazines, g) billboards, h) other (please specify) The next question was Hriesnpre
monitoring the response to promotional activities / YES / NO If YES, statelhtewiewing

took place in March and April 2019. The form of interviewing was chosen CAWI. The output
of the SURVIO Internet questioning was confusing, so the fortaldés was chosen. In view

of the specifics resulting from hypothesis 1 (the difference between a large company and a
group of small and mediwsized companies), respondents were divided into two groups. For
large firms, the second group consisted of medsized and small firms. The evaluation from

the tables is arranged according to the arithmetic mean of the evaluation of individual factors
in respondents.

For the first largescale group, the assessment is as follows:

1. Bran awareness 9,286
2. Marketon time 6,286
3. Price elasticity 6,143
4. Awareness of advertising 6,143
5. Market position 5,571
6. Market share 5,429
7. Sales growth rate 5,286
8. Price increase 4,714
9. Distribution 4,143
10. Marketing expenses 2,000
For the second SME grputhe assessment is as follows:
1. Market time 8,000
2. Price elasticity 6,833
3. Brand awareness 6,500
4. Market position 6,333
5. Sales growth rate 6,333
6. Price increase 5,667
7. Market share 5,500
8. Distribution 5,167
9. Awarenes of advertising 2,83
10. Marketing expenses 1,833
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The evaluation of the criteria by the overall sample of respondents is as follows:

1. Brand awareness 8,000
2. Marketon time 7,077
3. Price elasticity 6,462
4. Market position 5,923
5. Sales growth rate 5,769
6. Marketshare 5,462
7. Price increase 5,154
8. Distribution + advertising awareness 4,615
9. Marketing expenses 1,923
Graph I Weighting criteria of individual factors of the BrandBeta method. Source: own
research, own processing
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The differences in thgerception of the importance of individual parameters differ. The biggest
match is for marketing expenses0th place.

Graph 2 Differences in the evaluation of individual BrandBeta criteria for different types of
companies. Source: own research, owogessing
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If we set 5 points as an average rating, then small firms below this value indicate two criteria
(advertising awareness, marketing spending) Large companies report three (price surcharge,
distribution, marketing expenses). The difference betwleemighest and the lowest rating is
6,167 for small and mediwsized companies and 7,286 for large firms. There is a common

agreement only in the criterion AMarketing e
only 0.067 points. In the firstthreéemces, the criteria ABrand awa
and APrice elasticityo ranked equally, but i

be considered as key. It should therefore be assessed with a higher weight than the other criteria.
Especially for small companies it is difficult to determine eg. market share, price surcharge,
market position. This means that the Goodwill value determined in these cases cannot include
these factors. The survey showed that the tested sample showmdémtaladifferences in
meeting the criteria set by the BrandBeta method. This confirmed the hypothesis that firms
criteria are perceived differently depending on the size of the firm. These differences result
from the focus of companies, respectively, winairt customers are. The authors realize that not

all companies, especially small ones, can assume a completely clear perception of the content
of individual items of BrandBeta evaluation criteffdue criteria set by the BrandBeta method

are hard criterialhe research showed that their importance perceived by the company differs
mainly according to its size. Therefore, it would be appropriate to include in the evaluation of
the other part in which the company, given its specificities, weighting the&riemn marketing
expenses, the proportion of the company's total costs to the absolute amount spent on marketing
could become the weight.

Hypothesis 2 was confirmed.

3. CONCLUSION

Goodwill is part of the company's intangible assets. It is n@rite, what is determined, it is

its value. The amount and evolution of Goodwill is determined by the company, respecting its
specifics, monitoring its development and recording it in its internal accounting. Goodwill is
linked to the implementation of thearketing strategy and its effectiveness can be identified

by regular review of the value of Goodwillhe differences in the evaluation of individual
BrandBeta criteria according to the size of the company were confirmed. The inclusion of other
criteria perceived by potential customers and the general public would contribute to
objectivization of the method. E.g. competition, product / service availability, etc. These
conclusions can be considered as generally applicabth.regard to the fact that ontiiose
companies that consider carrying out construction work as their main activity have been tested,
the following recommendations apply primarily to them. The research showed that in the
conditions of the construction company the criterion scale iscaybé, but with regard to the
differences resulting from the specifics and focus of large, medium, small companies and
micro-firms, it is necessary to adjust the scale. First of all, it is necessary to objectify the scale
by the weight assigned by the goamy. The weighting of these individual hard criteria needs

to be determined on the basis of the results of further research. Hard criteria need to be
complemented by other factors that affect Goodwill and create a set of soft criteria scored by a
point s@le. Such factors include, for example, the ecological aspect perceived by the customer
beyond the legal obligations usual for construction (waste water use, introduction of a double
water line, water recycling), architectural design, operation and mamtencosts, utility
features, deadline guarantee, scope of guarantees, references. These soft criteria need to be
identified and verified by a questionnaire survey of customers, professionals and the general
public. To gain insight into the link and impaaf the marketing strategy on Goodwill, we need

to find a way to measure how well our customers are and what their requirements are. Who are
our customers and what are their needs. Advertising is not always directed to a real customer
of the company.
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ABSTRACT
Following the turbulence that started to occur in Croatian printing industry in 2008, there has
emerged the need for a more detailed analysis of the situation using available economic data.
It is also important to look into the future and what will happethe market over the next 5
years. This is the time when companies are working on their development strategies and they
should be guided by economic forecasts, demographic changes, education policies,
technological developments in the press, IT and camuations sectors, national statistics,
and import and export data. Hence, this paper aims to describe the conditions present in
Croatian printing industry from 2012 to 2018. Furthermore, the paper presents the key
economic indicators of Croatian printingdustry, the printing industry of the countries of
Eastern and Western Europe, the development of the industry according to the most important
printing techniques and the types of graphic products for the period2042. In addition to
that, this paperaims to determine the economic trends as well as the development of the
business of Croatian printing industry in the next few years. In order to do so, it correlates
trends and major economic indicators of Croatian printing industry to the European ones,
based on forecasted movement of the European printing industry by 2022.
Keywords:printing industry, economic analysis, development trend of printers

1.INTRODUCTION

In recent years, in the developed countries, the printing industry has undergorenaivent
process of restructuring and modernization. The restructuring resulted in closure of many
enterprises as well as in decline in manufacturing, but it also resulted in the modernization of
production and productivity growth (Mejtoft, 2008). The abal®o had a great impact on
Croatian printing industry, and in 2008 there was a significant decrease in the number of
companies in the industry, the size of their turnover and profits, a decrease in the number of
employees and discontinued investments. Wtbatia's accession to the European Union,
opportunities have emerged to boost exports and increase investments in new technologies,
both through cheaper sources of financing and through the withdrawal of funds from European
development programs. Consenqthg, based on economic indicators, an attempt has been made
to answer some of the questions related to the restructuring process of Croatian printing industry
and how much it actually follows the trends of the printing industry in Europe and in the world.
At both the European and the global level, the printing industry has undergone major changes
in the printing technology itself, and classical printing technologies (offset, flexography) are
increasingly being replaced by faster and more flexible digrtatipg techniques (inkjet and
electrophotography).
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These changes are in favor of a trend towards a decrease in circulation, personalization of the
press, the production of diverse individualized content and an increasing response to market
demandsDataon Croatian printing industry from 2012 to 2018 were obtained from available
statistics of the Central Bureau of Statistics, Croatian Chamber of Commerce, FINA and
Business Croatia. The paper also includes data published on the websites of the companies in
the industry which have been analyzed for these purposes. Secondary data has been processed
by the methods of synthesis and analysis, and in addition to that statistical, analytical and
comparative methods have been used. Source of data for Europe aadlthifom 2012 to

2022 was PIRA, Printing Industry Research Association (Smyth, 2017). The paper also uses
previously obtained and analyzed data on Croatian printing industry from-22006
(Andr agek, 2012) .

2. TRENDS IN CROATIAN PRINTING INDUSTRY (2012 -2018)

An overview of basic data for Croatian printing industry in the period from 2012 to 2018 is
given in Table 1. It provides analysis only of those companies whose total revenue exceeds or
is equal to 1 mil. kn. Companies with a total revenuless than 1 mil kn do not significantly

affect the results (except the number of companies in the industry) and cannot influence the
trends shown in the printing industry in Croatia.

Table 1: Croatian printing industry in the period from 2012 to 2(di®hors' calculation)

2012 2013 2014 2015 2016 2017 2018
Number of companv 166 153 155 149 132 127 126
-8 50%|  1,20%| -4,03%)| -12,88%| -3,04%| -0,70%
MNumber of emplovees 6 602 6.376 6.381 6228 6066 6037 6.003
-3,34%|  0,08%| -2,40%| -2,67%| -0,13%| -087%

Total revenue in mil 5 516 323 512 510 216 540 357
1,260%| -2,13%| -0,30% 1,10%| 4,44% 3,03%
Exportinmil 5 31 52 66 87 101 122 125

40,58%| 21,21%| 24,14%| 13,80%| 17,21% 2,40%

Total investments in

2 ¥ - 2 P 5
the industry in mil $ B - I 30 i e

30,81%)| -27,00%| 43,33%)| 68,75%| J5,88%| 2.86%

Furthermore, there is an obvious downward trend in the number of companies from 2012 to the
present, while the largest decrease in the number of companies was between 2015 and 2016
(12,88 %). The number of companies decreased bgo2#2012 to 2018. Compared to 2008,

this represents a decrease of 42 %. The reason for this decline in the number of companies can
largely be explained as a decline resulting from the lack of investments into development, labor
issues related to effortsade to ensure better conditions in either the domestic or foreign labor
markets, and the merger of several companies into one grbamumber of employees has

also been decreasing throughout the observed period, and in 2018 we saw a decrease of 9 %
compaed to 2012. Compared to 2007 when 9.232 employees were employed in the industry,
the decrease has been 35TPhere has been a clear upward trend in total corporate revenue
since 2012 (except for 2014, when it fell by 2 % compared to the previous yean)Zid it

was 8 %. Despite the steady growth over the last few years, Croatian printing industry has not
yet returned to the level of 2018, when the printing industry together generated total revenue of
$ 799 million, while total revenue in 2018 was $5hillion. The export category has been
growing steadily since Croatia's accession to the EU, with exports rising from $ 31 million in
2012 to $ 125 mil. in 2018 which represents a growth of 300 %. From all of the above it can be
concluded that, in the lefew years, the printing industry in Croatia can primarily be associated
with increased export activities.
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3. TRENDS IN EUROPEAN PRINTING INDUSTRY (2012- 2022)
Trends in the printing industry in Europe are shown in Table 2., and it provides total revenues
in mil $ for 2012, 2016, 2017, 2018 and the projection for 2022 for Western and Eastern

European countries. The analysis was based on data from PIRA (Smyth, 2017), while data on
Croatia was obtained from FINA and Business Croatia (www.fina.hr; www.paslayrirhe

analysis used the compound annual growth rate (CAGR) which represeat®tage rate at

which some value (investment) grows over a certain period of time, assuming the value has

been compounding over that period. CAGR is calculated in thewioly way: CAGR is
nvest ment 0s
n represents the number of investment periods (www.investopediakammermore, with the

(EV/ISV)1/"i 1

wher e

EV

s |

endi

ng

val u

exception of Greece and Spain, all ott\éstern European countries show a decline in printing

industry, with negative CAGR 20127 and 201722, and with Finland, Sweden and the

Netherlands having the sharpest fall. The countries of Eastern Europe, except Ukraine and
Russia, recorded growth ofetlprinting industry during the observed period. Poland (5 %) and
Romania (3 %) had the highest growihthe period from 2012 to 2017, Croatia recorded an

increase of 0,9 % in CAGR and 3,15 % for 2487 Accordingly, a further growth trend at the

rate of1-2 % has been anticipated for the period 2027

Table 2 European printing output by country, 2022 in million $, constant 2016. prices
p .

and exchange rates (Smyth, 2017,

CAGR (%) CAGR

2012 2016 2017 2012- 2018 2022 (%)
2017 2017-22

Eastern Europe in mil)

Total Eastern Europe | 22.264,5| 23.986,4| 24.507,6 1,9%| 25.155,5| 27.756,9| 1,30%
Bulgaria 503,6 567,1 576,6 2,7% 583,7 613,83 1,30%
Czech Republic 2.195,2| 2.322,1| 2.3569 1,4%| 2.402,9] 2.571,2] 1.,80%
Hungary 1.338,0] 1.398,2| 1.4279 1,3%| 1.457,5] 1.569,9] 1,90%
Poland 5.321,2| 6.747,0| 6.9173 5,4%| 7.092,5| 7.8960| 2,70%
Romania 1.041,1| 1.182,3| 1.207,2 3,0%| 1.233,7] 1.330,1] 2.,00%
Russia 7.8185| 7.587,3| 7.7256 0,2%| 7.974,2| 8.941,5] 3,00%
Slovenia 653,8 667,28 673,1 0,6% 681,2 695,28 0,70%
Ukraine 795,4 708,5 734,0 -1,6% 770,5 914,8| 4,50%
Other Eastern Europe | 2.597,7| 2.805,1| 2.889,0 2,1%| 2.959,3] 3.223,7] 2.,50%
Croatia in mil § 516,3 515,7 539,9 0,9% 556,5 576,0 1,3%

207,

In order to prove the assumption that the printing industry is increasingly turning to modern
unconventional printing techniques (digital printing), while the share of printing production
using conventional techniques (offset and flexography) is mainly being reduced, Table 3.

presents the analysis of printing production by types of productioni¢gee® The authors used

PIRA analysis for the countries of Western and Eastern Europe and their own calculation for
Croatia (as explained in the introduction). Thus, printing production was analyzed according to

the following printing techniques: offset et + web), coldset web offset, gravure,

flexography, screen, digital and other printing techniques (leterpress, security printing). The
CAGR for the period 2027 was also used for the analysis, as well as the PIRA projection for
CAGR 201722 for Europe The overview provided below demonstrates that the growth of
production printing output of Western Europe in the period from 2012 to 2017 includes
flexography and digital. Furthermore, digital printing is growing the most, at a rate of 5,5%,

while coldsetweb offset {7,7 %) and screen printing5(6 %) show the sharpest decline.
Printing production in Western European countries declined by 1,4 % in1ZQ1&hile a

negative trend has also been forecasted for the period until EAB&&rn European couigs

showed a 1,9 % increase in production in 2@T2and further growth of 2,5 % has been
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forecasted for 20122. In these countries the highest decrease was recorded for coldset web
offset ¢4,5 %) and screen printingh(7 %). Digital printing was up 19.% in 201217.

Table 3 Printing output by process type 2022 for Europe and 20128 for Croatia
(Smyth,2017, p. 209, 317 and author's calculation)

CAGR (34) CAGR (%)
2012 2016 2017 2012-2017 2018 2022 2017-27

Western Europe in mil. 5
Total Western Europe 159.102,8|149.497,0(148.620,1 -1,4%(147.733,6(/146.317,1 -0,3%
Offset (sheet + web) 56.513,3| 47.721,7| 46.3708 -3.9%| 452967 40.997.0 -2 A%
Coldset web offset 16.185.3| 11.7718| 10.8305 -7 7% 95533 7.3344 -7.5%
Gravure 13.314,2| 11.3135| 11.084,2 -3.6%| 10.879.8| 10.260,3 -1,5%
Flexography 34.46359| 35.4776| 35.856,7 09%) 36.4796 37.740,3 1,0%
Screen 2.9135( 2.3405| 2.187.0 -56%| 20483 16085 -5,59%;
Other 16.015,8| 16.258,2| 16.504,1 06%| 16.786,2| 17.861,1 1,6%
Digital 196868 24.613,6| 25.706,8 55%| 26.2497| 30.5145 3,5%
Eastern Europeinmil. $
Total Eastern Europe 22.264,6| 23.986,5| 24.507,7 1,9%| 25.185,6| 27.756,7 2,50%
Offset (sheet + web) 6.541,7| 6£.8714| 6.911,7 11% 7.024,1( 7.2209 0,9%
Coldset web offset 2.9755( 2.4485| 2.360,0 -45%| 2.306,3| 2.058,2 -2, 7%
Gravure 7258 6284 690 .4 -1,0% 7015 7483 1.6%
Flexography 5.5355| 6.2110| 64163 30%| 6.6224 7.505,0 3,2%
Screen 2009 636,28 596,7 -5,7% 567 .6 46590 -4, 7%
Other 3.6882( 3.9526( 4.040,3 11%| 4.159,1| 4.566,7 2.5%
Digital 1.92870 3.171.8 3.452 .3 11.9% 3.204.0 5.188.6 B.2%
Croatia in mil. 5
Total Croatia 516,5 515,8 540,1 0,9% 556,4 576,0 1,3%
Offset (sheet + web) 2350 2180 2160 -1,7% 2260 220,0 0,4%
Coldset web offset 63,9 41,0 39,9 -5,0% 37,2 31,0 -5,0%
Gravure 104 9.6 10,8 0,0% 117 10,0 0,0%
Flexography 1250 1469 1601 A4.4% 1682 185,0 2,8%
Screen 45 12 12 -13,0% 21 1,7 0, 0%
Other 354 323 35,6 0,0% 383 36,8 0,5%
Digital 383 66,2 75,9 14 9% 729 91,5 3,9%

By analyzing the total production of Croatian printing industry, we reached total production
growth of0,9 % during the period 20127, where the largest growth was related to digital
printing, almost 15 %, which shows that digital printing is growing at a faster rate than it does
in the rest of Europe. The largest decrease occurred in screen prithBrig)(as well as in
coldset web offset (9 %). There was also a slight decrease of 1,7% in offset printing.
Flexography is growing at a rate of 4,4 %, which is slightly higher than the growth in Eastern
European countries, where it increased by 3 % in A01LFigure 1 represents investment in
machines in Western Europe in 2012., 2018 and 2022 in offset, coldset web offset, flexography
and in digital. It shows investment increased in digital from 2012 to 2022 by 17 % and in
flexography in the same period by& Investment in coldset web offset declined by 7 % and

in offset is the biggest decline in investment by 16 %.

Figure following on the next page
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Print equipment in Print equipment in Print equipmentin
Western Europe in 2012. Western Europe in 2018. Western Europe in 2022.
B Offset H Offset H Offset
Coldset web Flexography Flexography
offset
41% 46% B Flexography m Coldset web H Coldset web
\ offset offset
0, G-
% W Digital W Digital M Digital

Figure 1: Print equipment market by process type in Western Europe in 2012., 2018. and
2022.(Smyth,2017, p. 211)

Figure 2 represents investment in machines in Eastern Europe in 2012., 2018 and 2022 in offset,
coldset web offset, flexography and in digital. It shows investment increased in digital from
2012 to 2022 by 11 % and in flexographyhe same period by 6 %. Investment in coldset web
offset declined by 7 % and in offset is the biggest decline in investment by 12 %.

Print equipment in Print equipment in Eastern Print equipment in Eastern
Eastern Europein 2012. Europein 2018. Europein 2022.
W Offset H Offset W Offset
Coldset web Flexography Flexography
offset
B Flexography H Coldset web H Coldset web
offset offset
W Digital W Digital W Digital

Figure 2: Print equipment market by process type in Eastern Europe in 2012., 2018. and
2022. (Smyth,2017, p. 319)

In Figwe 3 we can see investment in machines in Croatia in offset, coldset web offset,
flexography and in digital print. It shows investment increased in digital from 2012 to 2018 by

15 % and in offset in the same period by 27 %. Investment in coldset webdeitiaed by 3
% and in flexography is the biggest decline in investment by 39 %.

Figure following on the next page
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Print equipment in Croatia Print equipment in Croatia in
in 2012. 2018.

| Offset W Offset

Flexography Flexography

B Coldset web B Coldset web

offset offset
W Digital M Digital
Figure 3: Print equipment mar ket by process
caculation)

4. GLOBAL TRENDS IN PUBLICATION, COMMERCIAL AND PRINTED
PACKAGING (2012-22)
The world's printing industry is a big business. In 2017 all print and printed packaging output
were valued at a little less than $ 780 billion. In costant value terms, the global imend@sed
by 4,0 % from the 2012 to 2017. An increase of 9,7 % has been predicted for 2022. The period
to 2022 expects real value growth. It also shows declining volume in publications and
commercial, and growth in packaging. According to PIRA, therehaiee tbasic categories of
printed products (Smyth, 2017):

1. Publicationi newspapers, magazines, books, directories and catalogues.

2. Graphicsi photo products, advertising, business forms and ID, promotional, security,

transactional and general commercial pproducts.
3. Packaging cartons, corrugated, flexibles.

Table 4. shows the global print market in constant prices and print volumes segmented into
these categories and Table 5. shows the equivalent for Croatia, to allow for the comparison of
the trends onhe global print market and Croatian print market from 2012 to ZDd&e is
continuing growth in packaging and labels, a sector which is immune to electronic alternatives,
with limited growth in commercial graphics and significant publication valugs, foo the

global print market and Croatian print market.

Table 4: Publication, commercial graphics and printed packaging global markets;22012
(Smyth, 2017, p. 7)

$ billion 2012 2013 2014 2015 2016 2017 2018 2019 2020 200 2022 Change

2012-22
Total 748.9 750.6 755.9 764.3 772.5 779.6 7B6.2 794.1 B01.2 810 821.3 9.70%
Publication 179.1 173.1 168.6 163.8 159.8 154.9 151.2 146.7 142.5 138.7 135.5 -24.30%
Commercial 234.1 232.8 231.5  232.1 232.7 233 231.7 230.5 228.4 227.4 227 -3.00%
Packaging & labels 335.6 344.8 355.7 368.3 379.9 391.7 403.2 417 430.3 443.9 458.8 36.70%
% publication 23.9% 23.1% 22.3% 21.4% 20.7% 19.9% 19.2% 18.5% 17.8% 17.1% 16.5% -31.0%
% commercial 31.3%  31.0% 30.6% 30.4% 30.1% 29.9% 20.5% 20.0% 28.5% 28.1% 27.6% -11.6%

% packaging & labels 44.8% 45.9% 47.1% 48.2% 49.2% 50.2% 51.3% 52.5% 53.7% 54.8% 55.0% 24.7%
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Table 5: Publication, commercial graphics and printed packaging in Croatia prarket,
201218 (author's calculation)

In mil.$. 2012 2013 2014 2015 2016 2017 2018 Change
201218
Total
Publication 187,2 187,4 162,0 162,0 159,3 163,7 172,2 -8,0%
Commercial 127,1 128,6 126,0 132,0 128,21 133,7 1334 5,0%
Packaging & labels | 201,5 206,9 2241 2165 2283 242,6 250,10 24,6%
%publication 36% 35% 31% 32% 31% 30% 31% -13,9%
%commercial 25% 25% 25% 26%  25% 25% 24%  -4,0%
%packaging & labels| 39% 40% 44% 42%  44% 45% 45% 15,4%

The 20122018 global change shows a 15,6 % drop in publications, a 1 % drop in commercial
and a 20 % increase in packaging. In terms of percentages, printing industry in Croatia recorded
a decrease ipublications by 13,9 %, in commercial by 4 % and packaging growth by 15,4 %.

World: Croatia in mil$.:
$800

300
$700

$600 200

$500
$400 100

$300
$200
$100

$ billion, constant 2016 prices

2012 2013 2014 2015 2016 2017 2018

$0
2012 2013 2014 2015 2016 2017 2018 2019 2020 2021 2022 Py blication value Graphics value

= Publication value — Graphics value — Labels & packaging value .
Labels & packaging value

Source: Smithers Pira
Figure 4 Publications, commercial graphics and printed packaging markets in the world in
201222 andin Croatiain20:28 ( Smyt h, 2017, p. 8 and au

5.CONCLUSION

The analysis of economic trends and business development for Croatian pridtisgyin

market has been conducted based on the data analyzed in this paper. The past 7 years of trends
in the printing industry, both in Croatia and in Europe (Western and Eastern), were also taken
into consideration. The aforementioned analysis for thieg018 to 2022 has been made in
correlation to trends in Europe, taking into account economic indicators, as well as the situation
on the labor market in the Republic of Croafiae data we obtained from the analysis show
growth trend of total printingutput in Croatia from 2017 to 2022 for 1,3%. Data from analysis

for printing output by process type foresees the further growth of digital printing to 2022 for

3, 9%. They show recovery of flexography and
will continue to stagnate in next few years and coldest web offset printing will continue to fall

at the predicted rate e5%. From the above data we can reach the conclusion that the trends of
Croatian printing industry are in line with those of the Easturopean countries, so the
majority of development is related to investment in digital machines and equipment, which
indicates the reduction of circulation, but also the direction towards direct marketing which
uses personalized document output. Additigmassible conclusion is that the development

trend is mainly based on the production of packaging and labels as products (this applies to all
European countries), because this trend has not been affected by the constant and strong
expansion of the Interb@sage due to its sole purpose.
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ABSTRACT
The study examines the specific objective to review the banking sector reform and capital
market during the reform period in Nigeria and to determine the effect of bank capitalization
on thegrowth rate of market capitalization in Nigeria economy. Secondary data was collected
from 2000 to 2010 from central bank of Nigeria statistical bulletin. The data collected was on
market capitalization, bank capitalization and ratio of bank and markgitaeation.
Ordinary least square (OLS) was used to estimate the specified model. It was found out that
banking reform has positive effect on capitalization growth rate. It was recommended that there
should be more comprehensive reform that will rettme the entire financial sector to
complement the reform in banking sector.
Keywords: Bank capitalizationbanking sectqrcapital marketmarket capitalizationNigeria

1. INTRODUCTION

Commercial banks financial activities have been a bedroek@iomic activities not only in
Nigeria, but in the world at large. All economic and financial transactions involve money, credit
and financial instruments. Banking sector, most especially commercial banks carried out the
majority of the financial activiéis in any economy. Their functions varies from money deposits,
valuables deposits, credit to public and private sector, facilitation of domestic and foreign trade,
buying and selling of securities and financial advisers to economic agents. Therefore, this
makes banking sector very important, and act as a fulcrum of any sectorial grbe/ilssue

of the bank consolidation has assumed international concern because of the importance of the
institution in the facilitation of domestic economic growth and irgtomal trade. There is thus

no gain saying the fact that banking is a central institution in the effective working of any
market, either real sector or money or capital market. However, the lingering problem of bank
distress and its attendant effects halained one of the most disturbing features of the Nigeria
banking sector in recent times. While concerted efforts are being made to address the menace,
the magnitude and depth of distress in the system has remained an issue of concern to the
governmentthe regulatory authorities, bankers as well as the general public. This is because
of the importance of banking sector in any modern economy (Sanusi, Boi@xunately, one

maj or cause of the financi al di sctyess Ciapi th
provides a cushion to withstand abnormal losses not covered by current earnings that is enabling
bank to regain stability and reestablish a normal earning pattern. Unfortunately, a good number
of the Nigerian banks were still grossly undagptalized during the period, 1986 to 2003. This
situation largely informed the decision of the regulatory authorities to raise the minimum equity
share capital of commercial and merchant banks from N500 million in 1997 to N25 billion in
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2005. While reform#n banking industries are aimed at addressing issues such as governance,
risk management and operational efficiencies, the vortex of the reforms is around firming up
capitalization. Capitalization is an important component of reform in the banking industry
owing to the fact that a bank with a strong capital base has the ability to absolve loses arising
from nonperforming liabilities (NPL). Capitalization could be achieved through consolidation
which ultimately materialized in Nigeria on January 2, 20@ér aferies of reforms since 2004

by the Central Bank of Nigeria (CBN). This decision by the apex bank is supported by Sanusi
(2012) that economic reforms, especially the banking sector, are undertaken to ensure that every
part of the economy functions efiiently in order to ensure the achievement of macroeconomic
goals of price stability, full employment, high economic growth and internal and external
balancesAccording to Idowu & Babatunde (2009), the most widely acclaimed measure used
to stimulate capél market development is reform (Banking reform). De la Torre and Schmukler
(2007) advocated about four categories of reform as a policy measures for the effective
development of the capital market.

1. reforms aimed at creating the enabling environmentcépital markets such as the
strengthening of macroeconomic stability and the enforcement of property rights;

2. reforms aimed at enhancing efficiency and market discipline in the entire financial system
through greater competitidnsuch as capital accoulitteralization;

3. reforms indirectly supportive of capital market developniesuch as pension reforms and
privatization programmes; and

4. capital market specific refornissuch as the development of regulatory and supervisory
framework and improvement in sarities clearance and settlement systems.

It is also worthy of note that capitalization has been an issue since the establishment of
indigenous banks in the 1950s. Therefore, it is either the banks themselves are not adequately
capitalized or banks doeot move with decline in money value so as to maintain an adequate
capital base. Also, there was a sharp increase in market capitalization from 2004 to 2008.
According to Central Bank of Nigeria statistical bulletin (2013), market capitalization stood at
N1807.29 in 2004 billion from an increase in 2003 value of N979.04 billion. Before the end of
2008, it rose to N10.15 trillion and decline sharply to N5.30 billion in 2009. These short period
changes in market capitalization occurred during banking seftwnr of 2004 which give rise

to the statement of the problekhowever, the major factor which is bank capitalization has not
been jointly examined with other factors that determined the growth of capital market. Most
especially, this study attempt to examthe effect of relevant variables that determined capital
market in Nigeria on the growth rates of market capitalization which has been ignored in other
studies. The effect of bank capitalization on the growth rate of market capitalization in an
economycannot be determined unless through empirical investigation. Hence, reform in
Ni geriads banking sector provides such oppo
sector has affected market capitalization growth. From the forgoing, one woulddilewdat
constitutes banking sector reform, and one would also want to know if bank recapitalization is
enough to cause a growth in capital marKét@ broad objective of the study is to examine the
impact of banking sector on capital market in Nigerian@eny. The specific objectives to
achieve the broad objectives are; to review the banking sector reform and capital market during
the reform period in Nigeria. To determine the effect of bank capitalization on the growth rate
of market capitalization in Nieria economy.

2.LITERATURE REVIEW

This section will elucidate the banking sector reform and it relevant studies on the relationship
with capital market.
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2.1. Banking Sector Reform

The current minimum capital requirement which was set by Bank and othanckl
Institutions Decree in 2004, places a premium on the preservation and expansion of every bank
capital. With the minimum capital requirements of bank recently introduced by bank and other
financial institution decree (BOFID) section 9 (nine) forsérg banks and new banks N25
billion is geared towards the reduction of distress syndrome to a minimum level and also able
to build up the capital base of the banks. This recapitalization of banks is a distress resolution
to banking industry. This measuis seen as crucial to the community in banking business and
general wellbeing not only of the banks itself but of the economy as a whole. To consolidate is
to make solid or strong. According to new English Oxford dictionary, it means solidification,
making solid or strong. According to Iganiga. and Obafemi (2006), consolidation and
convergence are interrelated since they are both achieved through mergers and acquisition. A
merger is the combination of two or more separate firms into a simple firm, thengeéirm

taking either acquire or new identity; while acquisition on the other hand takes place where a
company takes over the controlling shareholding interests of another with two separate
companies evolving at the end. The target company either lescauivision or subsidiary of

the acquiring company. Bank consolidation is viewed as the reduction in the number of banks
and other deposit taking institutions with a simultaneous increase in size and concentration of
the consolidated entities in the s&c{BIS 2001). It is mostly motivated by technological
innovations, deregulation of financial services enhancing intermediation and increase emphasis
on sharehol dersdé value, privatization and in
1999 & De Ncolo 2003). The nexus between consolidation and financial sector stability and
growth is explained by two polar views: Proponents of bank consolidation opine that increased
size potentially increase bank return through revenue and cost efficiency gaag. #iso

reduce industry risks through the elimination of weak banks and create better diversification
opportunity (Berger, 2000). On the other hand, the opponents argue that bank consolidation
could increase bank propensity toward risk through increekeérage and of balance sheet
operations. In addition, scale economies are not unlimited as larger entities are usually more
complex and costly to manage (De Nicolo, 2003). Iganiga. et al (2006) opined that two major
elements of the reform agenda are tbquirement for Nigerian banks to increase their
shareholders fund to a minimum of N25 billion by the end of December 2005 and consolidated
through mergers and acquisition. Attaining capitalization requirement is achieved through
consolidation, convergeaas well as the capital market. Thus banking reforms are primarily
driven by the need to achieve the objective of consolidation, competition and convergence in
the financi al architecture. The increase in
market. By this, banks sourcing to increase their capital base eventually boost the capital market
and raise the market capitalization during this period.

2.2. Rationale for Banking Sector Reform

Banking sector reforms in Nigeria are driven by tieed to deepen the financial sector and
reposition the Nigeria economy for growth; to become integrated into the global financial
structural design and evolve a banking sector that is consistent with regional integration
requirements and international bgsfctices. It also aimed at addressing issues such as
governance, risk management and operational inefficiencies, the centre of the reforms is around
firming up capitalization. (Ajayi, 2005 apitalization is an important component of reforms

in the Nigeian banking industry, owing to the fact that a bank with a strong capital base has
the ability to absolve losses arising from non performing liabilities. Attaining capitalization
requirements may be achieved through consolidation of existing banksiog radslitional

funds through the capital market. In terms of policy thrust therefore the banking sectors reforms
are expected to build and foster a competitive and healthy financial system to support
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development and avoid systemic distress (Soludo, 200itls Balogun (2007) averred that
banking sector reforms is interpreted to mean embarking on comprehensive process aimed at
substantially improving the financial infrastructure, strengthening the regulatory and
supervisory framework to address the issulewfcapitalization and a structured financing for
cheap credit to the real sector and financial accommodation for small and rural credit schemes.
Generally analysts believe in strong term that economicaatjaktment is associated with
policy pursuit whichdepart from fee market pricing policies (Chiber and Wilton 1986, Ray
1986). Studies have shown that the objectives of financial sector reforms are broadly the same
in most countries of SuBaharan Africa (Omoruyi 1991, CBN 2004, Balogun 2007, Ray 1986).
These are summarized to include market liberalization for promotion of more efficient resource
allocation, expansion of savings mobilization base, promotion of investment and growth
through market base interest rates and increase the activities of cagitat.nit also means

the improvement of the regulatory and surveillance framework, fostering healthy competition
in the provision of service and above all laying the basis for inflation control and economic
growth (Balogun, 2007).

2.3. Banking Sector Refan and Capital Market Growth

Sanusi (2011) in a paper delivered maintained that the reforms carried out between 2003 and
2008 in the Nigerian bankingsector deepened the capital market and increased public awareness
and involvement significantly. This deegiment indicates that the interrelationship between

the financial reforms, especially banking sector, and capital market cannot be understated.
Before 2008, the market enjoyed a period of unprecedented growth, driven majorly by the
banking sector reform. Btket Capitalization (MC) rose by 318.3 per cent, from N2.06 trillion

in 2005 to N10.20 trillion in 2008, while the ABhare Index (ASI) also rose by 161.6 per cent

with the index rising from 24,085.8 in 2005 to 63,016.56 in 2008 (NSE, 2008). Thesdnavere t

same period banking sector capitalization was ongtdagvu & Babatunde (2009) confirmed

that banking sector reforms developed capital market development through initial public offer

of shares, transfer of securities and appreciation of existing éhargsal ue of banks.
(1992) showed that stock markets provide a vehicle Risk diversification had been discovered

to influence growth through the shifting of investments into higbhturn projects. This is

because projects with high expected retuand to be comparatively riskier. Thus, better risk
diversification through internationally integrated stock markets will foster investment in
projects with very high returns. Bencivenga, Smith and Starr (1996) In their study considered
empirically howhe ef fi ci ency of an economyés capital
by the costs of transacting in them) af fect
capital and, through this channel, final goods and services. Their study emphasizésdhe ro

equity markets in providing liquidity to holders of lotgrm and essentially illiquid capital.
Their findings showed that as the efficiency
transaction costs fall), the general effect is to causatago make longegerm, and more
transactions, intensive investments. This results support the claim of Sanusi (2011) that a strong
and developed capital market spur economic growth which can be largely achieved through
banking reforms.

3. MATERIALS AND METHODS

3.1 Theoretical Framework

The theoretical framework for this study is based on CaldRassell behavioral structural
model of stock market development which was used in Idowu & Babatunde (2009) study. In
this model, economic growth and stockarket liquidity are considered as the main
determinants of stock market growth.
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Market capitalization as a proxy of capital or stock market is defined as follows:

////////////////////////////

Y = PV ¢ééééééééeéeéeécceceeccececeeeeeeeeeecee. (1)

Where:

Y -is market capitalization in local currency;

P-is the number of listed companies in the stock market; and
V-is the local currency average price of listed companies.

The model can be presented formally as follows:
Y = PV = Y(G,T) éééeéeécécéecéecqgadece

"""""""""

\% V( G, P), P = P(T,V) éééééceceeceeéeééécecee.

The exogenous variable G represents per capita GNP in local currency and variable T represents
the turnover ratio. The endogenous variables are V, P, and T.

3.2. Materials and Methods
3.2.1. Model Specification

The structural equations are then expressed in the following reduced behavioural model from
equation 3:

LogY=b1l Logeerlécgrreeéééeeceeceeéééeeee(4)

For the purpose of this study, equation 2 will be used to speciipdidel. Equation 4 can be
written to suit the variables under study. From this,Y will be represented by growth rate of
market capitalization, G will include the real Gross Domestic Product (RGDP), financial
deepening (broad money ratio to GDP), and T widlude bank capitalization and credit to
private sector.

MGR= 1BMi+ RG+ BG+ 4CP+ sMG+ ¢CG + 7NZ]|Ct+|.ltéééééé . (5)

Equation 5 shows the effect of Real Gross Domestic Produgt(fRtancial deepening (M

bank capitalization (B@, credit to private sector (QP Bank capitalization contribution to
market capitalization (BN, credit to private sector contribution to GDP @@nd initial
market capitalization (M on market capitalization growth rate (Mg:RCalderorRossell

was modified model to incorporate other financial and economic variables that might affect
capital market growth. The model shows capital market growth is the result of the combined
effect of bank capitalization, real income and crédlieconomic activities from the banking
sector. This is also accompany with various contributions of variables to market capitalization
and GDP.

3.2.2. Technique for Data Analysis

Trend analysis is adopted to explain the changes of market capitalizatdnbank
capitalization. The empirical models were analyzed using Ordinary Least Square (OLS)
technique to examine the impact of the banking sector reform on capital market. OLS is said to
be best unbiased estimator if all assumptions are not violat¢hisinase, it is efficient and
sufficient estimator of the model.
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3.2.3. Trend Analysis of Capital Market in Nigeria, 2000 to 2010

Table 1: Market Capitalization and Bank Capitalizatiéd( bi | | i on)
Ratio of Bank and
Market Bank market
Year Capitalization Capitalization Capitalization
2000 379.72 44.21 11.64176
2001 601.05 75.17 12.50655
2002 701.94 101.28 14.42805
2003 979.04 122.74 12.53633
2004 1807.29 142.32 7.875006
2005 2066.80 172.32 8.337606
2006 3998.06 170.49 4.26444
2007 7492.05 152.95 2.041553
2008 10150.19 210.94 2.078152
2009 5296.37 216.19 4.08177
2010 6493.95 245.16 3.775205

Source: Central Bank of Nigeria Statisical Bulletin, 2013

In 2003, market capitalization value increase from N97Billidn to N1807.29 in 2004 billion

which was the year Central Bank of Nigeria announced the recapitalization process. Before the
end of 2008, it rose to N10.15 trillion and decline sharply to N5.30 billion in 2009. These short
period changes in market ¢eghization occurred during banking sector reform of 2004 to 2006.
However, bank capitalization seems not to grow at the same proportion with market
capitalization, due to reduction of banks from 82 to 24 banks after the consolidation. But it still
shows asteady increase over time.

Figure 4.1: Market Capitalization Trend in Nigeria
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Figure 4.2: Bank Capitalization Trend in Nigeria
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Figure 4.1 and 4.2 show the trend movement of market capitalization and bank capitalization
respectively. Both graphshow an upward movement and a positive slope along the period.
This indicates that given the situation of financial sector, capital market move along side with
banking sector capital base.

3.2.4. Model Estimation

Table 2: Model EstimatioNariables
Dependent Variable: MKCGRT

\Variable Coefficient Std. Error t-Statistic Prob.
BM -8.285065 2.680542 -3.090818 0.0537
RG -0.001164 0.000220 -5.281197 0.0132
CG -2231.429 323.5170 -6.897406 0.0062
MG 11.02412 3.082133 3.576784 0.0374
MC 0.023949 0.002581 9.279030 0.0026
BC 1.431879 0.295525 4.845203 0.0168
CP 0.245390 0.035587 6.895511 0.0062
C 517.2000 83.51238 6.193094 0.0085
R-squared 0.986310

Adjusted Rsquared 0.954365

F-statistic 30.87584

Prob(Fstatistic) 0.008525

Durbin Watson Stat 2.653994

3.2.5. Interpretation of Results

Table 2 reports the results of the model specification of equation 5. All the explanatory variables
are statistically significant at 5% level aignificance. Specifically, bank capitalization
contributions to market capitalization (BM) are negative which violates the a priori expectation.
It indicates that a unit increase in BM, market capitalization growth rate will decrease by 8.29.
However, bak capitalization has a direct effect on market capitalization growth rate as
expected. This implies that market capitalization growth rate will by 1.43 units if bank
capitalization increased by 1 unit. The real income proxy by Real GDP (RG) showed @enegati
relationship with the market capitalization growth rate which does not go in line with the a
priori expectation. From it coefficientos
capitalization growth rate will fall by 0.1 %. The magnitudieef of credit to private sector
contributions to GDP is negative which is against the a priori expectation; it shows that a rise
in the ratio, will further decline market capitalization growth rate by 2231.43 units. However,
the credit to private sectooefficient showed a positive value, which implies that market
capitalization growth rate will increase by 0.25, if it increase by a umtial market
capitalization and financial deepening have positive effect on the market capitalization growth
rate inthe reported results. It indicates that a unit increase in the initial market capitalization,
capital market will grow at the rate of 0.02, while it will increase by 11.02 if financial deepening
increase by 1 unit. Other statistics tests show a robustr@ndsed estimation. For instance,

the coefficient of determination, adjusted R2, with a value of 0.95, indicates that the explanatory
variables explained the dependent variable by 95%. This show is high goodness of fit for the
regression line. The-gtaistic (30.88) is significant at 1% level of significance which indicates
that the overall model is significant. The test for autocorrelation, Durbin Watson test (2.65),
showed that there is no presence of serial correlation. It indicate that one otithptasss of

the stochastic term that it does not exhibit correlation with the independent variables is true and
the estimation results is efficient and reliable for forecasting.
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3.2.6. Discussion of Results

Reject Nigeria capital market has shomemarkable growth with an average growth rate of
18.85 per cent from 2000 to 2010. During the consolidation exercise, from 2004 to 2008, it
showed a considerably high growth rate. However, a negative growth rate due to the discovery
of high nonperformingloans and illiquidity if some commercial banks. Form the results it
showed an obvious fact that all banking sector consolidation or reform indicators, namely: bank
capitalization, volume of credit to private sector and financial deepening have significant
positive effect on the growth rate of market capitalization. Consequently, the decline of bank
effectiveness in 2009 showed that there is a need to sustain the current level of banking sector
reform with strong implementation strategies by the financthlaaities. Evidence from recent
empirical economic studies suggests that deeper, broader, and better functioning financial
markets can stimulate economic growth (Ndikumana, 2001, cited in Levine. n.d). Hence, the
interrelationship between the reforms of 68BN and that undertaken by the regulators of the
capital markets should not be undermined.

4. CONCLUSIONS AND RECOMMENDATIONS

This Capital markets provide a sound platform for numerous organizations seeking to raise

funds. In this vein, the capital matkefficiently allocates financial resources to the benefit of

the economy. In the case of any sectoral reform, the outcome will definitely be beneficiary to

the players in capital market. This is evidence from the empirical findings of this study that

captal market has been influenced by the recent reforms in banking sector. Consequently,

regulators like CBN and SEC would continue to adopt appropriate measures to ensure that the

financial system, especially banking sector, is well equipped to stimutatera growthThe

following recommendations are suggested in line with the results obtained in this study.

1. There should be more comprehensive reform that will restructure the entire financial sector
to complement the reform in banking sector.

2. The monetary authority should roll out periodic plan for financial reforms to address
challenges in the financial sector.

3. There is need for sound reforms that will not violates fundamental principles of banking
practices in order to avoid the possibility ohrRoerforming loans.

4. The past reforms impacted significantly on the capital market development as revealed in
this study, but it is highly suggested for sustainable reforms.
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ABSTRACT
The purpose of this paper i s to examine the
studentsé satpattcof ostaddnteé smtisfaction
education context. Empirical research was conducted on a sample of 278 respondents. The
hypotheses were tested using the univariate and multivariate regression analysis. The research
resultiss howed a positive i mpact of two di mensi on
satisfaction. Also, the relationship between
education institution was confirmed.
Keywords:higher education, ome students' engagement, satisfaction, loyalty

1. INTRODUCTION

Higher education institutions (HEIs) are increasingly faced with the need to adapt their
activities to a market, where excellence presents a determinant of institution's reputation. In
order to gain a competitive advantage, HEIs can apply a marketingptdinaeputs the needs

of users of education servicds students, in the spotlight. Many factors as increased
competition, decreased government funding, and the increased cost of education lead to
marketisation in higher educati¢@uilbault, 2016)Moreover, students are considered partners

in the value cecreation process in higher educati@ollinger, Lodge and Coates, 2018)
Excellence achieved through a high degree of customer satisfaction affects the reputation of the
institution and future students as well. The premise is that satisfied students will pass on their
experience to others, and westimouth communication is known to be a beneficial form of
information transfer. Therefore, it is necessary to improve the quality of the educational process
and to ensure the achievement of learning outcomes aimed at achieving a high level of students’
satsfaction and loyalty to a HEI. In order to gain a competitive advantage in the market, it is
essential that HEIs create quality studeentered educational programs. In this process, the
implementation of a modern informati@ommunication technology (10 is an imperative.

Today, the ICT has permeated all fields of life and work, including education. The benefits of
implementing the ICT in teaching processes were recognized by many HEIs around the world
a long time ago, so that they have developed qualdarning programs at all levels of higher
education. As today's generations of students spend a considerable amount of time online, the
guestion is whether their greater online engagement in the educational process contributes to
their satisfaction wit their studies, and accordingly to their loyalty to a HEI. Therefore, the
purpose of this paper is to determine if there exists a relationship between online students'
engagement, overall students' satisfaction and loyalty to a higher education amstitbé

paper is structured in five sections.
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The introductory part is followed by an explanation of the basic concepts used in the paper and
the development of hypotheses, a description of the empirical research methodology, the
research results, amonclusions.

2. CONCEPTUALIZATION AND HYPOTHESES DEVELOPMENT

2.1. Online studentsd engagement

The term engagement is often used in the marketing literature providing different definitions of
customer engagement. For example, van Doorn et al. (2010, 4). d&jine customer
engagement as fda customer 6s behavioral manif
purchase, resulting from motivational driver
customer engagement i dthefcestomer gipemegce thrsuglaspecificmp o n
interactional touch points, such as social communities and interactions with service employees
or ot her customer so. When it comes to educ
education, including in high@ducation, stands out as a determinant of successful completion

of a study program and the achievement of learning outcomes. For example, Pike, Smart and
Et hington (2012) found out a positive relat

learningot comes. According to Krause and Coates (
extent to which students are engaging in provided activities which are linked withuatity

|l earning outcomes. Studentsd engaegrdCeatets | s a
(2008, p. 493) define it as fia broad phenome
nonacademi c and soci al aspects of the studen

(2005) concluded that st udiavoltesment, excitegmang ache n t [
persistence. Further on, Krause and Coates (2008) reported on seven calibrated scales of
student sé engage me-sdale stuayenclgdingtihe fifstlyeamundargrddaateg e
students of Australian universities: Traimm Engagement Scale (TES), Academic
Engagement Scale (AES), Peer Engagement Scale (PES), BstairEngagement Scale

(SES), Intellectual Engagement Scale (IES), Online Engagement Scale (OES) and-Beyond
Class Engagement Scale (BES). The Online Engage8eale (OES) reflected three main

ways of thefirsy ear studentsd online engagement (usa
support learning and access resources, the role of ICTs in promoting independent-and self
initiated learning and usage of theT in communication and building a community.). The
authors concluded that fAstudentsd6 engagement
not preclude its interaction and influence on a range of other behaviours, attitudes and learning

e X per i(drauseecasddCoates, 2008, p. 502) The | mpact of uni ver si
social networking engagement on social learning processes and outcomes was researched by
Yu, Tian, Vogel and ChRWai Kwok (2010). They confirmed that the online isbaetworking

had an i mpact on university studentsd | earni
acceptance from others and adapt to the uniyv
influence learning outcomes and socialisatioa,its o af f ects studentsd s
to the institution. Yu, Tian, Vogel and GWa i Kwok (2010) proved that
online social networking engagement (on Facebook) is positively related to their satisfaction

with university life According to the above mentioned, the first hypothesis set is:

T H1: Online studentsd engagement has a posit

2.2. Satisfaction and loyalty in higher education

Customer satisfaction is one of the most researched concepts in the field of marketing.
According to the American Marketing Association, customer satisfacteasuresustomeso
perceived satisfaction with their experienc:¢
leading indicator otonsumeipurchase intentions and loyalty. A®tboncept of marketing is

applied in different industries, both fprofit and norprofit sectors, so is the notion of
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satisfaction explored in many areas. Therefc
i a  stdrno attitude resulting from aav al uati on of a student 6s
(Elliott and Healy, 2001, p. 2). It is one of the major elements in determining the quality of the
programs in higher educatiofParahoo, Santally, Rajabalee and Harvey, 208@ntini,

Ladeira, Sampaio and da Silva Costa (20p&)formed a metanalysis and found six
consequents of satisfaction in higher education: attitude toward the higher education institution,
intention to recommend, involvement, loyalty, trust and wafrchouth. Additionally, by

examining the role of custan engagement on customer loyalty through the example of a
private higher education institution in Indonesia, Manggarani (2018) has found out, that
studentsd engagement has a significant ef f e

satisfactionhaa si gni fi cant effect on studentsodo | oye
1T H2: Overall students6 satisfaction has a
education.

Figure 1 illustrates a conceptual model based on the stated hypotheses.

ONLINE H1 OVERALL H2 STUDENTS'
STUDENT STUDENTS' |\— » Lom/gLJgRl N
ENGAGEMENT SATISFACTION DUGATION

Figure 1: Conceptual model (The authors)

3. METHODOLOGY

This study takes a quantitative approach to
studentsé engagement, satisfaction and | oyal
wasapplied. In addition to demographic questions, the questionnaire included constructs which
were measured by items taken from the existi
measured by using twelve items taken from a study by Krause and Cod&®f {fur items

taken over fronElsharnouby (2015ver e used t o measur dactiborhe st u
Studentsd6é loyalty in higher education was m¢
Orozco and Cavazos Arroyo (2017). All items were measured on-pdineLikerttype scale,
ranging from Astrongly di sampireavascredted in Brglishr o n g |
and translated into Croatiahhe survey was created in an online format. Students were sent a

link to the survey asking them to completeTihe research was conducted from 30 May until

10 July 2019 on a purposive sampfestudents. A total of 278 students of the second year of
undergraduate study, i.e. students who have already acquired some university experience were
polled.Data processing and analysis applied Univariate and multivariate statistical methods in

IBM SPSS 25were applied in data processing and in the course of analysis. Results of the
research are presented in the text that follows.

4. RESEARCH RESULTS

The majority of the respondents were females (73%), which corresponds to the gender structure

of students at the Faculty. A total of 93.5% of respondents were between 20 and 25 years of
age. Out of the total number of students, 40.3% of them wergridland 59.7% were part

time students. After anal ysi ng swéreandysethlpyl e st
using descriptive statistics. Results are presented in Table 1.
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Table 1: Descriptive statistics (N =278) (Research results)

Iltem Construct / Item Mean SD
number
ONLI NE STUDENTS®6 ENGAGEMENT 4.09 0.56
oel Online discussion witlther students is very useful. 4.27 0.90
oe2 Using email to contact other students is very useful. 3.56 1.22
0e3 Online tu_toring (electronic access to tutoring support, | 4.37 0.90
Moodle) is very useful.
oed Computer software (e.gimulations) designed specifical| 3.91 1.03

for the course is very useful for me.
oeb Using email to contact lecturers/tutors is very useful. 4.56 0.72
Online resources (e.g. course notes and materials o 4.63 0.70
web) are very useful for me.
oe7 Learning at my own pace using online resources is us§ 4.50 0.66
| regularly use welbased resources and informati| 4.62 0.64

0eb

oe8 : o
designed specifically for the course.
oe9 | regularly use amail to contact friends in my course. 2.76 1.31
I regularly use online discussion groups related to| 3.00 1.36
oel0 study.
oell | regularly use the web/Internet for study purposes. 4.67 0.67
oel2 | regularly use email to contact lecturers/tutors. 4.24 0.91
OVERALL STUBAINFAETION 3.67 0.89
satl Overall, | am very satisfied with the services provided| 3.87 0.90
my faculty.
sat2 My faculty has met my expectations. 3.70 1.00
sat3 My faculty has helped me to fulfill my aspirations. 3.52 1.03
sat4 My faculty has met my needs. 3.58 1.00
STUDENTS®é LOYALTY I N HI GHER ED] 3.76 0.92
loyl | speak positively about this faculty to other pko 4.01 0.98
loy2 I repommend this university to anyone who asks mel 3.95 1.09
advice.
loy3 | encourage friends and family to study at this faculty. | 3.45 1.19
loy4 This faculty was my first choice in terms of my studies.| 3.64 1.52

Research results in the above table indicate that the students expressed a relatively high degree
of agreement with the aforementioned statements. When it comes to the online engagement,
they mostly agree with the statement "l regularly use the web/Internet for study purfidses".

= 4.67, SD = 0.672). The statement "I regularly use email to contactdriandy course"
achieved the lowest average grade (M = 2.76, SD = 1.306). Furthermore, all items regarding
students' satisfaction and loyalty were rated with average values above 3.5 indicating a high
degree of satisfaction and loyal8ince the field remsarch was conducted by using the translated
scales, it was necessary to examine the dimensionality and reliability of the scales before
conducting a regression analysis to find ou
engagement a rsfdctioa and thyaltyt Thayefore,aah e€xploratory factor analysis

was performed. Prior to the analysis, the proof of the suitability of conducting factor analysis
was carried out by implementing the KaidéeyerOlkin test of sampling adequacy and
Bartlett'stest of sphericity. The KaiséeyerOlkin coefficient (0.864) and Bartlett's test of

s p her e 181%.116; ©<0.001) showed that the online engagement scale correlation
matrix was suitable for carrying out the factor analysis according to tbenmeendations of
Tabachnik and Fidell (2007, p. 614). The other two scales suitable for the factor analysis were:
the KaiseftMeyerOl ki n coef ficient (0. 819)%=a8r832Bart | e
p<0.001) used for the satisfaction scale andkaserMeyer-Olkin coefficient (0.704) and
Bartlett's t &st51902, p<6.p0h esed foritheyloyaltyescale. After the
verification of the suitability of the scale for conducting a further analysis, a principal
components analysis with tledlimin rotation was carried out.
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The criteria for the number of factors extracted were based on eigenvalues and significance of
factor loadings. Factors with eigenvalues greater than one and factor loadings above 0.35 taking
into account theumber of respondents (Hair, Black, Babin and Anderson, 2014, p. 115) were
considered as acceptable. Items with saturation higher than 0.40 on more than one factor were
eliminated as recommended by Churchill (1979). Considering this criterion, one item was
excluded from the factor analysis (item od2sihg email to contact other students is very
usefu.),.T o check the reliability of the scal es,
The results are presented in Table 2.

Table 2: Results of the drpative factor and reliability analysis (Research results)

Total Cronbag
Iltem . Factor X
number Construct / item loadings variance alpha
explained(%)| coefficients
ONLINE LEARNING ENGAGEMENT 40.13 0.863
Online resources (e.g. course notes .850
oeb ;
materials on the web) are very useful for n
oe7 Learning at my own pace using onli .824
resources is useful.
| regularly use welbased resources ar .804
oe8 information designed specifically for th
course
065 Using email to contact lecturers/tutors i 711
very useful.
oell I regularly use the web/Internet for stu .663
purposes
oel Online discussion with other students is v .663
useful
Online tutoring (electronic access to tutori .643
oe3 X
support, e.gMoodle) is very useful
Computer software (e.g. simulation .556
oe4 designed specifically for the course is vg
useful for me
I regularly use @nail to contact .510
oel?
lecturers/tutors
ONLINE COMMUNICATION ENGAGEMENT 15.45 0.642
| regularly use online discussion grou .849
oell
related to my study
0e9 | regularly use amail to contact friends in m .781
course
OVERALL STUDENTS® SATI S 81.18 0.922
Overall, | am very satisfied with the servic .868
satl .
provided by myfaculty.
sat2 My faculty has met my expectatians 912
sat3 My faculty has helped me to fulfill my 912
aspirations.
sat4 My faculty has met my needs 911
STUDENTS®H LOYALTY |
EDUCATION 63.57 0.748
lov? I recommend thigaculty to anyone who ask .930
y me for advice
lovl | speak positively about this faculty to oth .894
y peqle.
| | encourage friends and family to study at t .820
oy3
faculty.
| This faculty was my first choice in terms 454
oy4 :
my studies

72



48th International Scientific Conference on Economic and Social Development
"Managerial Issues in Modern BusinéssWarsaw 25-26 Novembe2019

On the scale of online students' engagenvenfactors were extracted. The two factors explain

55.57% of the total variance: online learning engagement and online communication
engagement. Cronbachods alpha coefficient for
0.70 which is considered to be the accepted limit (Nunnally, 18r8pugh the coeftiientof

internal consistencyor the second factor amounts only to 0.642, it is retained, because the
smaller coefficient value is caused by the factor consisting of onlytwoi@ms nbach és al
coefficients recorded for satisfaction and loyalty wadveve 0.70. Multiple regression analysis

was performed to answer the questions how and to what extent is satisfaction affected by the
online studentsOd engagement . The overall st
variable, and two factors were dsa&s independent variables. The results are presented in Table

3.

Table 3: Multiple regression analysis for v
(Research results)

Independent variables b SE Beta t Sig.

Constant 1,487 ,408 3,644 ,000

Online learning engagement 418 ,093 ,261 4,475 ,000

Online communicatior , 116 ,045 ,150 2,575 ,011

engagement

R?=0.328; Adjusted R= 0.108; Standard error = 0.840; F ratio = 16.565 (p=0.000)

Dependent var i abdatsfacioDver all student

It is evident that the online studentsd eng
estimating overal/l studentsdé satisfaction al
satisfaction (R= . 328) . Studentsd satisfaction was s

Online studentsd engagement (b=.418, p=.000)
satisfaction, while the factor of the online communication engagement showed a snpallsr i
(b= .116, p=. 0Thdse resalts suppart the HyfpathedisiHb. n .

To examine whether there is a connection bet
loyalty in higher education, we carried out a simple linear regression ar(dlgbls 4).

Table 4: Simple regression analysis for va
education (Research results)
Independent variables b SE Beta t Sig.
Constant 1.005 .161 6.256 .000
Overall stude 751 .043 .728 17.641 .000
R?=0.728; Adjusted R= 0.530; Standard error = 0.628; F ratio = 311.216 (p=0.000)
Dependent variable: Studentsdé | oyalty
Overall studentsé6é satisfaction signihfhercant | vy

education. It explained a total of 72.8% % variance on loyalty (R28),which confirmed
the hypothesis H2.

5. CONCLUSION

This research contributes to the debate on
satisfaction and | oyalty in higher educati on
The Online engagement sc@i&ause & Coates, 2008)as aplied in conducting the empirical

research. It was found out that students regularly use the Internet and web based resources for
learning and communicating with lecturers usingail. Unlike study provided bi{rause and

Coates (2008)two factors were dwacted by exploratory factor analysis: online learning
engagement and online communication engagement.
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Both di mensions contribute significantly to
that the online studenttdd oeang dgge me/retr ahds sa up
Al s o, a positive relationship between the
confirmed, as in previous research woraiftini, Ladeira, Sampaio and da Silva Costa, 2017
Manggarani, 2018) However , a direct relationship bet
and loyalty in higher education hastrmeen explored, which may be the subject of a future
research. It would also be necessary to research a representative sample of students in various
fields of education. This research also offers practical implications. It demonstrates that HEI

have to iwvest effort in quality and online resources to achieve higher levels of satisfaction and
loyalty to the institution. Educators also play a significant role in this process. They must be
equipped with the specific competencies and skills for successfhingan the future, like it

is promoted in a projectFuture Proof Your ClassrooinTeac hi ng Ski | i1 20300
ATO1i KA203-034984). Its objective is to deliver an innovative educational blelededing

course, including a web based training inrappealing cBook format for teachers, trainers and
educators that can be accessed without limitations and is free of cligrgmhancing the
competencies of teachers and encouraging th
contr i but eoyaltypandultionatedy totthe i@putation of a HEI.
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ABSTRACT
This paper examines share price of the companies listed on the WIG20 and their fair value
between 2002019. Data from Q3 2009 to Q3 2019 was collected from the Stooq.pl (Polish
portal of shares). Two hypotheses are testépvélue of the shares based on the market price;
(2) value of the shares as the fair value of shares.
Keywords:stock exchange, share valuation, fair value, companies, WIG20

1. INTRODUCTION

Evaluation of shares allows to some extentdoe t er mi ni ng the company?aod
value does not depend exclusively on demand and supply on the market, but also on many
factors which shape its rate starting from valuation of an enterprise by means of different
methods up to showing the mechamischanging the share value in a way increasing its value

or underrating it. Therefore, valuation of shares and estimation of their fair value is extremely
important. This must be done in an objective manner. Repeatedly, the value of shares listed on
WIG20of the Stock Exchange is distorted and underrated, which is connected with an incorrect
valuation of an enterpriseds value | isted on
the determination of fair value of shares listed on the index of WIG2énvemalyzing
simultaneously chosen rates of particular companies from WIG20. The value of enterprises
listed on this index was checked for proper determination of their fair value as currently their
values appears to be underrated.

2. VALUATION OF SHARES

Shares are the most important group of financial instruments listed on the Warsaw Stock

Exchange. In 1991, during the first quotation, the shares were the only financial instrument. At

the end of the 90s, the structure of the Warsaw Stock Exchange chasgéter financial

instruments, including forward contracts, were introduced to turnover. On the first exchange

session, shares of 5 companies were listed. In the subsequent years, there was observed an

increase in the number of companies and their magkee. A share is an instrument combining

rights of property andnepr opr i et ary character which resul

in a jointstock company or a limited jowstock partnership, and the sum of rights and

obligations that a shareholdeas within the framework of a company or a partnership or a part

of a share capitalWhen purchasing shares, it is possible to distinguish the rights vesting with

a shareholder and group them iptopertyandnon-proprietary(corporate) rights. These rights,

in principle, are equal. However, it i'sS pos

association some shares are assigned with special rights or particular obligégdioiowing

propety rights are vital for the valuation of shares (Borowski, 2013, Bossa.pl):

1 righttoadividend s har e i n prafit assigmao fomdivig§ics among shareholders),

1 right to participation in the division of assets of a company indBe of itdiquidation,

1 right to subscription of shares of a new stock issue (The Code of Commercial Companies
and
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Partnerships grants the hitherto shareholders a right to takiofysinares on a new sock issue

in the case of an increase ofapitalby acompany.A s hare is a part of a
A person holding shares of a jostiock company becomes a shareholder of a company who is,
inaway,acmwner of everything that constitutes <c

etc.). Two basic types of shes can be distinguished: regi
fundamental difference concerns the turnover of these shares. Registered shares, contradictory
to bearerds shares, are not pl aced on a pub

shares comected, for instance, with a right to vote (2 vatelsshare) or dividend. One of the
elements of a fundamental analysis, which is most important, is valuation of shares. When
making investment decisions, an investor should know if a company they wanesb in is

not underrated or overestimated by a market. By means of valuation it is possible to estimate
the risk associated with an investmdritere are 4 approaches of valuation of shares (Copeland,
1997, pp. 659; Kufel, 1992, pp.789):

1. Accountingapproach

2. Liquidation approach

3. Multiplier approach

4. Revenue approach

1 Re 1. An accounting approach is also known as a method of a net asset value. It consists in
estimating a companyo6és value (as for a sir
assets by companyds | iabiliti esissuedl$hares, t he
This method is used rarely as it does not make allowances for market realities and
development prospects.

1 Re 2 A liquidation approach consists in determining the value of income due to the sale of
assets in the moment of liquidating a camyp. This method is used when a company is
liquidated or merged with another one.

1 Re 3 A multiplier approach, aka comparative or indicative, relies on valuation of a company
on the basis of shares belonging to other companies that are similar to thegqaestion.

Usually, such comparison refers to companies of the same area of activity in a given sector.
Most common indicators used in this method are:

- price/profit

- price/accounting value

- price/sale

1 Re 4 Approach based on a revenue model Valuation is imadeeans of a method of
discounted cash flows.

- Model of discounted dividends.

A ratio analysis is most commonly used by investors due to its simplicity. The-atent@ned

indicators were used to illustrate this valuation for an analysis. The firgs @meindicator:

price/profit.

P/P = price of one share / net profit for one share

Anot her indicator is the price/companyds acc
the calculation requires the use of a price of one share and accouhigg)(easetsliabilities)

per one share of a company, where the value is achieved by dividing an accounting value by a
number of companydés $hHares (Jajuga, 1996, pp

P/BV = price of one share / accounting value for one share
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The lastindicator is price/net sales. In order to obtain this measure, it is necessary to hold data
about sale per one share (quotient of incomes from sales and a number of issued shares), and a
value of one share.

P/S = price of one share / net sales for onessha

All information concerning an accounting value, net profit and sales includes an annual
financial statement prepared by companies. One may use quarterly reports of companies to
forecast indicators. Apart from the aforementioned indicators, there ame otizer types of

them which may make the financial situation of a company known. When valuating shares, one
should also use the model of discounted dividends. This model is one of the oldest and most
commonly used ones. It is dedicated to minority shddens. In an adverse situation, when
valuation is made by a person having control over a company, a decision regarding the pay out
of some part of the profit is made by the person themselves. Here, a dividend policy is of no
importance for the valuation h&re are the following models of discounted dividends:

1 constant dividend value model

1 constant dividend growth model (by Gordon)

1 two-stage model

1 H model

1 threestage model

A constant dividend value model, as indicated by its name, assumes that mddiviitlbe paid
out in the same amounts at all times (Pierce, 2004, pl424Thompson, 2008, pp4%;
Valea, 2001, pp.8825):

P=(D/R)

D1 dividend

R - return rate expected by an investor

Situations arising from this model are encountered veghra

Another method is worked out by Gordon. It is one of the easiest and commonly used models.
It assumes that a growth rate of a dividend will be stable:

P=[D1/(ri g)], r>g.

P - share value,

g - dividend growth rate,

D1 - dividend (pershare) paid out in the following year,

r - required return rate.

Formula for a growth rate of a dividend:
g = ROE x f

ROET rate of return from equity capital
f1 retention rate (quotient of a retained profit and a net profit)

The twostagemodel, as its name suggests, consists of two phases: a growth period at a constant
speed g0, and then at a constant speed g:

(1+g)" (1+g9)" 1 (1494)

P=D(1+go) Tgo (=g )(L4T)V (r-g1)(1+0)N
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The H model assumes that a growth rate of a dividend will decrease linearly at the beginning
(from the level g0 to g), and laten it will increase at a constant growth speed g:

Dy(1+g)+ DyH(go—9)
r=g

P=

H i half of the period when there is a linear decrease in a growth speed of a dividend.

The remaining signs are equal with the previous model by Gordon. The difference between the
threestage model anthe H model is that at the beginning there is an additional regular period

in which a dividend rate grows in at a constant speed g0, whereas other assumptions are
identical as it was in the previous modehus, valuation of shares consists in determiiiisg

value to identify underrated or overestimated shares. For that reason, it is necessary to carry out

a technical (fundamental) analysis and check
value.

3. FAIR VALUE OF LISTED COMPANIES
Share price fothe companies listed on the Stock Exchange should reflect also their fair value
(Pierce, 2004, pp. 12845). The fair value can be defined in several ways. In view of the
foregoing, the fair value is a value used repeatedly in accounting, and thuxie 28t(6) of
the Accounting Act of 29.09.1994 as "the amount for which a given asset component could be
exchanged, and the liability could be paid on market transaction terms between interested and
well-informed, unrelated parties. In view of whether pinee of shares that are quoted on the
stock exchange corresponds to their fair value, should be found in the value alone, since, after
all, the values may be diverse, like the value of a similar company, producing similar goods and
operating in the samiadustry, will also be diverse for various reasons. The subject of trade
covers minority shares, and the main market participants are retail investors or minority
institutional investors, thus the price of shares should reflect the fair value charagtémizin
liquid minority interest (Borowski, 2013, bossa.pl). The value presented in this way seems
righteous, which is confirmed by the premium paid by the investors who announce calls for
subscription for shares and plan in this way the purchase of th®léogtinterest. Then the
premium reflects the difference between the level of liquid minority interest and the level of
controlling interest. Sometimes the level takes into account benefits resulting from synergy. An
investor purchasing the controllingtérest in this way receives premiums that appear after
taking over control of a company, in the form of funds, business management and making a
number of strategic decisions. The fair value of the share price should be determined in
accordance with the & of capital market, namely the market participants should have equal
access to data, information and all messages concerning a given company. However, the
investors are divided into three groups:
a) People with access to the most closely guardemmation that affects the price and the
business value, namely those can the compatl
b) Institutional investors with blocks of shares with simultaneous access to the company's
management board,
¢) Individualinvestors who have access to public information.

At this point, there should be no differences in particular groups, at least officially, however, it
happens that a group that is closest to the company has information which can obviously change
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its valueovernight or distort its value artificially, e.g. other data or informal data, and even
fictitious data. Worldwide we can also appreciate companies that treat individual investors
seriously, namely provide them data concerning a company and treat thejuabsired as
strategic investors, with a large impact on a company in the present and in the future.
Transactions that are concluded on the Warsaw Stock Exchange relate to transactions between
interested parties, namely a purchase or sale order shoultinéted. Sometimes there are

cases of wrongly submitted orders, but these are marginal orders that do not have a large impact
on the transactions conducted on the Warsaw Stock Exchange. Share liquidity is understood as
a percentage quantity of shares coepany that are in the possession of minority shareholders.
This is, at the same time, free float and the face value of such shares and the value of average
daily trade in shares in a given company (Kufel, 1992, pj89j8Thus, we may presume that

if during a day a large trade in shares takes place and a greater part of shares remains in the
hands of minor shareholders, the share price reflects their fair value. We cannot agree with the
fact that at small or minimum trade the value of shares is redadteddaily minimum and it

would be its fair value. Then it is only a change in the share price to a lower one and it does not
indicate its fair value, as the trade alone suggests that this is only a pure coincidence. Such an
impact can be exerted by largigareholders, as they can, by using one block, decrease the share
value, preventing smaller players from raising the price for one reason: the capital of smaller
shareholders does not enable them to raise the share price (Veale, 2001;1gp; 88

Fr N cakol@98, pp. 3412). There is one premise more to determine the fair value of share
price. The investors are fond of investing in shares, namely they buy them as in the past they
managed to earn on them and they feel that presently the share pricé amddeslects their

fair value and will enable them to obtain fair dividend in the future. Such a purchase or sale of
shares can largely overestimate or underestimate the share value of a quoted company. Here the
IT industry may serve as an example, namshares in technological companies at the
beginning of the new millennium, when shares in these companies were being purchased
without any analysis in technical terms, but looking at their name and value, which was
increasing overnight. In view of the fagoing, this led to excessively high business value above

its fair value (Thompson, 2008, pp.-83). The share price should thus reflect the fair value of

a company listed on the Warsaw Stock Exchange. For the value of these companies be fair, the
marketmust make available to all investors information regarding companies listed on the
Warsaw Stock Exchange. The shareholders should be treated equally; therefore we cannot
distinguish majority shareholders as those who should have information unavailable for
minority shareholders. First of all, shares should be liquid securities, therefore they should be
in free float and have reéime transferability, namely at any moment and at any time during

the office hours of the Warsaw Stock Exchange on a businesg¢Ttayanalysis of 233
recommendations or analytical reports issued by broker's offices in the period from January
2014 to January 2015, concerning 41 companies comprising the WIG20 and mWIG40 indexes
of the Warsaw Stock Exchange)

4. WIG20 AND SHARES IN THE COMPANIES LISTED ON IT

The WIG20stock exchange index is an index of the 20 largast-stock companiebsted on

the Warsaw StoclExchange. A base date for the index is 16th of April 19%aabhase value

is 1000 points. It is amdex of a price typ€only prices of transactions included therein are
taken into consideration when calculating its value). The lowese\al\WI1G20 was recorded

upon closure on the 28th of March 1995 as 577.90 points, and the highest ne on the 29th of
October 2007 as 3917.87 points.selection of companies included in the WIG20 index
depends on theimarket capitalizatiorand turnover value of their shares.sfke qua non
condition of entering the index is:

1 number of shares iafree circulations higher than 10%,
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1 vaue of shares in a free circulation over 1 milliBbR,
1 company cannot be marked,
1 company cannot belong to certain specified segments of the market.

A ranking of companies is created on the bakoints granted according to the formula:
R(i) = 0,6 % St(i) + 0,4 % Sc(i)

whereas the symbols mean:

T R)icompanydés position in the ranking (i),

1 St(i)1 participation of a company (i) in total dealing in shares of companies included in the
ranking during the last year,

1 (i) 7 participation of a company (i) in a share value in a free circulation of companies
included in the ranking as per date of its preparation.

The ranking is common for the indices: WIG2WIG40andsWIG8Q The WIG20 index is
calculated according to the formula:

M(t)

0)« K(t) 1000

WIG20 = ]

whereas the symbols mean:

1 WIG207 value of the WIG20 index,

T M (t) T capitalization of the index portfolio insession t,

T M (0)7 capitalization of the index portfolio on a base day
1 K (t) 1 correction factor of the index in a session t

The correction factor is calculated according to the formula:

Mz(t)
M(t)

K(t)=K(t—1)=*

whereas the symbols mean:

1 K (t) 7 correction factor in a session

1 Mz (t) T modified value of the market capitalization for a session t (e.g. added share value
of a new participant of the index).

Allowing for a correction factor is intended to naturalize changes in the amount of capitalization
of the market, such ashanges in the composition of an index portfolio, payout of a dividend.

Figure following on the next page
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Figure 1: WIG20 index in the years 2002019 (source: stooqg.pl)

In the diagram of the WIG20 index (stoog.pl) within recent 10 yafes the crisis in 2008, it

must be observed that companies listed in this index did not return to their values from 2007 as
it was in other EU countries in the indices: DAX, CAC or in the USA in the indices: S&P and
NASDAQ. The companies listed in the mi®ned indices recovered from the incurred losses
and their value is estimates even over the value recorded before 2007, which means that the
WIG20 index should reach the value of approx. 6000 points. This would be reflected in the fair
value of companiebsted therein (Fig. 1). The diagram of WIG20 P/E (stoog.pl) presents the
value as per the 10th of November 2019 (value of 14.796) which proves that a total relation of
price to income is on the increase and should reach at least the value of 24b&tesige the
companies listed in this index have a great financial potential investing properly their financial
resources. Yet they have been overrated considerably and their fair value has been
underestimated (Fig. 2).
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Figure 2: WIG20 P/E in thgears 2009 2019 (source: stooq.pl)
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The best companies listed in the WIG20 index are characterized by a good financial condition:
KGHM, CDPROJEKT, LOTS, PEKAO, PGNIG, PKNORLEN, PKOBP, ORANGEPL,
CYFRPLSAT and PLAY. The current price of shares of the comgdisted on the WIG20

should reflect their business value and their fair value, however, bearing in mind their maximum
value, we should note that for well prospering companies their current value differs strikingly
from the average or maximum value thats determined during quotations over the last few
years, as shown in Table 1. The share price of some of them has been reduced by 1% (LOTOS)
and of some by less than 66% (ORANGEPL), which proves their diverse structure and diverse
financial possibilities.

Table 1: Companies listed on the WIG20 in Poland as of 10.11.2019 (prepared by the author
on the basis of the financial data of the WIG20 companies)

Name Average assessment| rating Current price Max price
PLN PLN
MBANK 4.0/5.0 B 382.80 540.00
SANPL 4.0/5.0 B 308.80 412.00
CCC 3.5/5.0 CCC+ 112.00 312.00
KGHM 4.5/5.0 A 96.40 158.00
LOTOS 4.5/5.0 A- 94.80 95.80
LPP 4.0/5.0 B 8520.00 9129.00
CDPROJEKT 4.5/5.0 AAA 260.80 267.90
PEKAO 4.0/5.0 B 105.05 142.00
PGNIG 4.5/5.0 AAA 5.00 7.50
PKNORLEN 4.5/5.0 AA+ 105.50 120.00
PKOBP 4.0/5.0 B 39.00 46.00
ORANGEPL 4.0/5.0 BB 6.33 19.00
CYFRPLSAT 4.0/5.0 BB 28.70 30.00
PGE 3.5/5.0 BBB- 9.52 21.50
PzZU 4.0/5.0 B 37.97 42.50
TAURONPE 4.0/5.0 B+ 1.86 5.40
JSW 4.5/5.0 AA- 20.80 119.00
ALIOR 4.0/5.0 B- 28.46 85.00
DINOPL 4.0/5.0 B- 141.60 158.00
PLAY 3.5/5.0 CCC 30.30 38.00

Table 1 contains the most important core values that show financial standing of the WIG20
companies. With good financial data and generating earnings per share, the companies should
resist crisis. However, it is unjust to quote rating for some comparaasanner showing their
weakness, since those companies generate profit and are capable of surviving on the market
and maintaining financial liquidity, which is proved by the financial results in tables 2 and 3.
PGNIG, ORANGEPL and TAURONPE may serve asexample (Parvi, 2014, pp. -38;

Parvi, 2014, pp. 5B0). In the rating, only two companies, CCC and PLAY, differs from the
rest by the | owest grade CCC. Other compani e
share price of some of them has beetuced by 65% (CCC) and of some by less than 1%
(LOTOS), which proves their diverse structure and diverse financial possibilities. With good
financial data and generating earnings per share, the companies should resist crisis and
stagnation prevailing ctently on the world markets. However, it is unjust to quote rating for
some companies in a manner showing their weakness, since those companies generate profit
and are capable of surviving on the market and maintaining financial liquidity, which is proved

by the financial results in table 2. LPP may serve as an example. Table 2 contains the most
important ratios that show financial standing of the WIG20 companies.
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Table 2: Technical assessment of companies listed on the WIG20 as of 30.Q&&fd@d
by the author on the basis of the financial data of the WIG20 companies)

Name Net profit (net loss) Profit per Book value per| Depreciation
in thousands share share

MBANK 353922 8.357 379.912 104339
SANPL 625657 6.129 244.273 157547
CCC -32700 -0.794 21.240 176800
KGHM 417000 2.085 99.355 468000
LOTOS 125900 0.681 66.400 226800
LPP 205477 111.715 1565.069 242377
CDPROJEKT 33883 0.353 10.147 8216
PEKAO 656214 2.500 86.911 123578
PGNIG 248000 0.043 6.509 669000
PKNORLEN 1266000 2.960 89.350 893000
PKOBP 1229000 0.983 32.836 286000
ORANGEPL 224000 0.171 8.193 669.000
CYFRPLSAT 231300 0.362 21.108 710100
PGE 1117000 0.597 25.765 1010000
PzU 1613000 0.850 16.573 No data
TAURONPE 141903 0.081 10.824 467365
JSW 133300 1.135 73.448 254100
ALIOR 124504 0.954 51.927 61263
DINOPL 109449 1.116 15.236 42087
PLAY 253800 (EUR) 1.000 (EUR) | -0364 (EUR) | 221300 (EUR)

Profit per share is interesting, and another operating profit plus depreciation, which shows more
effectively the companies with large fixed assets which require a very high capital expenditures
characterized by a long period of return. In view of the abbdlet profit is a better ratio than
EBIT, as it shows a better image of financial standing of an analyzed company (Parvi R., 2014,
33-36; Parvi R., 2014, pp. 520; Copeland, 1997, pp. €®). In view of the so conducted
analysis, we can clearly see tf@air companies had problem with generating operating profit
per share in the 3rd quarter of 2019: CCC, PGNIG, ORANGEPL and TAURONPE. The other
16 companies generated operating profit per share as presented in Table 2. Almost all
companies (16 companiesyueed assets to equity ratio, which resulted in release of equity
and larger investment possibilities [6, 7].

Table following on the next page
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Table 3: Financial ratios of the companies listed on the WIG20 as of 10.11.2019 (prepared by
the auhor on the basis of the financial data of the WIG20 companies)

Name Price/Profit P/OE (price/ operating Price/BookValue
earnings)
MBANK 2.44 7.51 1.01
SANPL 2.88 7.00 1.19
CCC 0.81 23.52 4.70
KGHM 0.86 5.61 0.97
LOTOS 0.58 7.67 1.43
LPP 1.87 19.37 5.48
CDPROJEKT 61.31 225.67 25.70
PEKAO 2.92 7.78 1.21
PGNIG 0.67 9.33 0.77
PKNORLEN 0.40 7.49 1.18
PKOBP 2.92 8.17 1.19
ORANGEPL 0.73 13.08 0.77
CYFRPLSAT 1.58 9.70 1.30
PGE 0.57 5.77 0.36
PzU 1.23 4.60 0.90
TAURONPE 0.17 3.95 0.17
JSW 0.26 1.57 0.27
ALIOR 0.77 5.37 0.55
DINOPL 1.95 26.38 9.29
PLAY 1.11 5.28 -83.34

Price to earnings and price to shares express the value in PLN and it is a value characterized by
the results of the companies which affect these values (Parvi R., 2014, #62&2arvi R.,

2014, pp. 169.77). Similarly, price to book value of a compamnges from PLN 6.509
(PGNIG) to PLN 1565.069 (LPP). Comparing these values to the maximum values reached by
the companies, we should note that the value of PLN 1565.069 PLN as maximum (LPP) and of
PLN 379.912 (MBANK) were values reached by the compahieisig their quotations on the

market over the last few years (26B919).Generally, the value of the index P/OE is a useful
tool for determining an absolute share value referred to the operating profits (table 3). Using
the operating profit instead ofreet profit the C/Z indeX allows for rejecting single events.
Moreover, a net profit is easier to handle. Fewer companies incur losses at the level of an

operaing profit rather than a net value, which allows for a broader use of P/OE. An operating

profit

hel

ps to

determine the

efficiency

financial situation. It does not depend on a structure of financea@ relation of foreign and
own capitals. An operating profit stands for the profitability of an enterprise. It is clearly visible
that these values are added in the case of each company, and even 5 companiesdigite two

(threedigit i only one) va¢s, which means that these companies have a very good financial
situation(Parvi, 2015, pp. 17184) T h e

P/ BV i ndex

i nforms how

of

t

is valued by the market at a given moment. A general interpretation of the index consists in the
factthat the P/BV indices below 1 mean a low price of a company, whereas a value over 3 that
a company is overrated. The number of companies of a low value below 1.0 amounts to 9. Thus,
these companies are attractive for investors, whereas the value oéx38esled solely by two
companies, which means that they are overrated. The remaining 11 enterprises are also worth
recommendation and attention. In view of the foregoing, we should note that from the above

financial data we can calculate fair values atipalar companies listed on the WIG20 (Parvi,
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2016, pp. 53%4). The value of the P/P index is expressed in the way that when the value of the
index is | ower, then the price for the purc
which means that eéhenterprise is more attractive. It is used in order to demonstrate cyclic
profits and losses of the analyzed companies (the income is much more stable than the
companyo6s profit). Therefore, It i s evident
valueof 20t hi s stands for the compan88pBomadbler act i
4, it can be concluded that the fair value is significantly higher than the current share price of
the companies listed on the WIG20. A particular "pearlhaibdex may be a well prospering

LPP, LOTOS and PGNIG that is largely undervalued.

Table 4: Values of the companies listed on the WIG20 as of 10.11.2019 (prepared by the
author on the basis of the financial data of the WIG20 companies)

Name Present value Maximum value
MBANK 382.80 540.00
SANPL 308.80 412.00
CCC 112.00 312.00
KGHM 96.40 158.00
LOTOS 94.80 95.80
LPP 8520.00 9129.00
CDPROJEKT 260.80 267.90
PEKAO 105.05 142.00
PGNIG 5.00 7.50
PKNORLEN 105.50 120.00
PKOBP 39.00 46.00
ORANGEPL 6.33 19.00
CYFRPLSAT 28.70 30.00
PGE 9.52 21.50
PzU 37.97 42.50
TAURONPE 1.86 5.40
JSW 20.80 119.00
ALIOR 28.46 85.00
DINOPL 141.60 158.00
PLAY 30.30 38.00

It should be noted that fair values of particular companies listed in the WIG20 index can be
calculated on the basis of the abawentioned data and financial data (Parvi, 2015, pf6 /51
Parvi, 2015, pp. 835).

Deviation from the fair value in PLN =&YFV

DevFV = Fair valué current value.

Table following on the next page
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Table 5: Values of the companies listed on the WIG20 as of 10.11.2019 (prepared by the
author on the basis of the financial data of the WIG20 companies)

Name Deviation from the fair value in Fair value
PLN

MBANK 42.20 425.00
SANPL 76.20 385.00
CCC 100.00 212.00
KGHM 28.60 125.00
LOTOS 1.20 96.00
LPP 580.00 9100.00
CDPROJEKT 4.20 265.00
PEKAO 19.95 125.00
PGNIG 1.50 6.5
PKNORLEN 9.50 11500
PKOBP 6.00 45.00
ORANGEPL 8.67 15.00
CYFRPLSAT 1.30 30.00
PGE 11.48 21.00
PZzU 4.03 42.00
TAURONPE 2.64 4.50
JSW 89.20 110.00
ALIOR 46.54 75.00
DINOPL 13.40 155.00
PLAY 4.70 35.00

The Table 5 shows that the fair value is much higher thaoutrent value of the share price

of the companies listed in WIG20. Particular jewels in the index may be thriving companies
such as: MBANK, LPP, CDPROJEKT, PGNIG, CYFRPLSAT and TAURONPE which are
greatly underrated.

5. CONCLUSIONS

The share price of compees listed in WIG20 is considerably underrated. However, it may be
suspected that the value of these shares is underrated intentionally for the investors moving
around the globe with an investment capital which depends exclusively on the profit, ke. quic
purchase and sale of shares, whereas they are not interested in investing and receiving
dividends, which is connected with maintaining shares in an investment portfolio. Explicitly, it
may be observed that the share price of companies listed in WIG&6G a@ibnsiderably from

the fair value that was calculated and presented in the elaboration. For this reason, it must be
particularly stressed that the value should be reached in the future periods, which may be
supported by a increasing value of a priame relation (P/E) in the WIG20 index where the
minimum level is left behind. The fair value of companies listed in WIG20 should be reached
in the period of two years, i.e. until 2020.
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ABSTRACT
Thearticle considershetourist infrastructureof Poltavaregionidentifies six main elements:
accommodation,catering system, transport, entertainment,related services and travel
companiesThehotelindustrytodayis an industrywith a growing level of competitionin the
hotel servicesamarket.Despitethe difficult formation of marketrelationsin Ukrainein recent
years,many hotelshave opened After consideringthe elementsof the infrastructure of the
region,authorsnotedthat PoltavaRegionhasthe necessaryesourcedor the developmenof
tourism, including excursio activities: human, natural conditions, historicalcultural,
material,etc.,buttheyarein poor condition.It wasprovedthat significantcompetitiorto hotel
industryenterprisesincludingthe Big Hotels,is createdby individuals- busines®ntitiesthat
mainly containsmall hotelsand are the ownersof private housesand apartmentsThisarticle
has an aim to analyzetouristic and recreationalinfrastructure of Poltavaregion and make
somesuggestionsabout its sustainabledevelopmentDespite the importanceof available
resources,the organizationand managemenof excursionadivities in the Poltava region
require a certain systemof measurego be improvel. There are concretesuggestiongor
creation conditionsfor attracting foreign and domesticinvestmentand credit fundsfor the
developmentf thematerialandtechnicalbaseof thetourismindustrythroughthedevelopment
andimplementatiorof mechanism#or attractinganddistributing extrabudgetaryunds.
Keywords tourist infrastructure,accommodation¢atering systemtransport, entertainment,
relatedservicesfravel companies

1. INTRODUCTION

Tourisminfrastructures asetof enterprisesnstitutionsandorganizationsvhoseactivitiesare
aimedat meetingthe needsof peopleinvolvedin rehabilitationor recreationaswell asmeans
of communicationand transportand tourist accommodationfacilities that ensure stable
operationconditions.Note that Poltavaregionis locatedin the centralpartof Ukraine,andis

anagrarianindustrialregion.It occupiesan areaof 28.8thousandkm. Thereare 15 cities, 21

urbantype settlementsn the region, morethan 1800villages. The largestcities are Poltava,
KremenchugGorishniPlavni, Lubny. The administrativecenteris Poltava[18]. Let's sketch
outthetouristinfrastructureof Poltavaregionfigure 1.

Figure following on the nextpage
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Objects and state of the

Accommodation facilities transport infrastructure Catering svstem
(hotels. sanatoriums, {restaurants. cafes. bars.
recreation centers. fast food places)
motels. hostels)
COMPOSITION OF
Entertainment facilitics TOURISM
{museums. galleries. theaters, INFRASTRUCTURE
cinemas, night clubs. \ Tourist firms and
amusement parks. etc.) / information centers

Enterprises that provide related services (beauty salons. showrooms. currency
exchange offices)

Figure 1: Touristinfrastructureof Poltavaregion (Main statisticsin tourismindustryof

Ukrainehttp://pl.ukrstat.gov.up

Let usconsideiin moredetailthedynamicsof theinfrastructureelementof the Poltavaregion.

2. MAIN INFRASTRACTUAL COMPONENTS FOR TOURISM DEVELOPME NT:
ANALISYS AND DIFIRIATION

Thehotelindustrytodayis anindustrywith agrowing level of competitionin thehotelservices
market.Despitethe difficult developmenbf marketrelationsin Ukrainein recentyears,many
hotels have opened.New enterprisesare created,but after a while, someof them do not
withstandcompetitionand go out of businessCompetitionis a strongincentiveto improve
hotel performancd5]. Physicalpersorenterpreneur businessntities,which mainly contain
smallhotelsandareownersof privatehousesandapartmentsgreatesubstantiacompetitionto
enterprise®f the hotelindustry,including the big Hotels. They offer visitors a full rangeof
basicandadditionalhotel servicesat a muchlower cost. The proportionof suchenterprisesn
2016wasalmost63%(8]. Anothercomponenbf thetourismindustryis thehotelinfrastructure
(Tablel).

Tablefollowing onthe nextpage
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Tablel: Hotelsandotherplacesfor temporaryresidencgMain statisticsin tourismindustry
of Ukraine http://pl.ukrstat.gov.u

years .
Numberof collectiveplacementinits, | The numberof placesunits The nL_meerof persor!swh(_)_v_vere in the
units collectiveaccommodatioffiacilities, people

including including including
specializ specializ
Total hotelsand eg Total hotelsand eg Total hotelsand specialized
similar similar similar accommoda
accomm accomm .
accommod . accommo . accommoda | tion
. odation 8 odation . faciliti
ation i dation S tion acilities
facilities facilities

2011 126 86 40 10054 | 3648 6406 177575 | 113848 63727

2012 133 94 39 10383 | 4196 6187 195083 | 130543 64540

2013 154 115 39 10465 | 4396 6069 218208 | 153102 65106

2014 143 106 37 9781 4113 5668 195865 | 134794 61071

2015 139 105 34 9732 4172 5560 229173 | 172931 56242

2016 109 76 33 9215 3993 5222 234527 | 173137 61390

2017 107 77 30 8866 4052 4814 261530 | 195405 66125

Only thosehotelsthat canoffer high-quality serviceto their customersan withstanda tough
competition,andthis is impossiblewithout professionallytrainedstaff. Statisticaldataon the
hotel infrastructureof the Poltavaregionindicatethe negativedynamicsof its development.
Comparedo 2013,the numberof hotelsdecreasetty 33% comparedo 2017,butthe number
of bedsdecreasebly only 8%, butthenumbe of peoplein collectiveaccommodatiomcreased
by 27%.1t shouldbe notedthatthe mainproblemfor thetourismindustryof Poltavaregionis
thelack of hotelsthatmeetinternationaltandards70% of hotelswerebuilt over20 yearsago
andhaveneverundergonea majorrenovation.Thelevel of servicealsolagsbehindtheworld
averagePoltavaregionis in the 10 mostpopularregionsof Ukraineby rating of their brands
andrecreationafacilities (table?2).

Table2: Sanatoriumsndhealth institutions(Main statisticsin tourismindustryof Ukraine
http://pl.ukrstat.gov.up

Sanatoriumsndboarding| Sanatoriurm Housesandholiday Basesandother
vears | houseswith treatment preventorium resorts recreatiorfacilities

Total bedsth. Total beds th. Total beds th. Total beds th.
2011 |13 3,7 6 0,4 2 0,4 7 0,6
2012 |13 3,7 5 0,4 1 LA 10 0,6
2013 |13 3,7 5 0,4 1 LA 11 0,7
2014 |13 3,7 5 0,4 1 WA 11 0,7
2015 |13 3,7 2 0,3 1 A 12 0,7
2016 |13 3,5 2 0,3 i i 13 0,8
2017 |13 3,4 2 0,3 T ) 12 0,8
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Thelevel of touristservicedn theregionis providedby the infrastructure which is currently
stocked 77 hotelsandotheraccommodatiofacilities (29 certification) - 13 sanatoriurrresort
institutions,- 100housef greentourism.Theassociatioi Po |l t avasi | ghassiz dor o v 1
regionalenterprisesthesanatoriunii S 0 s B © WAgnkovskydistrict, Vlasovkavillage), the
sanatoriumiiForestglade® (Poltavadistrict, village of Terentievka)the sanatoriumfiPseb
(BolshayaAleksandrovkapndthreesummercampsPJSC'Mirgorodkurort” of theassociation
"Ukrprofzdravnitsa"hasfour sanatoriumsn the city: "Birch Grove", "Mirgorod", "Khorol",
«Poltava"[17]. Overthelast 3-5 years,hotelsand otheraccommodatioffiacilities in Ukraine
have changedthe conceptsof their developmentto a certainextent,which is reflectedin a
decreaséy 7-12%in thenumberof sanatoriumandboardinghousesith treatmentAlthough
for 2017 the beginning of 2018, this trend has decreasedto 1.52.6%. The budget
accommodationservices (hosels and hotels without a category) are used by dynamic,
unpretentiousourists,mostly of youngage,or thosetravelingfor businespurposessincethe
number of hostelsin which they had previously stayed gradually decreased12,13] An
importantfactor in the developmenbf the tourismindustryis the developmenbf transport
links andensuringhenecessarievel of travelsafety.Ontheterritory of Poltavatherearesuch
typesof transportinfrastructure- rail, road, trolleybus,in a small numberof river, andfrom
2018theairportbegarto operatgair). Theleadingplacein passengeturnoverbelongso road
andrail transport.By the operationalength of generaluserailways- 3.9%, by the length of
pavedroads-5.4%, by the turnaroundof motorvehicles- 5%. In preparatiorfor Euro2012,a
numberof measuresveretakento improvethetransporinfrastructurejn particular,morethan
2000km of roadswerebuilt andrepaired high-speedraffic of passengetrainsupto 200km/
h wasintroducedn certaindirections. However thesituationwith transporiprovisionremains
extremelydifficult [16].

Table3: Numberof passengersarried by typesof transport(Main statisticsin tourism
industryof Ukraine http://pl.ukrstat.gov.up

Typesof transport
Years Railway* Automobile? Trolley bus?
2011 14989,1 59466,3 35637,6
2012 14725,6 51584,0 40431,4
2013 14786,2 52634,5 43801,4
2014 14610,7 52682,0 45754,2
2015 14940,2 51947,4 55449,1
2016 149498 50202,2 48897,1
2017 5513,1 45268,1 50164,9

It is worth noting that the convenientlocation of the highway Kiev-Kharkiv, which passes
through Poltava, is sufficiently rosaleable as well as the waterway, p. Dnieper promotes
tourism.Now the main problemof the developmentf transportinfrastructureof any type of
transportis insufficient investmentwhich could be directednot only to the creationof new
infrastructurdacilitiesin accordanceavith internatonalandEuropearstandardsyut alsoto the
modernizatiorof existingones.Storesof food establishment§estaurants;afes pars fastfood
items).Therestaurantreatesonditionsfor achievingthesocialgoalsof tourismdevelopment.
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The restauranteceivesa significantshareof revenuedrom both domesticandinternational
tourism,activatedoreignexchangearningscreatesonditionsfor thefiexporb of servicesand
their entry into the internationalmarket. Over the past15 years,alongwith traditional full -
servicerestaurantsmore and more specializedenterprisesare appearingor a reducedset of
servicesanddishesThis is usuallya specializatiorin the manufctureof nationaldishes But
we notethatit is therestaurant®f the nationalUkrainiancuisinethataregiventhe advantage
of about36.8%,considerablattentionin Poltavais paidto Europearcuisine(French ltalian),
thenthe Japaneseuisine,andoverthe pastfive yearsthe Caucasusiasbecomepopularized.
Themedrestaurantsrealsovery popularamongboth Ukrainianandtourists.Of course they
offer a limited numberof dishestheir maintaskis to createa moodanda certainatmosphere
[2]. Institutionsfor entertainmenin theregion- 858 club institutions,6 centersof culture and
leisure,3 parksof cultureandrecreationm. Poltava. G. Kremenchugcity. Lubny). Thereare
professionalart institutionsin the region: the regional Ukrainian Music and DramaTheater
namedafterM.V. Gogolyatheregionalpuppetheaterandthe Municipal Enterpriseof Culture
andArts "PoltavaRegionalPhilharmonicSociety",the Palaceof Leisure"Falling Leaves"and
the 1200-seatauditoriumhall areequippedwith alot of soundandlighting equipmentwhich
makesa worthy competitionto the buildings of not only Ukraine, but also Europe.Poltava
regionis theland of Ukrainiantraditions andoriginal culture,imbuedwith the Cossaclkspirit
andfolk beliefs.Suchwe know it from the works of Gogol.Loud nationalfairs areorganized
annuallyin Poltavaregion. SorochinskyFair - a real festival of folk art, attractsnot only
Ukrainian residentsput alsoforeigners.The mostinterestingobjectsto visit arethe Poltava
region:themuseunof pottery,thehistoricalandculturalreserveiThe Battle of Poltawa Fieldo,
theestatemuseunof |. Kotlyarevsky thereservemuseunof Gogol,the MgarskyMonastery,
the Savior Church,the PoltavaMonasteryof the Exaltationof the Cross,etc. Therearemore
than200 churchesandthreelargemonasterie®n the territory of the Poltavaregion. Someof
themhavesurvivedto the presentlay from the 17thto the 19th centuriesThe mostsignificant
tourist attractionsof the region are the monumers of architecturethe Lubensky(Mgarsky)
Transfiguratiorof the Savior,the PoltavaCrossCross the KozelshchinskyChristmad\ativity
of the Virgin monasterie®f the seventeentlandnineteentlcenturiesthe Scythianfortressof
the VII -1l centuriesBC. in with BolshoyKotelevskydistrict, Troitskayaand Nikolayevskaya
churches,bell tower and the Triumphal Arch in the village of Dikanka, monumentsof
architectureand museum(in the region of 23 museumsof nationalimportance)- local lore,
artistic, literarymemorial Panas Mirny and VG Korolenko, museurAfarmstead I.P.
Kotlyarevskyin the city of Poltava,museumMV Gogolin thevillage. GreatSorochintsyand
the preservemuseumMV Gogolin the village. GogolevoShishatskyDistrict, Historical and
Culturd Reserve"The Field of PoltavaBattle", MuseumReserveof Ukrainian Potteryin
Opishnisettlement(. Skovorodamuseumrin Chernukhymuseunof aviationandastronautics
with expositionof planesin the regional center,etc. Cultural and educationaltourism is
promising, ethnographicroutes (Oposhnia,Mirgorod, Pyriatyn - ceramics,Reshetylivka-
embroideryandweaving)areactivelyusedwith the involvementof folk craftsandcrafts,their
preservationand restoration,and the organizationof masterclassesAt the sametime, the
festivaltouristproducthasnotbeensufficiently developedndused Traditionally,eachdistrict
hasits own holidays,duringwhichit is possibleto hold presentationgxhibitionsandsalesof
productsof folk craftsmenfor tourists,to organizegroupsfrom amongthe visitors of the
Mirgorod resortg[2]. In the Poltavaregionthereare 337 territoriesand objectsof the natural
reservefund; 151 reserves(18 state values), 117 nature monuments(one stae value),
Ustyimovskiy dendropark,18 parks- monumentsof landscapeart (four statevalues),three
regionallandscapgarks,49 naturereservegl].
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3. TRAVEL COMPANIES AND NEW TYPES OF TOURISTIC INFORMATIONAL
CENTERS AS A TOOL FOR PROMOTING OF REGIONAL TOURISTIC PRODUCT
Travel companiesand information centers.Subjectinteractionin the marketof excursion
services are: tourists and sightseers,tour operators,travel agents,travel agenciesand
excursionsThesearelegal entitiesandindividualswho are consumersand manufacturersf
the excursionproduct. The developmenbf tourist businessn the regionis providedby 226
travelcompaniegof which 10 aretouristoperators)theregisterof theregion'sguidesconsists
of 201 specidists, who are constantlyupdatedwith new personnel3]. Tourist information
centersareimportantstructuralelementsof the advertisingandinformationinfrastructureof
the tourism industry. The internationalexperienceof creatingand operatingsuch a seaies
demonstrateshe real direction of tourist flows to the region and the increasein financial
revenuedo local budgetsTouristinformationcentersn the Poltavaregion(table4).

Table4: Touristinformationcentersn the Poltavaregion (RegionalStatedepartmenbf
tourismin PoltavaRegion http://poltavatour.gov.ua/page/turistichainformaciynicentri)

Title of Touristinformationcenter Functionsandservicesrovided

TIC underthe managemenf Informationaboutthe availableaccommodation
cultureof theexecutivecommittee | facilities, toursandtouristtravel,food, distributionof
of the Poltavacity council promotionalandinformationalproducts.

TIC atthe NGO "Regionaltourist | Informationserviceson organizatiorof excursions.
cluster"

TIC "Alliance Tour" Informationaboutavailableaccommodation

establishmentgxcursonsandtouristtrips, catering
establishmentglistributionof advertisingand
informationalproducts.Touristbusstroll.

Departmentf RegionalTIC in the | Providingon-line informationaboutavailabletourist,
PoltavaRegionalLibrary for excursionandresortandrecreatiorservices.
Youth namedafter OlesHonchar

TIC of Departmenbf Cultureand | Informationaboutavailableaccommodation
Tourismof PoltavaRegionalState | establishmentexcursionsandtouristtrips, catering
Administration establishmentgistributionof advetising and
informationalproducts.

TIC Informationaboutavailableaccommodation
"Dikankazelentur" establishmentgxcursionsandtouristtrips, catering
establishmentglistributionof advertisingand
informationalproducts.

TIC "OIld Farm" Accommodationgateringmasterclasse®n pottery,folk
cuisine fishing, children'srest.

TIC atthe RestingComplex Informationaboutavailableaccommodation

"Velyka Krucha" establishmentgxcursionsandtouristtrips, catering

establishmentglistributionof advertisingand
informationalproducts.

Consumersf anexcursionproductarecitizenswho havea certainmotivation to travel, thatis,
tourists and sightseersand the correspondingourchasingpower. The manufacturerof the
excursionproductare tourist and excursionenterpriseqtour operatorstravel agents travel
agenciesaandexcursions)which work with the aim of obtainingprofit andmeetingthe needs
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of thepopulationin organizingexcursioractivities.Almostall areaf theregionarepromising
for the developmenbf varioustypesof tourism: religious pilgrimage, cultural, educational,
cultural and ethnographicrecreational(sanatoriumsgdispensariescamp sites), ecotourism,
qualified,with activemovemen{equestrianyater,bicycle,ski). Enterpriseprovidingrelated
servicedn Poltavaandcities of theregion(Kremenchuglubny) areshown in Table5.

Table5: Enterprisegrovidingrelatedservicedn thetourismindustryfor 2016(Main
statisticsin tourismindustryof Ukraine http://pl.ukrstat.gov.up

Establishmats Quantity
Beautysalons 137
Sportsfacilities 56
Shoppingcentersshopsexhibitionhalls 1230
Servicegphotoprinting, shoeandclothesrepair,flower delivery,etc.) 298
BankingInstitutions 181
Insuranceandlaw firms 123

The format of the developmenbf the tourism sectoris clearly reflectedin the development
program.The stateprogramfirst of all shouldsolve theseand other problemsof Ukrainian
tourism. It is plannedto createconditionsfor attractingforeign anddomesticinvestmentand
creditfundsfor the developmenbf the materialandtechnicalbaseof the tourismindustryby
developingandimplementingmechanisméor attractinganddistributingextrabudgetarjunds

[3]

4. CONSLUSION

It is clearthat Poltavaregionhasthe necessaryesourcegor the developmenbf tourism,in

particularexcursionactivities:human naturalconditions historicalandcultural, material etc.

Despitesome positive trends, the tourism industry of the Poltavaregion did not receivea
sufficientlevelto realizethetourismpotential.Finally, we notethatdespitethe significanceof

theavailableresourcesthe organizatiorandmanagementf excursionactivitiesin the Pdtava
regionrequirea certain systemof measurego improve and streamline.In our opinion, the
following activitiesareworth implementationimprovingthetraining programand raisingthe
qualificationrequirementgor thefi g u ipdsiian;to providehigh-quaity excursionservices,
it is necessaryo updatethe mechanisnfor studyingexcursionactivities of subjectsof the
tourist sphere;improve and clarify requirementsn the training of specialists;compulsory
practical internship after the completion of preparatorycourses.Tourism can and should
becomeone of the most effective meansof generatingncome, promoting marketrelations
developmentof joint sectorsof the economy,employment,improvementof work on the
protectionof historicalmonumentsiaisingthecultural level of thepopulation Fortheeffective
developmenbf tourismin the regionshouldfollow the developmenbf sightseeingactivities.
Oursubsequentesearctwill bedevotedo theseaspects.
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ABSTRACT
The sustainable development goals represent a holistic approach to the development of all
spheres of society on global and national levels. Therefore, their implementation will strongly
determine the development of the world2680 and beyond. Although the emphasis on their
importance is present in public discourse, in media and academic circles, these goals are still
insufficiently known to citizens. In this context, the authors will analyze the theoretical and
conceptual basi of sustainable development goals. The specific research focus is on media
promotion of these goals. A better understanding of the sustainable development goals should
contribute to their faster implementation, which is why their adequate promotiorgreaif
importance. In this context, promotion should raise the level of awareness of the citizens about
the importance of these implementation processes, and it should have a positive effect on
decisionmakers for faster implementation of these goals.
Keywords: Media coverage, Promotion, Public discourse, Soci8tistainable Development
Goals,Sustainable Development

1. INTRODUCTION

In addition to the introductory and concluding considerations, the article has three mutually
correlated parts. In the first part of the article under the title, A Brief Historical Overview of the
Origins of Sustainable Development, the authors analyzgatdevelopmental conferences,
reports, and programs administrated by the United Nations System and member states. A
specific focus is on identifying and comparing problems and challenges in previous
developmental programs. Most of these problems anteadlgals are still part of ongoing efforts

to achieve sustainable development. In the next part of this article, the authors discuss the
Theoretical Basis of Development. They briefly analyze the most important theories, concepts,
and models of development from the perspective of social sciences. Based on findings from
previous parts of this article, the authors analyze the Promotion $@iftainable Development
Goals in Bosnia and Herzegovina. Without diminishing other activities managed by the UN
system in Bosnia and Herzegovina, the research focus was placed on promotion through two
main initiatives Imagine2030 and SDG private sectarkimg group.
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2. A BRIEF HISTORICAL OVERVIEW OF THE ORIGIN OF SUSTAINABLE
DEVELOPMENT

Development researchers have a very complex and challenging task of exploring social
development in a historical context since the whole history is a demonstratimwodur

society has developed. Considering this fact, and in the context of research of sustainable
development, it is necessary to limit the time frame of research to the period after the Second
World War (WWII). The scientific community within this fielths reached a consensus that a
serious study of sustainable development begins with the end of WWII and the establishment
of the UN systemThe most common arguments found in the literature are related to the fact
that after the Second World War, we hadwdlt an international system that allows global
governing of development. This primarily refers to the UN system and its specialized agencies
( Spahi |, 222 Dhé Beseargh focus of this paper will be on development solutions
created within the UNystem focused on global development managenfegegnda 2030 is

based on previous developmental conferences, reports, and programs administrated by the UN
system and member states. The scientific community (worldwide and within the UN system)
hasreached a consensus on crucial conferences and programs that have set ground bases for the
development of MDGsand a later on SDGsThe review of the historical origin of the SDGs

is based on the list created by the UN DESRurthermore, after studyj the list of main
conferences, reports, and programs, thé lisas reduced to those sources that address
development as a global challenge (the reduced list is presented in the chart below).

Chart following on the next page

1 MDGs - Millenium DevelopmentGoals.

2SDGsi Sustainabl®evelopmenGoals.

3 UN DESA -The United NationsDepartmenbf Economicand Social Affairs.

4Withoutdiminishingtheimportanceof thefollowing developmentgbrogramBarbadosrogrammef Action, 1994(BPOA);
BarbadosProgrammenf Action (BPOA)+5,1999; BPOA+10: Mauritius Strategyof Implementatior2005; Five-yearreview
of theMauritius Strategyof ImplementationMSI+5, 2010;SIDS AcceleratedViodalitiesof Action (SAMOA) Pathway 2014
(United Nations/DESA, 2019).
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Chart 1: The reduced list @bonferences, reports, and programs that address development as
a global challenge made by authors on the bases of the list creaténitbg Nations/ DESA,
2019, and The United Nations MDGs, 2015

-
* United Nations Conference on the Human Environment (Stockholm Conference)
* A/CONF.48/14/REV.1- Report of the United Nations Conference on Human Environment (1973)
*Establishment of the United Nations Environment Programm (UNEP)
J
™
*A/42/427 - Report of the World Commission on Environment and Development- Our Common
Future
~
N
* United Nations Conference on Environment and Development (UNCED), Earth Summit
*Agenda 21
"y
™\
*Resolution47/191, the General Assembly agreed on the creation of the Commission on Sustainable
Development
vy
™\
»Special Session of the General Assembly to Review and Appraise the Implementation of Agenda 21
*Resolution A/RES/S-19/2
A
*The United Nations Millennium Summit, New York )
*United Nations Millennium Declaration
*Millennium Development Goals to be implemented until 2015 )
-
*World Summit on Sustainable Development (WSSD) Johannesburg Summit
J
~
*The United Nations Conference on Sustainable Development - or Rio+20
*Resolution A/RES/66/288 The future we want
S
™
*A/RES/67/290 Format and organizational aspects of the high-level political forum on sustainable
development (first meeting was held in 2013).
"y
~
* A/RES/70/1 - Transforming our world: the 2030 Agenda for Sustainable Development (17 SDGSs),
* A/RES/69/313 - Addis Ababa Action Agenda of the Third International Conference on Financing for Development
*FCCC/CP/2015/L.9/Rev.1 - Adoption of the Paris Agreement
S
*United Nations Conference to Support the Implementation of Sustainable Development Goal 14 of the
2030 Agenda
* A/RES/71/312 - Our ocean, our future: call for action. y

The UN systemecognized crucial developmental challenges and problems since 1972, which
are listed in the table below.
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Table 1: Crucial developmental challenges and problems since 1972, recognized by UN

system
(CONLIETENTEL S, RIS, DEVELOPMENTAL CHALLENGES AND PROBLEMS
AND PROGRANMIS

A/CONF.48/14/Rev.1 Principles: Fundamental right to freedom, equality and adequate conditions of life; safeguarded of natural
Report of United Nations resources; safeguard of the heritage of wildlife and its habitat; reduction of emission of toxic waste and
Conference on the pollution; creation of favorable living and working environment; transfer of substantial quantities of financial

X and technological assistance to the developmng countries; national management of the resources should be
Human Environment | picoq on coordinated approach to the development planning; creating national institution with task of
Stockholn  5-16  June planning. managing or controlling the environmental resources; sciences, technology, and education should
1972 address developmental issues; governments should interact with international community and cooperate with

international organization in order to ensure development.

A/42/427 - Report of the
World Commission on

The Policy Directions: Population and Human Resources; Food Security: Sustaining the Potential; Species
and Ecosystems: Resources for Development; Energy: Choices for Environment and Development; Industry:
Producing More with Less; The Urban Challenge.

International Cooperation and Institutional Reform: The Role of the International Economy; Managing
the Commons; Peace, Security, Development, and the Environment; Institutional and Legal Change.

Environment and
Development- Our
Common Future. (1987).
United Nations
Conference on
Environment &
Development Rio de

Janerio, Brazil, 3 to 14
June 1992 AGENDA 21.
(1992)

Social and Economic Dimensions: International cooperation to accelerate sustainable development m
developing countries and related domestic policies; Combating poverty; Changing consumption patterns;
Demographic dynanucs and sustamability; Protecting and promoting human health conditions; Promoting
sustainable human settlement development; Integrating environment and development in decision-making.
Conservation and Management of Resources for Development: Protection of the atmosphere; Integrated
approach to the planning and management of land resources; Combating deforestation; Managing fragile
ecosystems: combating desertification and drought; Managing fragile ecosystems: sustainable mountain
development; Promoting sustainable agriculture and rural development; Conservation of biological diversity;
Environmentally sound management of biotechnology: Protection of the oceans, all kinds of seas, including
enclosed and semi-enclosed seas, and coastal areas and the protection, rational use and development of their
living resources; Protection of the quality and supply of freshwater resources: application of mtegrated
approaches to the development, management and use of water resources; Environmentally sound
management of toxic chemicals, including prevention of illegal international traffic m toxic and dangerous
products; Environmentally sound management of hazardous wastes, in hazardous wastes; Environmentally
sound management of solid wastes and sewage-related 1ssues; Safe and environmentally sound management
of radioactive wastes.

Strengthening the Role of Major Groups: Global action for women towards sustainable and equitable
development; Children and youth m sustainable development; Recognizing and strengthening the role of
mdigenous people and their communities; Strengtheming the role of non-governmental orgamizations:
partners for sustamable development; Local authorities' mitiatives mn support of Agenda 21; Strengthemng
the role of workers and their trade unions; Strengthening the role of business and industry; Scientific and
technological community: Strengthening the role of farmers.

Transforming our world:
the 2030 Agenda for
Sustainable
Development. (2015)

Millennium MDGs: Goal 1: Eradicate Extreme Poverty & Hunger; Goal 2: Achieve Universal Primary Education; Goal

Developmental Goals | 3: Promote Gender Equality and Emp(_:w_e:r Womel_l; Goal 4: Redqce Child Mortality; Goal 5 Improve

(2000-2015) Matemal H_ealih; Goal 6: Combat HIV/Aids, Malaria ancl Other Diseases; Goal 7: Ensure Environmental
Sustainability and Goal 8 Develop A Global Partnership for Development

A/RES/66/288 - The | Reaffirmed commitment by world leaders to make every effort to accelerate the achievement of the

Future We Want. (2012) internationally agreed development goals. including the Millennium Development Goals by 2015.

A/RES/T0/1 - | SDGs: Goal 1. End poverty 1n all its forms everywhere; Goal 2. End hunger achieve food secunty and

unproved nuirition and promote sustammable agriculture; Goal 3. Ensure healthy lives and promote well-
bewng for all at all ages; Goal 4. Ensure mclusive and equitable quality education and promote lifelong
learning opportunities for all; Goal 5. Achieve gender equality and empower all women and girls; Goal 6.
Ensure availability and sustainable management of water and sanitation for all; Goal 7. Ensure access to
affordable, reliable, sustainable, and modern energy for all; Goal 8. Promote sustained, inclusive and
sustainable economic growth, full and productive employment and decent work for all; Goal 9. Build
resilient infrastructure, promote iclusive and sustainable industrialization, and foster mnovation; Goal 10.
Reduce inequality within and among countries; Goal 11. Make cities and human settlements mclusive, safe,
resilient and sustainable; Goal 12. Ensure sustainable consumption and production patterns; Goal 13. Take
urgent action to combat climate change and its impacts; Goal 14. Conserve and sustainably use the oceans,
seas and marine resources for sustainable development; Goal 15. Protect, restore and promote sustainable
use of terrestrial ecosystems, sustainably manage forests, combat desertification, and halt and reverse land
degradation and halt biodiversity loss; Goal 16. Promote peaceful and inclusive societies for sustainable
development, provide access to justice for all and build effective, accountable and mclusive mstitutions at
all levels; Goal 17. Strengthen the means of implementation and revitalize the Global Partnership for
Sustainable Development.

Table 1. Recognized developmental challenges and problems within global conferences, reports, and programs (Sources:

A/CONF .48/14/Rev.1 Report of Umted Nations Conference on the Human Environment Stockholm 5-16 June 1972. 1973, pp. 4.5; A/42/427
- Report of the World Comnussion on Environment and Development- Our Common Future. (1987); United Nations Conference on
Environment & Development Rio de Janenio, Brazil, 3 to 14 June 1992 AGENDA 21; United Nations MDGs. (2015). Millennium Summnt;
A/RES/66/288 - The Future We Want. (2012); A/RES/70/1 - Transforming our world: the 2030 Agenda for Sustainable Development (2015);

United Nations/ DESA, 2019.

However, most of the global development challenges and problems listed in the table above are
not solved. They were reduced, transformed, and contextually adjusted to be integrated into

MDGs and later on in SDGs.
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Both MDGs and SDGs are the result of conéd efforts of the scientific community to create
a better future for the whole world. In this context, a scientific community created a suitable
theoretical and practical frame within development studies.

3. THEORETICAL BASIS OF DEVELOPMENT

Creating acomprehensive theoretical framework for sustainable development is a challenging
task since sustainable development is an interdisciplinary field of research, in which theories,
approaches, and concepts from different sciences very often overlap, compérersult in

new hybrid solutions. Developmental problems have been in the focus of scholars and
researchers for a long time. They were analyzed from different angles and on the bases of
different approaches, theories, and concepts from Natural Ssjefo®ineering and
Technology, Medical Sciences, Agricultural Sciences, Social sciences and humanities
(UNESCO, 2015). Without diminishing the contribution of other sciences in the field of
sustainable development research, the focus of this paper will lesearch conducted within

the field of social sciences. In this context and based on conducted analysis of relevant literature
in the field, the essential theories, approaches, models, and concepts of economic growth and
development were systematized. the theoretical sense, the most important theories are a
theory of cumulative effects, theories and patterns of structural change, revolution theory of
international dependence, public choice theory, the theory of unbalanced development, theory
of polesof development and new growth theory. Relevant approaches are the neoliberal
counterrevolutionary approach, approach to the free market and maniketed approach.

Crucial models of economic growth and development are the model of development in stages,
the model of structural change, the international model of dependence, the model of neo
col oni al dependence and false paradi3@im model
Spahi | ,pp. 20.1n5 addition to the presented theories, we hadentified an
unconventional critical theories of development such as: structural Marxism, imperialism,
world-system theory, the theory of regulation, critics Marxist, -Newxist theory, post
structuralism, postolonialism and postievelopment approacRéet, Hartwick, 2009, pp. 103

139, 159181, 197227, 246272 i n Spahi iBearing thinénd the theor2g, ) .
approaches, and concepts mentioned earlier, it is evident that development problems have been
preoccupying scientists for a long time, amts development itself is a dynamic category, it

is possible to expect further evolution of theoretical and conceptual interdisciplinary reflections
on development. Today, we can see that the segments of these theories and concepts are
contextually adaptéand integrated into the global concept of sustainable development.

4. PROMOTION OF THE SUSTAINABLE DEVELOPMENT GOALS IN BOSNIA

AND HERZEGOVINA

The promotion and implementation of the sustainable development goals in Bosnia and
Herzegovina is a compleand challenging task. Bosnia and Herzegovina has a complex
political syster that makes the implementation of the SDGs as well as its promotion very
difficult.

SAdministrative -Territorial Organization Bosniaand Herzegovinais a compoundstate,which in line with the General
FrameworkAgreementfor Peacein BiH, consistsof the Federationof Bosniaand Herzegovina51% of territory) andthe

RepublikaSrpska(49% of territory). Brcko, which was a subjectof disputesand internationalarbitrage ,was proclaimeda

district. Thus,BosniaandHerzegovinéhastwo entitiesandBrcko District.

Entities The Federatiorof BosniaandHerzegovinaand RepublikaSrpskaare entitieshavingtheir own constitutionswhich

haveto bein conformitywith the Constitutionof BosniaandHerzegovina.

Federation of Bosniaand Herzegovina The Federatiorof Bosniaand Herzegovinaasthe entity, consistsof ten cantons
(which,in administrativeaermsarefurthersplitinto 80 municipalities)asfollows: i UnaSanaCantonPosavina&Canton,Tuzla

Canton, ZenicaDoboj Canton, Bosnia i Podrinje Canton, Central Bosnia Canton, HerzegovinaNeretva Canton, West
HerzegovinaCanton,SarajevoCantonand Canton10. The Parliamenbf the Federatiorof BiH haslegislativepowersandis

comprisedf the Houseof Representativesndthe Houseof PeoplesExecutivepowersareperformedby the Presidentf the
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These challenges were addressed by the United Nations in Bosnia and Herzegovina in
cooperatio with representatives of state and enléyel governments together with other
stakeholdes They went through the complex process of analyzing and assessing the 69
strategic documents in order to identify théent of their alignment with the SDGEhe result

of the assessment indicated that sustainable development in Bosnia and Herzegovina is
generally well covered. The strategic documents, programs, and aetsir@llect all 17 SDGs

from Agenda 2030 \(oluntary Review 2019, pp.16) These foundingds t
recommendations and results of continues process of consultations with stakeholders, will be
used in the process of implementing the SDGs in Bosudi&larzegovinaWithout diminishing

the importance of other activittsonducted by the UN in Bosnia and Herzegovina in
cooperation with partneétand stakeholders, the focus of this research is on two main initiatives:
the Imagine 2030 Initiative ande Private Sector Workindsroup. These initiatives are
structured as a platform for engagement, research, consulting, advocacy, and promotional
activities for the SDGs.

4.1. Imagine2030 Initiative in Bosnia and Herzegovina

Imagine2030 Initiative was created during 2016 by the UN in Bosnia and Herzegovina and
supported by theSwedish International Development Cooperation Agency (SIDA)
Imagine2030 is a promotional, advocacy, consulting, and engagement initiative. The authors
divided all promotional activities within this initiative into two parts. The first part is the
consultation tool for workshops (SDG Consultation $ptihat have generated the necessary
data about SDGs priorities. The second part is the promotion of SiaGthe website
(www.zamisli2030.ba) and social medida mfagi ne 203006 Face3ID&Go k pa-:
Consultation tool and presentation were used during the implementation Glowerkshops
across the country that has engaged nez0Q0 citizens representagis from all levels of
governments and stakeholdév®luntary Review2019, pp.12)

Federatiorandtwo Vice Presidentsaswell asthe Governmenbf theFederatiorof BiH. Sarajevas thecapitalcity. Republika
Srpska- RepublikaSrpskais theentity, with 61 cities/municipalitiesThe NationalAssemblyof the RepublikaSrpskaandthe
Council of Peoplesn the RepublikaSrpskaexerciselegislative powersin the RS. Executivepowersare excercisedoy the
Presidenaindtwo Vice Presidentsf the RepublikaSrpskaaswell asby the Governmenbf the RepublikaSrpskaBanjaLuka
is theadministrativecenterof RepublikaSrpskaBrcko District - Theterritory of Brcko wasunderarbitrageandwasattached
neitherto the Federatiorof BiH norto the RepublikaSrpskaBy decisionof the InternationalArbitrary Commissiongloseto
theendof 2000,Brcko wasput underadministratiorof BosniaandHerzegovinaasthe separatelistrict. Brcko District hasits
own multi-ethnicalgovernment Assembly,ExecutiveBoard, jurisdiction and police forces(United Nationsin Bosniaand
Herzegovina2019).

5Two-day multi-stakeholdeconsultationsprganizedunderthe auspicesf the Presidencyf Bosniaand Herzegovinawere
heldin Sarajevaonthe29and30May 2018.A total of 250representativesom all levelsof governmentCSOsandtheprivate
sectorattendedVoluntary Review 2019,pp.19)

"Policy review usingthe Rapid IntegratedAssessmentool; SDG Dashboardanddata,and complexity analysis;SDG multi-
stakeholderconsultationsn May 2018; Drafting the SDG Frameworkin Bosniaand Herzegovinaandthe first Bosniaand
Herzegovina/oluntary Reviewandthe consultationandvalidationprocesof the key SDG documentgVoluntary Review
2019,pp.1626).

8 Jointactivitiesof all institutionsin BosniaandHerzegovinaelatedto the SDGsbeganin 2018with the creationof the SDGs
Rollout Working Group. The SDGs Rollout Working Group coordinatesall activities relatedto the SDGsin Bosniaand
Herzegovinahroughtheinstitutionsrepresenteth theworking group.The SDGsRollout Working Groupis notlinked to the
political processei the countryandfunctionson a regularbasis,regardles®f the political issueslt makesall decisionsy
consensusFinal approvalof all key conclusionsand the implementationof all decisionsare issuedat the subnational
governmentevel andthatof the Council of Ministersof BosniaandHerzegovingVoluntary Review 2019,pp.3233).

9SDG Consultationtool is qualitative datagatheringmethodthat exploresthe positive and negativeassociation®f citizens
with both the pastand presentitheir vision of the future, the way they seethe future in termsof what values,actionsand
structuresieedto bein placeandwhatthreatsand/oropportunitiesneedto be addressedcrosgshe SDGs/targetsTheultimate
aim of thetool is to identify solutions/idea®n how to addressr acceleratehe achievemenof the SDGs/targetsvithin the
local context(Voluntary Review 2019,pp.12,13)
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Data gathered in these workshops will be used for the creation of Visiok’2080the SDG
Framework document in Bosnia and HerzegoVinBhe systematized results (selected SDGs
and targets) of these workshops are shown in the table below.

Table following on the next page

1 The 6 | ma g i ningtidti0e3podided an opportunity for citizens acrossthe country to co-createthe future. Their

perspectiveielpedshapeVision 2030andthedevelopmenpathwayghatthe countryis to embracgVoluntary Review 2019,

pp.6)

n 2019 thefinalization of the Voluntary Review(VNR) andits presentatiorat a high level political forumto be heldin July

2019is foreseeralongwith the finalization of the SDG Frameworkdocumentin Bosniaand HerzegovinaOncedrafted,the

latterwill bethesubjectof furtherconsultatiorbothwith expertsandpolicymakersandevenmoreimportantlywith CSOs the

privatesectortheacademiandthegenerapublic. |t is foresenthatthe SDGFrameworldocumentn BosniaandHerzegovina
will befinalizedin 2019in orderto allow for its properintegrationinto the strategicplanningprocessesnitiated by different

levelsof governmentn 2019(Voluntary Review 2019,pp.9)
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Table 2:Systematized results (selected SDGs and targets) of workshops
SDG- TOP THREE TARGETS FOR SDG SELECTED BY WORKSHOPS PARTICIPANTS

8.5 By 2030, achieve full and productive employment and decent work for all women and men, including for young people and persons
with disabilities, and equal pay for work of equal value.

8.6 By 2020, substantially reduce the proportion of youth not in employment, education. of fraining.

8.3 Promote development-oriented policies that support productive activities. decent job creation, entrepreneurship, creativity, and
mnovation, and encourage the formalization and growth of micro-, small- and medmm-sized enterprises, including through access to
financial services.

1.1 By 2030, eradicate extreme poverty for all people everywhere, currently measured as people living on less than $1.25 a day.

1.4 By 2030, ensure that all men and women, in particular, the poor and the vulnerable, have equal nights to economic resources, as
well as access fo basic services, ownership, and control over land and other forms of property, inheritance, natural resources. appropriate
new technology. and financial services. including microfinance.

1.2 By 2030, reduce at least by half the proportion of men. women. and children of all ages living in poverty in all ifs dimensions
according to national definitions.

4.1 By 2030, ensure that all girls and bovs complete free, equitable, and quality primary and secondary education leading to relevant
and effective leaming outcomes.

4.4 By 2030, substantially increase the number of youth and adults who have relevant skills, including technical and vocafional skills,
for employment, decent jobs, and entreprenenrship.

4.7 By 2030, ensure that all learners acquire the knowledge and skills needed to promote sustainable development, including, among
others, through education for sustainable development and sustainable lifestyles, human rights, gender equality, promofion of a culture
of peace and non-violence, global citizenship and appreciation of cultural diversity and of culture’s contribution fo sustainable
development.

16.2 End abuse, exploitation. frafficking, and all forms of violence against and torfure of children.

16.5 Substantially reduce cormuption and bribery in all their forms.

16.1 Significantly reduce all forms of violence and related death rates everywhere.

SDG 3 Ensure healthy life and promeote well-being for all at all ages (This goal was selected as a priority by 75 participants).
3.8 Achieve universal health coverage, including financial risk protection, access to quality essential health-care services, and access to
safe, effective, quality and affordable essential medicines and vaccines for all.

3.c Substantiallv increase health financing and the recruitment, development, training, and retenfion of the health workforce in
developing countries, especially in least developed countries and small island developing States.

3.3 By 2030, end the epidemics of AIDS, tuberculosis. malaria and neglected tropical diseases and comtbat hepatitis, water-borne
diseases and other communicable diseases.

5.2 Elinunate all forms of violence against all women and girls in the public and private spheres, ncluding trafficking and sexual and
other types of exploitation.

5.5 Ensure women's full and effective participation and equal opporunities for leadership at all levels of decision-making in political,
econonuc, and public life.

5.1 End all forms of discrimination against all women and girls everywhere.

10.2 By 2030, empower and promote the social. economic. and political inclusion of all, irrespective of age, sex. disability, race,
ethnicity. ongin, religion, or econonuic or other sfafus.

10.3 Ensure equal opportunity and reduce inequalities of outcome, including by eliminating discriminatory laws, policies, and practices
and promoting appropriate legislation, policies and action in this regard.

10.6 Ensure enhanced representation and voice for developing countries in decision-making in global international economic and
financial institutions in order to deliver more effective, credible, accountable, and legitimate institutions.

SDG 13 Take urgent action to combat climate change and its impacts (This goal was selected as a priority by 57 participants).

13.3 Improve education, awareness-raising, and human and institutional capacity on climate change mitigation, adaptation, impact
reduction, and early warning.

13.a Implement the commitment undertaken by developed-country parties to the United Nafions Framework Convention on Climate
Change to a goal of mobilizing jointly $100 billion annually by 2020 from all sources to address the needs of developing countries in
the context of meaningful mitigation actions and transparency on implementation and fully operationalize the Green Climate Fund
through its capifalization as soon as possible.

132 Integrate climate change measures into national policies, strategies, and planning.
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SDG 6 Ensure availability and sustainable management of water and sanitation for all (This goal was selected as a priority by
45 participants).

6.3 By 2030, improve water quality by reducing pollution, eliminating dumping and minimizing the release of hazardous chemicals and
materials, halving the proportion of unireated wastewater. and substantially increasing recycling and safe reuse globally.

6.6 By 2020, protect and restore water-related ecosystems, including mountains, forests, wetlands, rivers, aquifers. and lakes.

6.1 By 2030, achieve universal and equitable access to safe and affordable drinking water for all.

SDG 15 Protect, restore and promote sustainable use of terrestrial ecosystems, sustainably manage forests, combat
desertification, and halt and reverse land degradation and halt biodiversity loss

{This goal was selected as a priority by 45 participants).

15.2 By 2020, promote the implementation of sustainable management of all types of forests, halt deforestation, restore degraded forests
and substantially increase afforestation and reforestation globally.

15.1 By 2020, ensure the conservation, restoration, and sustainable use of terrestrial and inland freshwater ecosystems and their services,
in particular forests, wetlands, mountains. and drylands, in line with obligations under international agreements.

15.5 Take urgent and significant action to reduce the degradation of natural habitats, halt the loss of biodiversity and. by 2020, protect
and prevent the extinction of threatened species.

SDG 2 End hunger, and achieve food security and improved nutrition and promote sustainable agriculture (This goal was
selected as a priority by 42 participants).

2.1 By 2030, end hunger and ensure access by all people, in particular, the poor and people in vulnerable situations, including infants,
to safe. nutritious and sufficient food all vear round.

2.4 By 2030, ensure sustainable food production svstems and implement resilient agricultural practices that increase productivity and
production, that help maintain ecosystems, that strengthen capacity for adaptation to climate change, extreme weather, drought, flooding
and other disasters and that progressively improve land and soil quality.

2.3 By 2030, double the agricultural productivity and incomes of small-scale food producers, in particular women. indigenous peoples.
family farmers, pastoralists and fishers. including through secure and equal access to land, other productive resources, and inputs,
knowledge, financial services. markefs and opportunities for value addition and non-farm employment.

SDG 11 Malke cities and human settlements inclusive, safe, resilient, and sustainable (This goal was selected as a priority by 23
participants).

11.2 Bv 2030, provide access to safe, affordable. accessible and sustainable transport svstems for all, improving road safetv, notably by
expanding public transport. with special attention to the needs of those in vulnerable situations. women, children. persons with
disabilities and older persons.

11.6 By 2030, reduce the adverse per capita environmental impact of cities, including by paving special aftention to air quality and
mmunicipal and other waste management.

11.1 By 2030, ensure access for all to adeguate, safe. and affordable housing and basic services and upgrade shams.

12.4 By 2020, achieve the environmentally sound management of chemicals and all wastes throughout their life cycle, in accordance
with agreed intemnational frameworks, and significantlv reduce their release to air, water, and soil in order to minimize their adverse
impacts on human health and the environment.

12.2 By 2030, achieve sustainable management and efficient use of natural resources.

12.3 By 2030. halve per capita global food waste af the retail and consumer levels and reduce food losses along production and supply
chains, including post-harvest losses.

SDG 9 Build resilient infrastructure, promote inclusive and sustainable industrialization and foster innovation (This goal was
selected as a priority by 12 participants).

0.4 By 2030, upgrade infrastricture and retrofit industries to make them sustainable, with increased resource-use efficiency and greater
adoption of clean and environmentally sound technologies and industrial processes, with all countries taking action in accordance with
their respective capabilities.

0.5 Enhance scientific research, upgrade the technological capabilities of industrial sectors in all countries. in particular developing
countries, inchuding. by 2030, encouraging innovation and substantially increasing the mumber of research and development workers
per 1 million people and public and private research and development spending.

9.3 Increase the access of small-scale mndustnial and other enterprises, m particular in developing counines, fo financial services,
mcluding affordable credit. and their integration into value chains and markets.

174 Assist developing countries in aftaining long-term debt sustainability through coordinated policies aimed at fostering debt
financing. debt relief and debt restucturing, as appropriate. and address the external debt of highly indebted poor countries to reduce
debt distress.

17.1 Strengthen domestic resource mobilization, mncluding through international support to developing countries, fo improve domestic
capacify for tax and other revenue collection.

17.2 Developed countries to implement fully their official development assistance commitments, including the commitment by many
developed countries to achieve the target of 0.7 per cent of ODA/GNI to developing countries and 0.15 to 0.20 per cent of ODA/GNI
to least developed countries; ODA providers are encouraged to consider setting a target to provide at least 0.20 per cent of ODA/GNI
o least developed countries.

Table continues on the next page
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SDG 7 Ensure access to affordable, reliable, sustainable and modern energy for all (This goal was selected as a priority by 0
participants).

7.a By 2030, enhance international cooperation to facilitate access to clean energy research and techmology, including renewable energy,
energy efficiency and advanced and cleaner fossil-fuel technologv, and promote investment in energy infrastructure and clean energy
fechnology.

7.2 By 2030, increase substantially the share of renewable energy in the global energy mix.

7b By 2030, expand infrastructure and upgrade technology for supplyving modemn and sustainable energy services for all in developing
countries, in particular least developed countries, small island developing States, and land-locked developing countries, in accordance
with their respective programmes of support.
SDG 14 Conserve and sustainably nse the oceans, seas and marine resources for sustainable development (This goal
was selected as a priority by 0 participants).
14.1 By 2025, prevent and significantly reduce marine pollution of all kinds, in particular from land-based activities, including marine
debris and nuirient pollution.
142 By 2020, sustamably manage and protect manine and coastal ecosystems to avoid significant adverse impacts. including by
strengthening their resilience, and take action for their restoration in order fo achieve healthy and productive oceans.
14 4 By 2020, effectively regulate harvesting and end overfishing, illegal, unreported and unregulated fishing and destructive fishing
practices and implement science-based management plans. in order to restore fish stocks in the shorfest time feasible, at least to levels
that can produce maxinmim sustamnable vield as deternuned by their biological characteristics.

Table 2. SDG priorities from priontization exercise. Adaptation of authors based on UNDP Bosnia and Herzegovina

(2019). One-page analysis per SDG Imagine2030 Bosnia and Herzegovina.

Based on the results of the Imagine2030 workshops, it can be concluded that participants
perceive economic and social development as a fundamental basis for achieving sustainable
development. From their perspective, and based on their experience and dgepwle
governments at all levels need to ensure full, productive, and decent employment based on job
creation, entrepreneurship, creativity, and innovation implemented through small and medium
sized enterprises. These governmental actions should reflebe aeduction of poverty, as

well as the creation of equal economic and social rights. Furthermore, participants have
recognized the importance of improvements in the educational system alongside with the health
care system, which implies that Bosnia andzdgovina should invest in human capital
development. Governments at all levels should create policies that will reduce violence,
corruption, and bribery. Simultaneously, they should focus on creating equal opportunities for
women and girls. The Imagin203@rkshops have managed to actively motivate participants

to use their knowledge, skills, and experience in the process of identifying crucial problems
within society and aligning them with SDGs. Furthermore, participants were empowered to
promote SDGs irtheir communities based on their personal experiences. This initiative is
presented through the webpage and social media pages (FB and Twitter) that are updated
regularly. Contents on these online platforms are created in order to inform, motivate, and
enourage all citizens, representatives of institutions from all government levels, and
stakeholders to take action. Promotional contents are based on the concept that SDGs are our
shared set of values, ideas and goals. The contents published on the waidpsm®al media

are presented in a comprehensive, logical and holistic mafimemext crucial promotional
activity was éHigh-level SDG Conference aimedkick-starting Agenda 2030he conference

was heldn the building of thé?arliamentary Assembly of Bosnia and Herzegovina in Sarajevo

on 3 April 2017, with support of the Presidency of Bosnia and Herzegovina. This Conference
had significant media coverage by public and private media. From the perspective of this
research, onefdhe most relevant results of this conference was the establishment of Dialogue
for the future platform (DFE§ supported by the United Nations and the Presidency of Bosnia

1?Dialoguefor the Future (DFF) projecthastwo phasesThe first phasewas implementecbetween2014 and 2017, which
establishedlialogueplatformsandyouthforaacrosshe countrysupportedt2 community projectsandreachedutto 30% of
the population. The projectin the secondphase(until December2019) intendsto enhancehe inclusivenesf locallevel
governancéy undertakingoint assessmenisf commonproblemsand creatinglocal dialogueplatforms(United Nationsin
BosniaandHerzegovina2019a).
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and Herzegovina. DFF has created a positive multiplying effect on the promotienSDGs

by supporting community projects and promoting them via media and social networks, but also
encouraging supported projects to promote themselves via media and social networks. It has
made SDGs moreomprehensive and familigr all stakeholdersybinvolving them in practical
implementations of SDGs throughout their projects.

4.2. SDG and Private Sector Workingsroup

The SDG and Private Sector Worki@goup was created in March 2018 by thid in Bosnia

and Herzegovina with the purposenabbilizing and engaging actors the private sector and
otherstakeholders in SDG implementatioithin the business community@luntary Review

2019, pp. 1Q) This group used its influence and connectitmspromotethe Business
Community and Sustainable Development Goals Conference as well as other planned activities.
The conference was held in Sarajevo on 12 June 2018 and aimed to raise awareness of the role
of businesses in delivering on the promissustainable and inclusive development. More than

400 representatives from all levels of government, the business sector and academia gathered
at the conference that allowed them to discuss global topics within the context of Bosnia and
Herzegovin&. A live webstream was organized that drew more tB&00 viewsin the 24

hours of the Confereng®oluntary Review2019, pp. 22)A significant part of the conference

was dedicated to the promotion of Swedish experience in the implementation of SOfestand
practices within the business community in Bosnia and Herzegovina. Furthermore, all
participants at the conference had the opportunity to engage in active discussion on topics
covered by SDGs 8, 12 and 16. Consequently, it can be concluded that thesbrmimasinity

decided to talk about issues and problems covered by these SDGs. More precisely, the
discussion addressed issues such as responsible resource management and environmental
protection, ethical business conduct, economic growth, and quality emgby corporate

social responsibility, equal opportunity, and gender equalitjuntary Review2019, pp. 24)
According to the date we have received via mail from the representatives of UNDP in Bosnia
and Herzegovina, promotional activities for this initiative were structured as presented in the
table below.

Table following on the next page

B3This included,amongothers,responsibleresourcemanagemenand environmentalprotection,ethical businessesnd the
openingof quality workplacesandits effectontheimageandcompetitivenesef abusinesgVoluntaryReview 2019,pp.22).

107



48th International Scientific Conference on Economic and Social Development
"Managerial Issues in Modern BusinéssWarsaw 25-26 Novembe2019

Table 3: Structure of promotional activities for the initiative
VISIBILITY SEGMENT -SDGs

Visibilitv materials There were two professional campaigns fo reach the
beneficiaries and promote SDGs.

The project worked with influencers from BIH to promote
SDG Business Pioneers Award Twenty-two promotional
videos were produced during this reporting period. One of the
videos (Be the change you want to see) was seen by 45K+
viewers in the first week of the broadcast and was used fo start
the presentation of BIH at the HLPF in New York this year
An additional 1000 sets of visibility materials that promote
SDGs, and the actions of the project (SGD branded bags.
mousepads, pens, pins, stickers. and folders) were distributed.
The project also added additional promotional materials (note
pads, SDG socks) to the sets of promotional materials.
Project website The existing website for the mitiative - zamms1i2030 - has been
kept up to date to serve the purpose of the project. Two
separate sub-web pages were developed for the SDG Business
Week and SDG Business Pioneers Award Web-based e-
application was used for the SDG Business Pioneers Award.

Advocacy In cooperation with the Bit Alliance, the project assured that
the IT Manifesto sipned by majority IT companies in Bill
explicitly refer to the SDGs and UN agenda 2030 and reflect
the importance of private sector engagement in ifs
implementation.

U-reporter, a newly developed tool by UNICEF, was used fo
summon the opinion of students and vouth about topics
discussed during the Digital SDG Business Week. U-reporter
tool reached 6000+ youth representatives and got feedback
from more than 4100 voung people.

SDG Business Week The project prepared special media briefs for the SDG
Business Week that were delivered to 69 individual journalists
and more than 200 media outlets.

Social media The project has 1ts designated Facebook page, Twitter., and
Instagram profile. The project activities are also promoted
through official UN/UNDP social media channels, as well as
through the social media controlled by SIDA in BIH. There
were fwo separate media campaigns organized on social
media during the reporting period (SDG Business Pioneers
Award & SDG Business Week 20197

The campaign on social media for SDG Business Pioneers
Award for 2019 resulted m 650.571 views on Facebook and
834 567 views on Instagram, resulting in fotal outreach to

1.573 484 persons.

Media promotion The project comfracted a professional company (PRIME
Communications) to implement media promotion for the SDG
Business Week. The results of the campaign show the
messages shaved by the project were served fo 1.693.366
people i BIH and the region. There were 52 articles about
the SDG Business Week published on different platforms and
four interviews on TVs with the national broadcasting license.
Individual media briefs were distributed to 69 joumnalists and
200+ media outlets mn BIH.

Table 3. Promotion of SDGs. Adaptation of authors based on UNDP Bosma and Herzegovina (20193a). Visibility segment -

SDG Progress Report, July 2018- June 2019,

5. CONCLUSION

Based on the findings of the research presented in this article, we can conclude that SDGs
promotion is well organized within Bosnia and Herzegovina. The UN system manages crucial
promotional activities in Bosnia and Herzegovina alongside with partnerstakeholders.
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Everyone (citizens, governments, private sector, NGOs) is empowered to promote and
implement SDGs. Promotional activities are a suitable mix of traditional media (TV, radio and
newspaper), new media (web pages, social media such as FacBlidtek, and Instagram)

and engaging advocacy participatory promotion by actively implementing SDGs through
projects. It can be concluded that although it is still an ongoing process, the efforts made by the
UN in Bosnia and Herzegovina in cooperationhwartners and stakeholders made the SDGs
morefamiliar and closer to citizens.
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ABSTRACT
This article presents a bibliometric overview of the academic research osprabn
organisations. Noiprofit organisations play an important role in society. They constitute the
third sector, also known a®luntary, civic or norprofit sector. Norprofit organisations serve
to fulfil the needs unmet by the public or the private sector, that others deemed necessary. The
aim of the paper is to identify the most relevant authors, institutions, countriespatyse
their evolution through time. The articles identified related to theprofit organisations were
submitted to a bibliometric analysis using VOSViewer software. The paper uses the Web of
Science Core Collection in order to search for the bibliopiapnformation. Our study
develops a graphical mapping of the bibliometric material by using the visualization of
similarities (VOS) viewer. This software enables us to analyse bibliographic coupling, citation
and cacitation analysis, cauthorship, ando-occurrence of keywords. This article identifies
research paths that can be explored in order to give greater consistency and substantively
increase theoretical and empirical knowledge in this area. We intend further to contribute to a
better understandig of the flow of scientific production and practices in this stimulating area
of research.
Keywords:bibliometric analysisnonprofit organisations, VOSviewer

1. INTRODUCTION

This article aims to a bibliometric overview of the academic researchaorprofit
organisations. Noprofit organisations play an important role in society. They constitute the
third sector, also known as voluntary, civic or fnofit sector. Norprofit organisations serve

to fulfil the needs unmet by the public or the ptévaector, that others deemed necessary. The
aim of the paper is to identify the most relevant authors, institutions, countries, and topics of
research in this field. We will analyse articles on topic of-paofit organisations as found in

the Web of Sciece Core Collection. For that we use Web of Science analytics and VOSviewer
application. We focuced on the authors, journals and countries important in the research in this
domain. We also analyses the topics of research in this domain by analysingithenasecand
co-occurrence of keywords through visual mapping.

2. METHODS

In this article, we used the Web of Science Core collection database to search for articles on
nonprofit organisations. We used the Web of Science Core collection database betsause i

one of the leading databases of peer reviewed scientific papers. We did it by searching for term
Angmofit organisationso in titles of article
because a search for the same term in topic seaatbe in abstracts which means a lot of

articles just mentioning the words nprofit organisation or their combination are popping up.

To analyse the results of the search, we used two types of tools. Firstly, we used the tool
provided by the Web of Samnce database to analyse the search results in their database.
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This tool was used to analyse the authorship of articles, countries of origins, the number of
citations on articles and the origin of articlesho published them. The other tool we used is
the VOSviewer or the visualization of similarities (VOS) viewer, in its version 1.6.11 as
available on its website http://vosviewer.com/. This software enables us to analyse co
occurrence of keywords, bibliographic coupling, citation anetitagion analys and ce
authorship. We used it mainly for the analysis ofocourrence of keywords as other uses
proved useless.

3. RESULTS
While searching the Web of Science Core Collection, we found 725 entries wibrafan
organisation in title as of November Z01

3.1. Analysis of the search results

Most of these entries were articliesull 57% or 419 entries out of 725. Next, there were 210
proceedings papers in the search results. The rest includes book chapters, book reviews,
editorial material, meeting afpacts and more, but their count was negligible. Out of those, 201
records, or 27,72%, were from the field of management, 134 or 18,48% were in the field of
business and 119 or 16,41% from the file of economics according to the Web of Science
Categories. Tese were the 3 most counted categories, followed by the fields of public
administration with 65 records, business finance with 51 and social sciences interdisciplinary
with 45 records. These categories contained approximately 85% of the records in #e dom
When we look at the publication years for articles, we see a surge in the number of articles per
year after 2004 as can be seen in figure 1. In 2004, there were 7 articles published and in 2017,
there were 69 articles published, which representsnansallGfold increase. We are currently

not assessing the years 2018 and 2019 because articles from journals and conferences from
these years might not have been fully processed for indexation by the Web of Science database.
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Figure 1: Articles published per year (Web of Science Results analysis by the author)

If we look at the research on rpnofit organisations in the Web of Science database from the

point of view of countries of origin of the articles, wan conclude that the top spot belongs to

the USA with 119 records, foll owed by Peopl
England with 48 records. We can see the detailed statistic in the treemap Figure 2.
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Figure 2: Articlesby countries (Web of Science Results analysis by the author)

We can also see the prevalence of some small countries, notably Czech Republic and Slovakia,
with higher number of articles than countries much bigger than them, like Germany, France or
India.
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Figure 3: Source of the records (Web of Science Results analysis by the author)

If we want to look at the sources of the records found, we see a fragmented field in the Figure
3. The source with the highest numberexfords is Voluntas, International Journal of Voluntary

and Nonprofit Organizations, the official journal of the International Society for -Beador
Research (Voluntas, 2019). It has 16 records in the search results. It is one the leading journals
in the area of noprofit organization researclit is followed by Routledge studies in the
management of voluntary and nprofit organizations with 12 records, Managerial economics

of nonprofit organizations with 11 records, Business and-prafit organizabns facing
increased competition and growing customer demands with 9 records and Civil Szemle with 9
records. These were the most common sources of re€agdse 4 shows us the authors with
most articles, that we found on this topic. The most proliftbers is Marc Jegers, who has 18
articles in the results and is followed by Vladimir Hyanek with 6 articles. His articles focus on
the relationship between public funding and 4poafit organisation.
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Figure 4: Top 10authors of articles (Web of Science Results analysis by the author)

However, these names don6ét show up i f we | o«
most cited article in our search results is Nunamaker (1985) with 128 times cited. Thes articl

deals with the evaluation of the use of data envelopment analysis to measure efficieney of non
profit organisations. Second most cited article is Kong (2008) with 104 citations who examined

the applicability of strategic management concepts including BVBalance scorecard and

many others in the strategic management ofprarfit organisations. We can distinguish some

of the research trends in the top 30 of most cited articles. We can find a large body of articles
dealing with organisational performanmenon-profit organisations, measuring their efficiency

or their impact. Such works would be Felicio et al. (2013) who studied impact of social
entrepreneurship and transformational leadership on organisational performanceudfiton

social organisatias) finding they have positive impact on organisational performance with their
influence being impacted by socioeconomic context. Cheng at al. (2012) explores a case study

in implementation of the Lean Six Sigma framework in-poofit organisation. Pinhotel.

(2014) studied the role of corporate culture, market orientation and organisational commitment

on organisational performance. Greiling (2010) examined Balanced scorecard implementation

in German no#profit organisations. Also, Nunamaker (1985), thestrcited article, deals with

the measuring efficiency of negurofit organisation. Another field of study we can see among

the most cited articles is marketing in Aorfit organisations. For example, Macedo et al.

(2006) who investigated in their artidlee relationship between the type of revenue strategy

and organisation6s mar ket orientation -toward
profit organisations. Knox et al. (2007) studied the application of stakeholder theory to
relationship markétg strategy development in ngmofit organisations. Dolnicar et al. (2009)

studied marketing activities in ngurofit activities across USA, UK and Australia. They found

that most nospr of i t organi sat i o-@en thearveed 0a nmafrakreg a migs
opposed t o -ctehret efirceudsot oarpeprr oach heral ded i n ma
that only one fifth of marketing staff of surveyed rfmofit organisations is trained in
marketing. Some of the research also focuses on volunteers -pfafirorganisations. For

example, Stirling et al. (2011) studied the link betweenprofit organisation management

practices and volunteer sustainability using the concept of psychological contract suggesting
that the relational expectations of volunteers ameimportant aspect of the psychological

contract between them and the fmofit organisation they are helping. Another research on
volunteers was done by Bang et al. (2013).
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Altogether, records found have been cited 2948 times, averaging 4,06 cifsromsm. H

index for our search results is 26. Other research, more recent one, is for example Michalski
(2018) who proposed a model for finding an optimal debt to equity level irprodih
organisations, done on Polish rprofit organisations. Valaska et al. (2018) focused on
financial risk facing Slovak entities with the aim to find the best predictors using multiple
regression analysis. Kral et al. (2015) for their part studied the project risk management and the
issue of diversification and the glees of diversification of project portfolio using Herfindal
index. Reicher (2019) studied the corporate social responsibility and its potential impact and
importance on the attracting and retaining generation Y employees through appeal on voluntary
contibution. Lazaroiu (2018) studied the role of social media platforms for social protest
campaigns and volunteering. Others doing research are for example Borowiecki et al. (2019)
and Bin et al. (2018).

3.2. Analysis of obtained bibliographic information tirough VOSviewer

To further analyse the bibliographic information obtained through our search of the Web of
Science database, we use VOSviewer to analyse it and visualize it. First, we analysed the date
for co-occurrence of keywords, with the result seen in figure 5.
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Figure 5: Analysis of ceoccurrence of keywords (done by the author through VOSviewer)

The analysis yielded the following results. VOSviewer divided analysed keywords into 4
clusters, each with its one colour. We can see tharéen cluster contains keywords such as
governance, strategy, accountability, stakeholders. Therefore, we can conclude that an
important part of research deals with governance ofgnofit organisations, the accountability

of their managers to their stdl@ders. The yellow cluster contains words such as performance,
impact, innovation, thus we can conclude that performance of th@rofib organisation is
another big topic of research. The i mportant
what ismeasured for neprofit organisations as a goal, instead of profit as irpfofit entities.
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The red cluster contains words such as management, framework, leadership, culture,
volunteers, model. We can therefore conclude, that another part of resedsciittedhe
managerial aspect of ngmofit organisations. The blue cluster contains words such as
networks, social media, community, facebook, information, disclosure, thus suggesting a
branch of research in the communication of-poofit organisationsAs for the analysis of co
authorship, this analysis showed us littleazghorship of authors within the domain. The same
goes for other types of analysis, which we deemed not beneficial for our research.

4. CONCLUSION

In this article, we aimed to providen overview of research in the area of Jpoofit
organisations. We successfully identified the most prolific authors, the most important
publications and countries doing research in this field. Moreover, we identified also topics of
the research done oon-profit organisation$ assessment of performance/effectiveness of the
organisation, the governance of Aomfit organisations and the managerial aspect of non
profit organisations. These topics provide avenues for possible future research, for é&yample
focusing on the assessment of effectiveness ofpmofit organisation which we might do in

the future. However, our research has its limitations. Due to the limits for the extent of the
article, we had to limit ourselves to a stricter search, be@auegtended analysis of ngnofit
research would need much more space. We therefore acknowledge this assessment not to be
exhaustive.

ACKNOWLEDGEMENT: This paper is an outcome of project VEGA: 1/0544/19 Formation
of the methodological platform to measuared assess the effectiveness and financial status of
nonprofit organizations in the Slovak Republic.

LITERATURE:

1. Nunamaker, T.R. (1985). Using data envelopment analysis to measure the efficiency of
nonprofit organizations a criticatevaluationManagerial and decision economjel. 6
(1), pp. 5658.

2. Kong, E. (2008). The development of strategic management in th@rafihcontext:
Intellectual capital in social service npnofit organizations.International Journal of
Management Reviewsol. 10 (3), pp. 284299.

3. VOLUNTAS: International Journal of Voluntary and Nonprofit Organizatiqi2919).
Retrieved 05.11.2019 from https://www.springer.com/journal/11266

4. Pinho, J.C., Rodrigues, A.P., Dibb, S. (2014). The role of corporate culture, market
orientation and organisational commitment in organisational performance The case of non
profit organisationsJournal of Management Developmerdl. 33 (4), pp. 374898.

5. Cheng, C.Y., Chang, P.Y. (2012). Implementation of the Lean Six Sigma framework in
nonprofit organisations: A case studyotal Quality Management & Business Excellence
vol. 23 (34), pp. 431447.

6. Felicio, J.A., Goncalves, H.M., Goncalves, V.D. (2013)ci8l value and organizational
performance in noprofit social organizations: Social entrepreneurship, leadership, and
socioeconomic context effect’ournal of business researcbol. 66 (10), pp. 2132146.

7. Greiling, D. (2010). Balanced scorecard impégration in German neprofit
organisationdnternational Journal of Productivity and Performance Managemesit 59
(6), pp. 534554.

8. Doalnicar, S., Lazarevski, K. (2009.) Marketing in Aamofit organizations: an international
perspectivelnternationalMarketing Reviewvol. 26 (3), pp. 27291.

116



48th International Scientific Conference on Economic and Social Development
"Managerial Issues in Modern BusinéssWarsaw 25-26 Novembe2019

9. Knox, S., Gruar, C. (2007). The application of stakeholder theory to relationship marketing
strategy development in a npnofit organizationJournal of Business Ethicsol. 75 (2),
pp. 115135.

10.Macedo, I.M.,Pinho, J.C. (2006). The relationship between resource dependence and
market orientation The specific case of ngprofit organisationsEuropean Journal of
Marketing vol. 40 (56), pp. 533553.

11. Stirling, C. Kilpatrick, S., Orpin, P. (2011). A psycholagficontract perspective to the link
between noiprofit organizations' management practices and volunteer sustainability.
Human resource development international,. 14 (3), pp. 32B36.

12.Bang, H., Ross, S., Reio, T.G. (2013). From motivation to orgammzdtcommitment of
volunteers in noiprofit sport organizations the role of job satisfactidournal of
Management Developmentl. 32 (1), pp. 96112.

13.Michalski, G., Blendinger, G., Rozsa, Z. et al. (2018). Can We Determine Debt To Equity
Levels In NonProfit Organisations? Answer Based On Polish Aazéerine Ekonomika
Engineering Economig¢sol. 29 (5), pp. 526635.

14.Valaskova, K., Kliestik, T., Kovacova, M. (2018). Management of financial risks in Slovak
enterprises using regression analy@scormmia Copernicanavol. 9 (1), pp. 106121.

15.Kral, P.,Janoskova, K. (2015). Condition Of Acceptability Of Project Risk In Management
Of The Project Portfoliol5th International Scientific Conference on Globalization and its
SocieEconomic Consequenceg®p.345352.

16.Reicher, Z.R. (2019). Opportunities for small and medium sized enterprises in the field of
corporate social responsibilittkonomickemanazerske Spektryunmol. 13 (1), pp. 2@7.

17LtzEtroi u, George (2018). P a r entities,i apda@niine n  En v
Political Behavior: The Role of Media Technologies for Social Protest Campaigns.
Geopolitics, History, and International Relations|. 10 (2), pp. 5863.

18.Bin, L., Chen, D.H., Hasanatunnisa, S. (2018). The EarniRefsirn Associatioof Family
and NonFamily Indonesian Firms: An Empirical Studgconomics, Management, and
Financial Marketsvol. 13 (2), pp. 5669.

19.Borowiecki, R., Makiela, Z.J. (2019). Determinants of development of entrepreneurship
and innovation in local areas of econic activity: a case study analysirum Scientiae
Oeconomiavol. 7 (2), pp. 724.

117



48th International Scientific Conference on Economic and Social Development
"Managerial Issues in Modern BusinéssWarsaw 25-26 Novembe2019

ACQUISITIONS OF BUSINESSESIN THE DRUGSTORE MARKET
FOR EXAMPLE OF MULLER TRGOVINA ZAGREB D.O.O.

Martina Sopta
Faculty ofEconomics and Business, University of Zagreb, Croatia
msopta@efzg.hr

Filip Knezevic
Faculty of Economics and Business, University of Zagreb, Croatia
filipknezevic9l@gmail.com

ABSTRACT

Companyacquisitionsare oneof the morecommorformsof corporatestrategiesn the global
industry,andits popularityin businesgracticehasbeenin anupwardtrendoverthelastthirty
years.Anacquisitionis a kind of investmentT hetheoreticalbasisof acquisitionin the narrow
senseacquisition,and acquisitionin the broad sense mergers,is to considermotivesand
reasondor recognisingseveralevelsof synergiesachievedy suchbusinesg€ombinationsand
to look at the elementghat leadto the acquisitiondecision,aswell as evaluatethe succes of
the acquisition. Thenumberof acquisitionsin Croatia hasincreasedn recentyears.Kozmo
drugstoresshowedsigns of declining financial capacity, but on the other hand it had a
developednarket,which Muller sawas a goodmoveto takeit over. This situationis a good
indicator for thosecompaniesthat intend to expandinto new marketsor strengthentheir
positionin the existingmarketand approachthe leaderby thinking of taking over companies
that are financially weakin the marketbut still hawe a goodreputationin it. Businessethat
planto growin marketsandstrengthertheir positionin newmarketsoy takingovercompanies
that havea goodmarketprofile are securingthe strategicgoalstheyhavesetfor themselves.
Keywords:acquisition,motivesandreasondor acquisition financial valuationof acquisition,
marketexpansion

1. COMPANY ACQUISITIONS IN THE CASE OF CROATIA'S DRUGSTORE
MARKET

Nowadays globalisationandturbulenteconomymakeit increasinglydifficult for companies
to achievehigh marketgrowth, which is why they areincreasinglyturning to businessn the
global market, that is, the global economy. The bearersof today's world economy are
multinationalcompanieswhich arebearersf world economiayrowth,drivenby mativessuch
as:saturatiorof thedomestianarket,penetratioranddominationin foreignmarketsthebattle
for reputationand positionin the world market,finding andusing cheaplabor. cheapenergy
sourcesandraw materials andthedominancen cuttingedgetechnology: Factorsinfluencing
the increasein competitivenessn the global marketinclude: competitiveadvantageglobal
experienceproductdifferentiation,economie®f scalen logistics,marketing procuremenand
production,and productionmobility. The drugstoremarket,aswell asall othercompaniesn
the market,in orderto be successfulshould constantlyand constantlyseeknew ways to
improve, innovate,offer somethingnew to existing consumersbut also new onesthat they
wantto attract.Drugstoreglictatelifestylesandsetagoalthroughouthe marketthatis reflected
in gainingandmaintainingthetrustof their customersSince2012,thedrugmarketin Croatia
has been growing steadily, as a result of the expansionof the salesnetwork of leading
drugstoresDM drugstoresMiiller, Bipa andinvestmentsn increasingcustomeisatisfaction.

lKovalevil, B. (2001.) Osnove poslovne ekonomiij e, Mi kror ad,
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Muller operatesin Croatia as a part of Other retail trade (Croatian businessactivity
classification)n nonspecializedgtores As acquisitins,acquisitiondakeplaceon adaily basis
in theworld'sadvancedconomiesit is notuncommorfor the Croatianeconomyto haveone
businespurchasenotherbusines®r to mergetwo or morecompaniesnto one.

1.1.Characteristics and trends of acquisitions of Croatian drugstore companies

The importanceof mergersand acquisitionsis best illustrated by the fact that in 2015,
approximately46.5 thousandacquisitionswere madein the world, with a total value of
approximatelyUS $ 4.7 billion, the highestvaluesince20072 Acquisitionsandmergersn the
Croatianmarketare not frequent,but therehavebeenseveralin the last 10 yearsthatwill be
discussedn the following section.In 2015, a total of 41 mergerand acquisitiontransactions
totaledu 1.07billion in Croatia. Althoughthisis thesmallesnumberof transactionsince2012,
their value is significantly higher than in previous years® Most takeover and merger
transactionsare for the manufacturingsector, followed by the food and beverge sector.
However, prior to the exampleof acquisitionsin the drugstoremarket, it is necessaryto
emphasisehe takeoverof retail, and the prime exampleis the acquisitionof the Slovenian
Mercator by Agrokor. This is the largesttakeoverby Croatiancompanythat was realised
outsideof Croatia.In 2013,therewasa purchaseagreemenbetweenMercatorand Agrokor,
with Agrokor acquiringa 53 percentownershipstake? The salewasfollowed by arefinancing
of Mercator'sdebt,a recapitalisatiorof Agrokor anda public offer to take overthe licenseof
the antitrustagenciesFurthermorepy takingover, Agrokor pledgednot to lay off workersor
financiallyburdenMercaor. Theaimof therestructuringvasto recoverdebtsandto restructure
themfrom shortterm financing to long-term financing. Finally, with this takeover,Agrokor
andMercatortogethetbecamehelargestretail chainnotonly in theregionbutalsoin Central
Europe.Anothergood exampleof a retail acquisitionis the takeoverof Droga Kolinska by
Atlantic Grupain 2010,whichis amultinationalcompanywhosegrowthanddevelopmenhas
beenmarkedby a seriesof acquisitions.The acquisitionof Droga Kolinska is interesting
becauset is anexampleof anacquisitionof alargercompanyby a smallerone.At the endof
2009, DrogaKolinska showeda declinein its financial capacityon the market,while on the
otherhand,it hada developednarketand produds thatwerefollowers. Since1990, Atlantic
Grupahasgrowninto a leadingdistributorof food andpharmaceuticgbroductsin the region
andhasrecogniseddrogaKolinskaasagoodinvestmentin 2010 ,afterfive yearsof operations,
Kozmoseparatedrom Konzumandthe businessvithin the Agrokor Groupandbegano exist
asanindependentompanyownedby the NexusAlpha Fund.In 2005yearsawthe vigorous
developmenbf thedrugstoranarketin Croatia,in whichthe Agrokor Grouprealizedthatthere
wasanopportunityfor it, which led to the launchof the Kozmodrugstore Throughtheyears,
Kozmo hasbeendevelopingandexpandingbut at onepoint the ideacameup thatmaybethe
brandwould developa lot betterand more successfullyif it had more indepenéncein the
decisionmakingprocessFor thisreasonKozmowassoldto the NexusAlpha. In otherwords,
the contracton the transferandacquisitionof a businessharesn the companyKozmod.o.o.
for Tradeand Services by which Konzumd.d. hassold its 100% businessstakein Kozmo
d.o.o.,wasmadewith Nexusalpha,an openendventurecapitalfund with a private offering.
With the actof selling Kozmo, Agrokor decidedto focusits businesdy exiting activitiesthat
areleastintegratednto their corebusinessor arenot partof the productionanddistributionof
mainly food products’

2 According to the data IMAZei Institute for Mergers, Acquisitions and Alliances, available at: https:/fimaa
institute.org/statisticenergersacquisitions/

3 Available at http://www.tportal.hr/biznis/trendovi/417466/Spajdrgaeuzimanjau Hrvatskojpremasitailijardu-
eura.html[07.05.2018.]

4 Available at: www.banka.hr, [10.05.2018.]

5 Available at:http://www.poslovni.hr/hrvatska/kupamzmaotvara20-novih-trgovina13620916.05.2018.]

119



48th International Scientific Conference on Economic and Social Development
"Managerial Issues in Modern BusinéssWarsaw 25-26 Novembe2019

With acquisitionby the Fund, Kozmo gainedmore flexibility and autonomyin its decision
making,andin parallelwith independencehe businessstrategywas reimbursed.The Fund
enteredhe projectwith ambitiousplans,their focusremainson the consumeandtheybelieve
in the companythatthey know bestwhatthe needsof the Croatiancustomerareandthusbest
respondo their needs.They continuedto do businesswith the Agrokor Groupby purchasing
certaingoods primarily productsof privatebrandsln 2015,Konzumre-purchasedozmoand
thusreturnedo theretail marketof cosmeticsandtoiletriesin specializedstores With this act,
KonzumhasreturnedKozmoto its portfolio, andthereasongor this arethe needfor financial
consolidatiorof Kozmo'sbusinesshroughincreaseadompetitivenessspeciallyin thecontext
of themaincompetitorgn therelevantmarket.Theyalsothoughtthatthe concentratiorwould
enabldong-termsustainabilityandfurtherdevelopmenbf Kozmo'sbusinessBy restructuring
Kozmo's business,Konzum has contributedto increasedcompetition betweenits market
competitorsTheyear2017begarwith theacquisitionof thedrugstoranarketby Muller taking
over Kozmo, closingin on thusfar untouchabledrugstorechain DM with its presenceon the
Croatianmarket.According to information availableat the company,Mdiller is aggressively
growing at doubledigit rates.Also, Bipa is showingsteady growth, while DM is holding its
breathandstrugglingto maintainits primacyin thedrugmarket.During theperiodwhenMtiller
took over Kozmo, therewasalsothe acquisitionof Billa (a memberof the REWE group) by
Spar,and Bipa drugstoresare part of that group. The REWE Group and SparHandelsAG
concludedheacquisitionatthe endof 2016to takeoverBilla in Croatia,therebywithdrawing
from food retail in Croatia.This takeoverfor Sparrepresentednimportantstrategicstepand
anewphaseof its developmenin the Croatianmarket takingover62 of Billa's storesand1900
of its employees.Since Bipa was part of this group, with this acquisition, she beganto
independentlhconfirm her positionon the Croatiandrugstoremarket.As Sparis exclusively
involvedin theretail of food, it wasnotinterestedn takingoverBIPA in the Croatianmarket
exceptfor Billa.

1.2.Reasonsand motivesfor acquisitionsin the drugstore market

The acquisitionshouldincreasehe productivity of the company'sassetstherewill be afaster
growth of currentbusinesghanwould be achievedby the company'snternalgrowth. One of

the reasonaMiiiller hastakenover Kozmo outletsis to expandinto markets,acces€o new
marketsto makeMiuller equalwith marketleaders,mostnotably DM drugstoresasa major
competitor FurthermoreasKozmo'soutletsaresmallerandmorelocatedawayfrom shopping
centers,Muller wantsto get closerto existing consumershut also to win new ones.With

acquisition of Kozmo outlets, Miiller enteredthe markets of countiesof L i |-demjska,
P o ¢ egipkonskaandVukovarskesrijemskaAccordingto Kozmomanagemeftoneof the
reasondor selling Kozmodrugstorego Muller wasalsothe focusof Konzumasits owneron

its corebusinessnd leavingthe drugstorgoartof the marketto Mller. Theybelievedthatthis

businessstrategywould strengtherKonzum'smarketpositionandreduceits operatingcosts.
Furthermoretheotherreasorandmotiveis thatthetakeoverof Kozmoby Miller hasreduced
the numberof playersin the drugstoremarket.And asMdller's marketsharewill increaseo

20-30 percentthiswill createadditionalcompetitivepressuren DM asaleadingplayerin the
drugstoremarketin Croatia,which hasa sharebetween60-70 percent.Also, whencreating
competitivepressuran the drugstoremarket,we shouldnot forget Bipa, which hasa market
sharebetweenl0-20 percent’ The takeoverof Kozmo by the Nexusalphafund wasall about
the financial reasonsThe reasonfor Kozmo's returnto Konzum'sportfolio was dueto the
financial consolidationof its businessandfurther developmenbf Kozmo throughincreasing
its competitiveness thedrugstoremarket.

6 Available at: https://www.tportal.hr/biznis/clanak/muHgreuzeetodoricevkozmo [25.05.2018.]
7 Available at:http://www.aztn.hr/aztrodobriokoncentracijumullerai-kozma/[25.05.2018.]
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Namely,with there-takeoverof Kozmo,Konzumreturnedo thedrugstoe marketof cosmetic
andtoilet productsretail in specialisedtoresin Croatia.At thatpoint, Kozmorankedthird out
of four marketplayersin termsof marketshareandoperatedn 17 Croatiancountieswith the
mostsignificant 10-20 percentsharedn theareaof D u b r o werdtvianskal. i |-dergska,
IstarskaandP o g edlpkonskacounties.The political aspeciof the takeoverof Mercatorby
Agrokor wasreflectedin the positive effect on the overalleconomy soit wasthought,of the
vitality of onepart of theeconomyandof its expansiorinto thelargeEuropeamarket.lt was
believedthatthis takeovemwould strengthemelationsbetweerSloveniaandCroatia.

2.ANALYSIS OF THE EFFECTS OF THE ACQUISITION OF COSMO OUTLETS BY

MULLER COMPANY

2.1.Elementsof market structure analysis

In orderfor managemertb makeoptimalmanagemerdecisionsandto planwell for thefurther
growthanddevelopmenbf the companyit is necessaryirst of all to definetheindustry,that
is, the marketin which the companyoperatesandthenadjustits decisionsto changesn the
behaviar of enterprisesn the industry. In the previouspart of the paper,after defining the
industry and the market, it is necessaryo analyse its marketstructure.When analysing the
marketstructure,t is necessaryo investigatethe interdependencef factorssuchas:number
of companiesn amarket relativesizeof acompanyje concentratiomf industry,technological
and cost conditions,demandconditions,degreeof ease(barier) of enteringand leavingan
industry® Someof theseanalysesarepresentedbelow.

2.1.1.Enterprisesizeandsizedistributionmeasures

The size of the companyis an important factor for managerialdecision making, but its
measurementlependsprimarily on the purposeof the analysis.Businesssize can thus be
measuredisingdifferent categoriesuchasnumberof employeesyalueof total assetsadded
value, profit or sales’ Not every industry offers equal opportunities for growth and
developmentDependingon the marketsin which somebusinessesperatetheyremainsmall
or mediumsizedthroughouttheir life cycle, while somebusinessedevelopandgrow. In the
globaleconomycertainactivitiesaremoreeffectivelycarriedout within largeenteprises such
astheretail marketandthe drugstoremarket,which is in somewaysa componenbf theretail
market.A factorthatsignificantlyinfluencesmanageriatlecisionmakingis thedistributionof
companysizewithin anindustry.In anindustryor market,manysmallbusinessesr justafew
large ones can operate. The optimal decisionsof managerswhose company faces little
competitionare different from thosemadeby manager®peratingin a saturatednarket.In a
concentratednarket, firms have significant market power and control most resourcesand
marketbehaviourespeciallypricing 1 Table 1 showsthe sharesof four selectedcompanies
operatingn the Croatiandrugstoremarketaccordingto the criterionfor the numberof outlets
in 2017. Given the diversification of activities accordingto the National Classificationof
EconomicActivities, which classifythesecompaniesthey are compelledto add up the total
revenue®f all enterprise®peratingin this category It follows thatin Activity 47.19- Other
retail salein non-specialisedtoresthetotal revenuein 2017wasHRK 14,859,911,200yhile
in Industry 47.75- Retalil saleof cosmeticandtoilet articlesin specialisedstores,the total
revenueof all enterprisess muchsmallerandtheyamountto HRK 2,028,688,800Thus,these
sumsamountto HRK 16,888,600,00@nd representhe total salesrevenuesof the mutual
sectoran whichtheyoperate.

8Rupl il , N. (2016. )i tedrjari prakdajUaiveisity of RilelanFacmliy &f &conomics and Business,
Rijeka
9 Ibid.
101bid.
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Table 1: Shares of companies operating in the drugstore market of the Republic of Croatia in

2017
Year 2017*
Other retail sale in nonspecialised 14.859.911.200
stores
Retailsaleof cosmeticandtoilet articles | 2.028.688.800
in specialisedstores

Total relevant market 16.888.600.000 Share
Muller 1.404.418.100 8,32%
BIPA 460.440.100 2,73%
DM-drogerie 1.755.001.000 10,39%
Douglasparfumerije 123.984.800 0,73%

Source:Data takenfrom www.poslovnahrvatska.hauthorprocessing

* Giventhedifferentstartdateof the businesyearat Miller beginningl.07.andrunsthrough
June30, DM andDouglasCompanieseginningl.10.andrunsuntil 30.09.currentyearand
BIPA from 1.01.to 31.12.the datais takenfrom Bisnode'seportsclassifiedby yearanddoes
notmatchindividualfinancialstatementthataredifferentin date.Furthermoretheabovetable
showsthe sharedn thetotal revenuesf the four largestdrug companiesit canbe seenthat
DM's sharewas 10.39%,while Muiller's sharewas 8.32%.Small sharedn relationto the two

largestcompanie®n the marketareBIPA with 2.73%andDouglasPerfumerywith 0.73%.In

total, thesefour companiesmake total revenuesof HRK 3,743,844,000which is 22.17%
comparedo thetotal marketin which they operateln makingmanageriatlecisionsit is also
importantto considethemeasuressedto determinghedegreenf concentratiomn anindustry.
Themostsignificantarethe concentratiomratio andthe HerfindahtHirshmanindex 1

2.1.1.1.Concentratiorratio or index

Concentratiomatio or indexmeasurefiow muchof thetotal outputgeneratedn anindustryis
producedby the largestcompanies.The most commonly used concentrationratio of four
companieqC4), which indicatesthe shareof total industry salesof someof the four largest
companiesn thatindustry'? Becausef inability to obtaindatafrom thetotal salesof thesector,
datafrom thetotal revenue®of the marketin which the drugcompanie®peratan Table2 are
includedin theformula.

Table2: Enterpriseswith the highesttotal revenuesn 2017in industriesOtherretail salein
nonspecialisedgstoresand Retail saleof cosmetidoilet articlesin specialisedstores

Company name Revenue2017 Industry accordingto NCEA 2017
SparHrvatskad.o.o. 3.761.928.900 Otherretail salein non-specialisedtores
DM Drogerie Markt | 1.755.001.000 Retail saleof cosmeticandtoilet articlesin specialisedtores
d.o.o.

Peved.d. 1.676.692.800 Otherretail salein non-specialisedtores
KTC d.d. 1.478.636.700 Otherretail salein non-specialisedtores
Miiller trgovina| 1.404.418.100 Otherretail salein non-specialisectores
Zagrebd.o.o0.

Fliba,d.o.0. 774.942.200 Otherretail salein non-specialisedtores
Bipad.o.o. 460.440.100 Otherretail salein non-specialisectores
Trgostild.d. 311.024.500 Otherretail salein nonspecialisedtores
TOTAL: 11.623.084.300

Source:Data takenfrom www.poslovnahrvatska.hauthorprocessing

1 bid.
12 |bid.
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Mathematically speaking, the concentration ratio of thedourpanies is expressed as follows;

v Y Y Y

5
Y

WhereST representshe total revenuesf all enterprise®f anindustry,while ,°Y, °Y, Y, Y
refersto therevenue®f thefour largestdrugstorecompaniesin the sectorOtherretail salein
nonspecialisedtoresandRetail saleof cosmeticandtoilet articlesin specialisedtores

oy s Y “y oy
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Whenanindustryconsistof alargenumberof enterpriseseachenterprisas relatively small,
sotheconcentratiomatio of thefour companiess closeto zero.Whenfour or fewercompanies
producetheentireoutputof anindustry,thisratiois equalto one.In otherwords,thecloserthe
value of the ratio is to zero, the less concentratedhe industry is. The higher value of the
indicatorsindicatesthe greaterconcentratiorof theindustryandthefact thata smallernumber
of largercompaniesnakethe majority of the salesof anindustry’® Basedon the above,it can
be arguedthatthe concentratiomatio of four companiesn industries Otherretail salein non
specializedstoresand Retail saleof cosmeticandtoilet articlesin specializedstores,with a
result of 0.5135is equally concentrateecausdts resultis betweenzero and one. Their
industryandconcentratiomatio. In orderto includeasmanydrugcompaniesspossiblen the
analysisjt is alsonecessaryo calculatethe concentrationatio of the eightlargestcompanies
thatgeneratahe highesttotal revenues.

oy s Y oy v v oy oy vy
~

p@caTYE M
p @ YAy @t

6 o WY

The concentrationratio of the eightlargestcompaniesn the industryis 0.6882,which would
meanthatthe eightlargestcompaniesnakeup 69% of theindustry,soit canbeconcludedhat
the industry is more concentratedvhen consideringeight companiescomparedto the four
largestenterprisesn theindustry.

13 bid.
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2.1.1.2 HerfindahtHirshmanindex

Anothermeasuref marketconcentratiorns theHerfindahtHirschmanndex(HHI). Thisindex
Is obtainedby summingthe sum of the squaredmarketsharesof anindustry of a company
multiplied by 10,000to eliminatethe needfor decimals.Quadraturingmarketsharesbefore
aggregatinghemwith thisindexbetterreflectsthe strengthof largecompaniesAssumingthat
themarketshareof thecompanyi isequald Y] "Y, theHerfindahtHirshmanindexreads:

"'0'0'0 p BT MBO

OX OPCIFPTT  pFLATHF T PP XPwH T  pd XHoFPn T
p@YHTEITIT p@UPTEGITT p@YBHTETTT P @ YEYTETTT T

"0'00 X Xloy

"000p B T

The US Departmenbf Justiceclassifiesthe marketinto threetypes:anunconcentratecharket
whereHHI is below 1500,a measurecdoncenratedmarketwhereHHI is between1500and
2500,andmarketghatarehighly concentrateavith anindexabove2500.Theresultsshowthat
HHI is ameasurdor industryin the busines®of the companiess 779.38andit is below 1500
and accordingto the typesof the US Departmentof Justicefalls into the categoryof non
concentratednarkets.The HHI index for the eightlargestcompaniesn theindustrywill also
be shown,following Table2;

0 YY'OOO p sBtmmnBO
‘000 p Brmtmo 0 0 0 0 0 0 0
"0'0°0 Y Yhrtp

TheHHI indexscorefor theeightlargestcompaniesn theindustryis 880.41and,like the HHI
index,for thefour largestcompaniess lessthan1500,it belonggo theUnconcentratetflarkets
categoryby type of US Departmenbf Justice.Ministry agenciesapply generalstandardgor
interventionin the mergerand acquisition process.Thus, mergerstaking place in highly
concentratednarketsinclude an increasen the index between100 and 200 units can cause
adverseompetitiveeffectsandaresubjectto analysis Mergersin highly concentratedharkets
thatcauseanindexincreaseof morethan200 units areconsideredikely to causeanincreag
in marketpowerand are prohibited.But the decisioncanbe challengedoy evidencethat the
mergerwill notleadto anincreasaén marketpower!* Whenanalyzingindustryconcentration
indicatorsof an economy,it canbe observedhatindustriesthat showa lower concentration
ratio basedon four companieslsohavealower HHI index.

2.1.2.Statisticaltime seriesof marketshare

Thestatisticaltime seriesof marketshareshownin this sectionof thepapeiis basednthetotal

reverues of drug companiesand the numberof employeesin the samecompanies.The
drugstoremarketshareswvere shownfor four selectedcompaniesand Kozmo was excluded
from the presentatiorlueto methodologicaprocessingecausehe companyoperatedvithin

Konzumandtheir separatéenformationwasnot available.

14 1bid.
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Graph1: Totalrevenue®f drugstorecompanie®n the marketof the Republicof Croatia
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Source:Data takenfrom www.poslovnahrvatska.hauthorprocessing

Graph1 showsthetotal revenuesndtheir mutualrelationsovera periodof sevenyears.The
Croatianeconomyhasbeenin recessiorsince2009,with GDPfalling 13%from 2009to 2012.
This dataalso affectsthe resultsof consumerspendingso graphi showsthat Miller and
Bipa'srevenueshave beengrowing for a period of sevenyears,while Douglasperfumery's
revenuedavebeenslightly declining.DM generateightotal revenuesluringthis periodand
we canseefrom the chartthattheir revenuesare constantand havesmallervariations.Since
2015,the Croatianeconomyhasbeenshowingsignsof recovery,andCroatiais comingout of
recessiorthe sameyearwhenit achievedthreeconsecutive5DP growths(in quarters) GDP
growthby Septembe017is appgoximately8% .16 Basedon this information,thedrug market
is expandingandthe managemendf their companiess optingto opennew drug storeswhich
is alsoleadingto higherrevenueln 2017,the highestrevenuewasgeneratedn Muller, DM
andBipain thelastsevenyears.Chart2. Theratio of total revenuesf drug companiesrom
2011t0 2017.

Graph following on the next page

15 Available athttp://ec.europa.eu/economy_finance/eu/forecasts/2013_spring/cc_croatia_en.pdf
16 Available at:https://www.hgk.hr/documents/kretadjelp-a-u-hrvatskojizvori-rastai-posljedice5addcdb7bc19c.pdf
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Graph?2: Sharesf drugstorecompanie®n the marketof the Republicof Croatia
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Source:Data takenfrom www.poslovnahrvatska.hauthorprocessing

Graph2 showsthatin 2011,theratio of drugcompaniegexcludingKozmo)wason the sideof
the oldestdrugstorecompanyon the market,DM, at 68% comparedo the threeremaining
companiesMuller, with 13 brancheatthetime, accountfor 20% of the marketaccordingto
total revenueindicators.BIPA and Douglasperfumestogetheraccountfor 12% of the total
market.In the courseof time, theratio in total revenuess changing,so we canseethatfrom
theinitial 68%DM theyhavefallento 50%o0f themarketwhile Muller andBipahavestabilised
in themarketandgeneratedhigherrevenueshanin previousyears.In 2016,Muller grewfrom
aninitial 20%to 34% of the market,while BIPA climbedfrom aninitial 4% of the marketto
12% of the market. Their mutualrelationsare also characterisedby the growth ratesof total
revenuesyherethe graph2 showsthatthe companieghat generateevenuegrowth arethus
alsothecompaniesvith anincreasingmarketshae if welook atthe categoryof totalrevenues.
In 2017 weseeanincreasen Muller totalrevenuesesultingfrom acquisitionoverDM, which
now accountdor 47% of the marketif we look at thetotal revenuecriterion. For the purposes
of this analysis,we havealsoproduceda chartof the numberof employeesn enterpriseso
show how individual companiesexpandedand createdjobs in the observedperiod, suchas
Muller andBipa, or stagnatedsDM.

Graphfollowing onthe nextpage

126



48th International Scientific Conference on Economic and Social Development

"Managerial Issues in Modern BusinéssWarsaw 25-26 Novembe2019

Graph3: Numberof employee# drug companiesn the Republicof Croatia
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Oneof theindicatorsof the relationshipbetweencompaniesanbe the numberof employees
in enterprisesln theaforementionegeriod,thetotal numberof employeesn mostcompanies
hasgrownyearby yearexceptfor Douglas,whereit decreasefrom aninitial 235employees
in 2011to 117in 2017.As canbe seenin Graph3, the impactof the expansion of the sales
network at Muller and BIPA is evident. The Muller Companyhad 480 employeeswith 13
branchesandtheir salesnetwork expandedyear after year, to reach905 employeesn 2016,
beforetaking over Kozmo. Following the takeoveraccordingto reportstakenfrom Poslovna
hrvatskajn 2017,theyemploy1180employeesLikewise,Bipa,with aninitial 164employees
in 2011,climbedto 360in 2016,andafteracquisitionsn competingcompaniesthe numberof
employeeglimbedto 397. A slight increasewasalsorecordedwith DM, especiallyin 2017.
with the openingof only onebranch the numberof employeesncreasedo 1,258,whichis 68
employeesnorethanin the previousyear.Similar to Graph2, wheretotal revenuesver the
period are presentedso arethe numberof employeesover the period, showingthe situation
and relations on the mutual market of thesefour enterprises As mentionedabove, the
acquisitionof additionalKozmo outletsby the GermanMauller Group hada majorimpacton
relationsin total revenueandstaffing. The assumptions thatthe growth of the salesnetwork
will havea positiveimpacton the growth of salesandtotal revenuesyhich shouldleadto a
neworderandstructureof marketshare.

2.2.Analysis of salesand develanent of retail areabefore and after acquistion
2.2.1.Concentratiorof drugcompanie®ntheCroatianmarketbeforeandaftertheacquisition
Chart4 showsthe relationshipsn the numberof openbrancheof the four largestdrugstore
companiest thattime, while Chart5 showsthe relationsafter the acquisitionof Muller by
Kozmo.At thebeginningof 2016,DM wasthe marketleaderwith 156 branchesndassuchit
washeldin 2017,0peningonly onenew branchduring this period. During thattime, Mller
took over Kozmo, not taking overall its branchesbut with its then29 branchedook overan
additional57 branchesthusbecominga seriouscompetitorto DM andBipa in the numberof
branches.
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Graph4: Numberof drugstoremarketoutletsbeforetakeover12/2016
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Graph5: Numberof drugstoremarketoutletsafter takeover12/2017
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It may be notedthat Bipa is alsorespondingo this takeoverby openingnew brancheslt is
evidentthat during the periodwhenMdller took over Kozmo drugstoresthe managemenof
the Bipe companyrespondedo this move by opening12 new branchesaandthus becamethe
secondin the Croatian market by the numberof brantes. Much like Mueller's Kozma
acquisitionsBipahasbeenopeningmostlysmaltscalebranchofficesso-calledneighbourhood
branchesin orderto approachits customersand continueretail trendsby openingsmaller
brancheslf welook atthe numberof open branche®f thelargestdrugstorecompaniepresent
on the Croatianmarket,we canseefrom Graph6 and Tables3 and4. how the highestopen
branchesf all companiesn the City of Zagrebare expectedwhich makes19% of the total
populationof Croatia,followed by Split-Dalmatiaa countywhoseshareis 11%. The nexttwo
countieswith the most openbranchesare the County of Primorje Gorski Kotar (7% of the
population)andthe Countyof Osijek-Baranja(7% of the population)

Graphfollowing onthe next page
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Graph6: Numberof outletsof thelargestdrugstoredy countiesn the Republicof Croatia
beforetakeover12/2016.
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Chart6 showsandrelatesto openbranchesn countiesbeforeacquisitionsn thedrug market.
DM is expectedo bethe marketleaderin all countieswith the mostopenbranchesn the City
of Zagreb(45 of them),followed by the Split-DalmatiaCountywith 17 branchesPrimorsko
goranskawith 15 branchesZagrebCountywith 17 branches Osjek-BaranjaCountywith 10
branchesegtc. The next companywhich in December2016 with its 88 brancheswas Bipa.
Similar to DM, Bipa hadthe mostopenbranchesn the four largestcountiesby population
sharg(Table3). ZagrebandSplit-Dalmatiacountieswhile in somecountiesKozmodrugstores
werenotopenedPriorto marketacquisitionsMuller wasrepresenteanostof all in the City of
Zagrebwith 6 branchespen,while in othercountiesonly oneto two branchesvereopened.
At thattime, thecompanywasrepresentednly within shoppingcenterswhich arenotlargein
everycounty,suchasin the City of Zagreb,andfor thatreasortheywerenotrepresentedore
extensivelyin individual counties.In December2016,their outletswere 29 distributedin all
countiesexceptVukovarSrijem, Lika-Senj,KrapinaZagorjeandPozegaSlavoniacounties.

Graphfollowing onthe nextpage
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Graph7: Numberof storesof the largestdrugstoredy countiesn the Republicof Croatia
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If you look at Graph7, it canbe noticedthat after taking over the market,M{ller, with 86
branchesapproached®M andBipain all countiesby thenumberof branche®penedAs Bipa
respondedo marketacquisitionsby openingnewoutlets,theyarestill secondn the marketin
termsof numberof outletsopen.In the courseof a year,DM openedonly onebranchoffice
andmaintainedts leadershipn thenumberof branche®penedvith 157 branchesBipa, asthe
secondargestcompanyby numberof branchesppenedl2 newbranclesin comparisorto the
previousyear,the City of Zagreb4 newbranchesn the Countyof Istria, 3 newbranchestwo
new branchesn the Countyof Zagreb,andonein the othercounties. After the acquisitions,
Mller approachednarketleadersby openbranchesmostly in the City of Zagreb,whereit
acquiresl4 outlets,in Primorskegoranskal 1 outlets,in Splitska-dalmatinskalO, etc. For the
purpose®f thisdiplomapapertables3 and4 werealsocreatedwhich showsthemarketshares
of the largestdrugstorecompaniedasedon their total revenuedy countiesin Croatia.There
is no actualdataon thetotal incomeof the entitiesoperatingn the marketof otherretail trade
in nonspecialsed storesandretail tradeof cosmeticsaandtoilet productsin specialsedin the
countiesof the Republicof Croatia.Theassessmentasperformedbasedon the methodology
describedelow. It startedwith theassumptiorof uniform consumptiorof the populationwith
regardto the productsthey buy in the relevantrelevantmarket.On this basis,the estimated
turnoverin sucha relevantrelevantmarketwas estimatedin proportionto the numberof
inhabitantsin narrow geographicallyrelevant markets that correspondto the statistical
administrativeboundarie®of the counties,ie their sharein thetotal populationof the Republic
of Croatia.
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Table3: Marketshareof thelargestdrugstorecompaniedy total revenueper countyin
Croatiain 2016

ber of outlets Market share
oRISs i

Population | Total sector revenue | § = s Kozmo Muller Bipa DM g S |8 s
County Population 2016 share 2016 S|s|l&|a MEREE
Bjelovarsko-bilogorska 111.867 3% 419.948.131 0 1 2 2 0 38.290.017 8.739.814 21.229.951 0%| 9% [2%| 5%
Brodsko-posavska 148.373 4% 556.991.464 0 1 3 4 0 38.290.017 13.109.720 42.459.903 0%| 7% |2%| 8%
Dubrovacko-neretvanska 121.970 3% 457.874.740 6 1 1 5 |22.728.527 38.290.017 4.369.907 53.074.878 5%| 8% [1%|12%
Grad Zagreb 802.338 19% 3.011.972.643 15 | 6 | 21 | 45 |56.821.317 229.740.103 91.768.043 477.673.904 2%| 8% [3%]16%
Istarska 208.105 5% 781.225.078 6 3 3 8 [22.728.527 114.870.052 13.109.720 84.919.805 3%115%|2%|11%
Karlovatka 120.321 3% 451.684.403 L 1 3 3 ]15.152.351 38.290.017 13.109.720 31.844.927 3%| 8% |3%| 7%
Koprivni¢ko-krizevacka 110.976 3% 416.603.322 1 it 1 3 | 3.788.088 38.290.017 4.369.907 31.844.927 1%| 9% |1%| 8%
Krapinsko-zagorska 127.748 3% 479.565.322 0 0 2 2 0 0 8.739.814 21.229.951 0%| 0% |2%| 4%
Licko-senjska 46.888 1% 176.017.306 2 0 1 2 | 7.576.176 0 4.369.907 21.229.951 4%| 0% [2%|12%
Medimurska 112.089 3% 420.781.518 0 2l 2 2 0 38.290.017 8.739.814 21.229.951 0%| 9% |2%| 5%
Osjecko-baranjska 290.412 7% 1.090.205.124 1 3 8 | 10 | 3.788.088 114.870.052 34.959.255 106.149.756 0%{11%|3%|10%
PoZesko-slavonska 71.920 2% 269.987.303 0 0 1 3 0 0 4.369.907 31.844.927 0%| 0% |2%|12%
Primorsko-goranska 289.479 7% 1.086.702.647 4 SRRSO 15.152.351 38.290.017 48.068.975 159.224.635 1%| 4% |4%|15%
Sisatko-moslavatka 157.204 4% 590.142.991 1 1 2 5 | 3.788.088 38.290.017 8.739.814 53.074.878 1%| 6% |1%| 9%
Splitsko-dalmatinska 452.035 11% 1.696.937.019 11| 2 | 10 | 17 |41.668.966 76.580.034 43.699.068 180.454.586 2% 5% [3%|11%
Sibensko-kninska 103.021 2% 386.740.294 S 1 3] 4 ]18.940.439 38.290.017 13.109.720 42.459.903 5%|10%[3%|11%
Varazdinska 170.563 4% 640.292.607 2 1 3 3 | 7.576.176 38.290.017 13.109.720 31.844.927 1%| 6% |2%| 5%
Viroviti¢ko-podravska 79.111 2% 296.982.279 0 1 0 2 0 38.290.017 0 21.229.951 0%13%|0%| 7%
Vukovarsko-srijemska 165.799 4% 622.408.576 1 0 2 4 | 3.788.088 0 8.739.814 42.459.903 1%| 0% |1%| 7%
Zadarska 169.581 4% 636.606.184 3 2 3 6 |11.364.263 76.580.034 13.109.720 63.689.854 2%112%|2%|10%
Zagrebacka 314.549 8% 1.180.815.296 3 2 6 | 11 [11.364.263 76.580.034 26.219.441 116.764.732 1%| 6% |2%{10%
In total 4.174.349 100% 15.670.484.247 65 | 29 | 88 | 156 | 246.225.706 | 1.110.410.500 | 384.551.800 | 1.655.936.200 |2%| 7% |2%[11%

Source:authorprocessing

Table 4 Market share of the largest drugstore companies by total county revenue in Croatia

in 2017
Number of
outlets Market share
3 3

Population |Total sector revenue| = S|s =ils s

County Population 2016 share 2016 2|&a|a Muller Bipa DM 2|@| a8
Bjelovarsko-bilogorska zupanija 111.867 3% 452.592.013 1 2 2| 16.330.443 9.208.802 22.356.701 4% | 2% | 5%
Brodsko-posavska Zupanija 148.373 4% 600.288.152 1 4| 4| 16.330.443 18.417.604 44.713.401 3% |3%| 7%
Dubrovatko-neretvanska Zupanija 121.970 3% 493.466.776 6] 2| 5| 97.982.658 9.208.802 55.891.752 [20%|2%|11%
Grad Zagreb 802.338 19% 3.246.102.697 20| 25| 46| 326.608.860 115.110.025 514.204.115 10%|4% | 16%
Istarska Zupanija 208.105 5% 841.952.147 8 6 8| 130.643.544 27.626.406 89.426.803 16%|3%|11%
Karlovatka Zupanija 120.321 3% 486.795.244 3 3 3| 48.991.329 13.813.203 33.535.051 10%|3%| 7%
Koprivnicko-krizevacka Zupanija 110.976 3% 448.987.201 2 1 3| 32.660.886 4.604.401 33.535.051 7% |1%| 7%
Krapinsko-zagorska zupanija 127.748 3% 516.843.434 0] 2] 2 0 9.208.802 22.356.701 0% |2%| 4%
Li¢ko-senjska Zupanija 46.888 1% 189.699.682 2 1 2| 32.660.886 4.604.401 22.356.701 17%|2%|12%
Medimurska Zupanija 112.089 3% 453.490.181 1 g 2| 16.330.443 13.813.203 22.356.701 4% |3%| 5%
Osjetko-baranjska Zupanija 290.412 7% 1.174.950.179 4| 8| 10| 65.321.772 36.835.208 111.783.503 6% |3%|10%
Pozesko-slavonska Zupanija 71.920 2% 290.974.260 0| S0 |53 0 0 33.535.051 0% |0%|12%
Primorsko-goranska zupanija 289.479 7% 1.171.175.443 5| 12| 15| 81.652.215 55.252.812 167.675.255 7% | 5% | 14%
Sisatko-moslavacka zupanija 157.204 4% 636.016.652 2| 2| 5| 32.660.886 9.208.802 55.891.752 5% |1%| 9%
Splitsko-dalmatinska Zupanija 452.035 11% 1.828.845.241 12| 10| 17| 195.965.316 46.044.010 190.031.955 11%|3%|10%
Sibensko-kninska zupanija 103.021 2% 416.802.826 3 3| 4| 48.991.329 13.813.203 44.713.401 12%|3%(11%
Varazdinska Zupanija 170.563 4% 690.064.554 4 2 8] 65.321.772 9.208.802 33.535.051 9% |1%| 5%
Viroviti¢ko-podravska Zupanija 79.111 2% 320.067.640 1 ai 2| 16.330.443 4.604.401 22.356.701 5% (1% | 7%
Vukovarsko-srijemska Zupanija 165.799 4% 670.790.342 1 2 4| 16.330.443 9.208.802 44.713.401 2% |11% | 7%
Zadarska zupanija 169.581 4% 686.091.574 5 3 6| 81.652.215 13.813.203 67.070.102 12%|2%|10%
Zagrebacka zupanija 314.549 8% 1.272.603.762 5i 8] 11| 81.652.215 36.835.208 122.961.854 6% |3%|10%
In total 4.174.349 100% 16.888.600.000 86|100(157| 1.404.418.100 | 460.440.100 | 1.755.001.000 | 8% [3%|10%

Source:authorprocessing

An analysisof the marketshareof the mostsignificantcompetitorsbothat nationalandcounty
level, showsthat competitionis stronganddynamic.At the nationallevel, the entity with the
highestmarketshareaccordingto the criterion of total revenueis DM drugstoreswith 11%
beforeacquisitionsand10%afteracquisitionsin 2016,Muller rankedsecondvith a7% market
sharebefore the takeoverof Kozmo drugstorelt will continueto hold that ranking after the
2017takeoverputwill alsoincreasats marketshareby onepercentag@ointby increasingts
total revenuesSimilarto Mdller, Bipaincreasests marketshareby one percentag@ointonly
at a muchlower marketvaluethanMdller. The situationis similar acrosscounties,with DM

havingtheleadingpositionin half of the countiesafterthe acquisitionsandMdller takingthe
leadin therestof the countiesIf we amalyzethe countywith thelargestpopulationsharen the
Republicof Croatia,it is evidentthatin the City of Zagreb,beforethe acquisition,Mdiller had
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an8% marketshare andafterits acquisitionit increasedo 10%of themarketshare Also, Bipa
has increasedts marketshareby one percentaggoint, openingfour new outletsduring this
period. DM, during this period,openedonly one branchand maintainedits shareof 16%in
relationto the competition Muller madesignificantdeviationsor jumpin marketsharesdefore
andafterthe acquisitionin DubrovnikNeretvaCounty,Lika-SenjCountyand Split-Dalmatia
County,primarily because¢heyhadvery few branchesn theseareasAs thetakeoveraffected
the growth of total corporaterevenueswe can corclude that thereis an interconnectiorof
revenuegrowthwith the openingof newbranchesn areasvheretheywerenotrepresented.

2.2.2. Size of area taken over in relation to sales

Theacquisitionof Kozmocomesat atime of continuedretail growthasaresultof severakey
factors,suchasincreasedonsumenptimism,real netwagegrowth resultingfrom changego

thePayrollAct (payrolltaxationlaw), andmarketstabilisatioracrossall levelsof theeconomy.
It is worth notingtherecordtouristseasonthatis, tourisminflows.}” With thisin mind, Miiller

managemens beginningto acquireandexpandits salesnetworkin smallertownsandcities
in Croatia.Oneof thereasondor the acquisitionis theincreasdn sales,n orderto achievea

wider networkof storesn thisway, theybecomemoreaccessibl¢o their customerswhichis

expectedo resultin increasedales.

Table5: Sizeof Mller outletsin the City of Zagrebprior to acquisitions

Zagreb Trg 3.255 m? Zagreb Buzin 1.295 m2
Zagreb CC One East  1.185 m? Zagreb GardenMall 1.530 m2
Zagreb CC One West 1.578 m? Zagreb Av. Mall 1.572 m2

Source:authorprocessing

From the exampleof the City of Zagreb,we can seethat beforethe takeoverof the Miller
branch,six of themwere spreadthroughoutthe City aspart of shoppingcentersasshownin
Image 10, while after the takeoverof 14 storeswith smaller squarefootage openedin
neighbourhoodghus approachingheir customers.

Imagel: Muller's branchofficesin Zagrebbeforetakeover
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Source:authorprocessing

17 Available at:https://www.hgk.hr/kretanje-prometu-u-trgovini-namalo-u-prosincu2016
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Table6: Sizeof Kozmooutletsin Zagrebbeforeacquisition

Zagreb Ljubljanica 176 m? Zagreb Tr egnj 150 m?
Zagreb Savska 165 m? Zagreb Trg Burze 258 m2
Zagreb Donje Svetice 207 m? Zagreb Vrapl €186 m?
Zagreb Gajnice 362 mz Zagreb Zavrtnica 259 mz
Zagreb Importanne 200 m2 Velika Gorica 212 m2
Zagreb Jarun 172 m? Zagreb City Plaza 142 m2
Zagreb Kolodvor 136 m? Zagreb Kvaternikov 199 m2

Source:authorprocessing

Image2: Muller's branchofficesin Zagrebafter acquisition
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Source:authorprocessing

Acquiredoutletshaveasmallersquardootageof salesareathanMuiller outletswithin shopping
centersasshownin Table5. whereit is evidentthat the averagespaceof acquiredKozmo
outletsis around200m? andoutletsoperatingwithin shoppingcentersaaverager,100m2. except
for the branchoffice in Zagreb'smain squarewhich is alsothe largestMdller branchwith a
surfaceareaof 3255m?2.

2.2.3. Development of retail space during acquisition

The developmenbf retail spaceduring the acquisitionof Kozmo by Miiller beginsin April
2017 ,with adynamicsof threeoutletsperweek.Thefirst takeoverdegann theCity of Zagreb,
which beganin the southernpartsof Croatia mid-April; in Dubrovnik, P | eahdMakarska,
afterwhich it wastakenoverto the cities of Split, SibenikandZadarandtheir surroundings.
After thetakeovern Dalmatia,at the beginningof June,it beginswith the samedynamicsof
takeoverin the coastalregionsof Istria and Kvarnerandits heartlandsAt the beginningof
May, thetakeoveiof theremainingkozmo outletsin thevicinity of ZagrebandSlavoniabegan
As of August7, 2017 thelastthreebranchesn Novska,OsijekandVukovarhavebeentaken
over. It canbe concludedthat the dynamicsof taking over the outletsstartedin the City of
Zagrebdueto the numberof inhabitantsor consumptiorper capita,which is the largestin the
Republicof Croatia(Table4). Giventhe part of the yearcharacterisedyy a greaterinflux of
foreign nationalsto coastalareasthe takeoverscontinuedin the countiesvisited by a larger
numberof foreign nationalsduring this period, therebyaffecting the growth of retail trade
traffic.
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Themanagemenf Miller estimatedhe takeoverdynamicswell, takinginto accounthefact
that the purchasingpower, that is, the consumption of the foreign tourist in relationto the
domestidouyer(domicileanddomestidourist),in thefood andbeveragesegmentis about2.4
timeshigher!® Priorto theacquisition Milller had29 branchesn almostall countiesn Croatia
exceptKrapinaZagorje County, Lika-Senj County, PagegaSlavoniaCounty and Vukovar
Srijem County. The largestnumberof outletsprior to the takeoverwasin the City of Zagreb,
which hadsix outletsas part of the ShoppingCentersandthe centraloutleton Zagreb'smain
squarethe largestarea.After the City of Zagreb,branchesvere placedmainly by criteria of
number of inhabitantsin larger countiessuch as Split-Dalmatia, OsijekBaranja, Zagreb
County. Kozmo startedworking in the retail trade of cosmeticsandtoiletries in specialized
storesin 2005 with the first storesopenedin Zagreb. Before taking over, the company
compriseda salesnetwork of 65 outlets. Much like Mller, Kozmo drugstoreswere most
presentn the City of Zagreb(asmanyas15), followed by the Split-Dalmatiawith 11 outlets
andotherAdriatic countieswith morethan4 outletseach.

Graph8: Ratioof retail spacebeforetakeover
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Source:authorprocessing

The pre-takeoverratio waslargely on Milller's sidewith regardto Kozmo drugstoresMilller,

with its 29 brancheshada total of 39,887m? of retail spaceat the endof 2016,while Kozmo
hadonly 10,286m? of retail spacen all of theacquiredoranchesWhencomparedo thesewo

figures,it canbeseerfrom Graph8 thatKozmo drugstoresnakeup only 20%of thetotal sales
areaof Miller afterthe takeover.Linking a little to Graph1, which showshow muchtotal

revenuehasgrownsincethe acquisition,it canbe concludedhatdespitethe small salesarea,
with manymoreoutlegs,management'strategyto reachits customer$®y openingsmallerstores
hasbeensuccessfulAll this indicatesa changein the strategyof retailerswith the aim of

increasingrevenue primarily in small format outlets,thatis, in selfserviceshopsand small
stores It shouldbe appreciatedhatin 2016,netsalesarearecordedan upwardtrendin small
shopsand supermarketsyhile the decline was recordedin self-serviceshopsand slightly

smallerin Hypermarketg?®

2.3.Researchresults

The Croatianeconomyhasbeenin recessiorsince2009,with GDPfalling 13% betweer2009
and2012,whichhasalsoaffectedconsumespendingSuchanoutcomeof thesituationhasled
to arise in drugstorerevenuesat Miller and Bipa over a sevenyear period, with Douglas

18 Available at:https://www.hgk.hr/kretanj@-prometuu-trgovini-namalo-u-prosincu2016
19 Available at:https:/lider.media/aktualno/tvrtkietrzista/poslovnacena/aztiu-2016promjenetrzisninudjelatop-10-
najvech-trgovaca/
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perfumeryrevenuesslightly declining.Since2015,therehavebeensignsof recovery,andin
the sameyearCroatiacameout of recessiorwhenit achievedhreeconsecutiveasDP growths.
GDP growth hasled the drugstoremarketto expand.andthe managementf thesecompanies
areoptingto opennewdrugstoresleadingto higherrevenueln 2011,Miller had13 branches
andoccupied20% of the drugstoremarket,andby 2016it had grownto 34% of the market.
2017sawanincreasean total MUller reveruesasa resultof the acquisition,with DM leading
theway in 47% of thetotal revenuemarket.The conclusionis thatthe acquisitionor takeover
of Kozmo drugstorehas a positive effect on the Miller Group. Also, the salesnetwork is
expandingacrossCroatia year after year. The first takeoversof Kozmo outletsstartedin the
City of Zagrebbecausehefluctuationin populationor percapitaconsumptions thelargestin
the Republic of Croatia. Also, the reasonwas the increasingnumber of tourists. Mller
managemengestimatedthe takeoverdynamicswell, taking into accountthe fact that the
consumptiorof foreigntouristsin relationto the domesticcustomeiin the food andbeverage
segments much higher. In termsof office space Kozmao'soffices are smaller in size than
Muller's, but despitetaking over the small salesareawith many more offices, management's
strategyto reachits customer$y openingsmallerstoreshasbeensuccessfuhndgeneratesew
revenue.The conclusionis (anassumptionfizaklju | gekp r e t p oakotjewokt aod omda
staviu teksti 6 aans s u mpthaithe gradvth of the salesnetworkwill havea positiveeffect
on the growth of salesandtotal revenueswhich shouldleadto a new orderand structureof
marketshare.

3.CONCLUSION

Businessacquisitionsare one of the more commonforms of corporatestrategyin the global
industrytoday,andits popularityin businesgracticehasbeenin anupwardtrendoverthelast
thirty years.With regardto Croatia,the numberof acqusitions hasincreasedn recentyears,
but Croatianbusinessmerould opt for an acquisitionas one of the strategiedor entering
foreign markets.The largestretail companiesare choosingacquisitionactivities to achieve
strategicgrowth goals,thatis, to increasebusinessctivitiesin the domesticandinternational
markets.However,by acquisition,companiesot only purchaseprofits and losses but also
human resourcestechnology,IT equipmentand competitionwith all its advantagesand
disadvantags.In orderfor managemertb makeoptimaldecisionsandto planwell for further
growthanddevelopmenbf thecompanyit is necessarfirst of all to definethemarket thatis,
the industry in which the companyoperatesand then adjustits decisionsto changesn the
behaviar of enterprisesn theindustry.Whenanalysinghe marketstructurejt is necessaryo
investigatethe interdependencef factorssuchas:numberof companiesn a market,relative
size of a company,ie concentratiorof industy, technologicaland cost conditions,demand
conditions degreeof easdbarrier)of enteringandleavinganindustry.Thesizeof thecompany
is animportantfactorfor manageriabecisionmaking,butits measuremerdependprimarily
on the purposeof the analysis.Thus,companysizecanbe measuredisingdifferentcategories
suchasnumberof employeesyalueof total assetsaddedvalue,profit or salespbutanimportant
factor that significantly influencesmanagerialdecisionsis the distribution of companysize
within anindustry.Accordingto the dataavailablein this thesis,it is evidentthatthroughthe
acquisition, which beganin 2017, Muller achieveda doubledigit growth in the Kozmo
drugstorethusapproachinghesofar untouchablé®M drugsbrechain.Also, Bipais showing
steadygrowth, while DM is holding its breathand strugglingto maintainits primacyin the
drugstoremarket.Fromthe resultsof the researchye concludethat by taking overa smaller
salesarea,but with a larger numberof salesentities,total revenueand salesgrowth canbe
expectedThe manager'strategyto reachits customerdy openingsmaller'neighbarhood"
storeshasbeensuccessfullyachieved.
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Changingretail strategiesandtrendshavecontributedo the growth of total salespecausén a
globalandacceleratedife, consumerdavelesstime to find andgo to largerretail outletsso
theyoptto make their purchasesvheretheyaremostaccessible.
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ABSTRACT
The health carsystem of the Republic of Croatia has been struggling with numerous problems
for years. The only way to address them is through comprehensive reform that takes into
consideration the needs and expectations of all relevant health care stakeholders, gncludin
pharmacists. With this in mind, the purpose of the paper is to investigate how pharmacists, as
one of the key health care providers, assess the management and efficiency of the Croatian
health care system. The results of the survey indicate that theeaeeally dissatisfied with
the current system and the way it is managed. Only some of its aspects were evaluated slightly
more positively. Furthermore, the findings of the study show that employees of Croatian
pharmaceutical wholesalers and pharmaciesndb consider the Croatian health care system
to be stable and economically viable. Therefore, they are of the opinion that the existing
financing model needs to be changed, and they are in favour of further privatisation of the
system. The research alswhd that the characteristics of the firms in which pharmacists work
are not a significant predictor of differences, which means that employees of Croatian
wholesalers and pharmacies mostly concur with each other in their views on the issues explored
in this paper. The study significantly expands the knowledge about the management and
efficiency of the Croatian health care system.
Keywords:Croatian health care system, management, efficiency, economic viability, financing
model, pharmacists

1. INTRODUCTION

Health is often said to be the greatest wealth we have and a major determinant of quality of life.
Today, access to health care is one of the fundamental human rights, which implies that the
state is required to provide basic health care to esiBrgn. However, health also has broader
implications, given that it represents a national asset on which social and economic progress
depends. More specifically, healthy people are more productive and efficient, and achieve
higher work performance. In ntrast, the capabilities of ill individuals are limited in terms of
creating new values. Thus, health protection and disease prevention contribute to the overall
development. That is why population health should be the top priority for any government, and
health promotion should be the primary goal of policy makers. Accordingly, it can be argued
that health care is an activity of vital interest to modern society and one of its gitlenstific

and technological progress is greatly affecting health catiat it contributes to its rapid
development. Health care refers to the diagnosis, treatment, and prevention of diseases and
other physical and mental impairments in humans (Oyefabi, Aliyu, & Idris, 2014).
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Health care also includes services providedntividuals and communities by health care
service agents and professionals with the aim of promoting, maintaining, monitoring or
restoring health, where health care is not necessarily limited to medical care provided by
physicians (Last, 2001). For Jarkyo ws ki , Pi otr kowska, and Ksi NUC
organised structure whose elements affect one another. According to Princeton (2015), health
care is a set of complex phenomena that includes theoretical knowledge, the ability of
professionals t@pply such knowledge properly, and a system of interactions that ensures a
coordinated, efficient, and safe health care service. Princeton identifies three levels of culture
in health care. The first is the professional level. It refers to the proviswrtichl health care
through professional's synthesis of knowledge. The second, institutional level, is related to the
provision of critical institutional multidisciplinary health care. The third level, which Princeton
calls academic, refers to the prawrs of critical academic health care through knowledge
generating interdisciplinary research. When discussing health care, it must be remembered that
it is highly politically conditioned, as it is characterised by powerful groups and regulatory
systems (Rdnor, Holweg, & Waring, 2012T.he health care system is a set of social, economic,
and political processes involving the financing, provision, and regulation of health care
(Freeman & Frisina, 2010). According to Aarts, Peel, and Wright (1998), the baatbystem

is a very broad concept that includes not only organisations operating within the health care
system but also the society as a whole. That is why the work of health professionals is largely
determined by legislation, rules, regulations, cotieas, codes of conduct, explicit and tacit
understanding, economic situation, political system, and moral values. As a rule, health care is
a complex hierarchical system comprising numerous interdependent units and independent
groups (Andreasson, Eriksso& Dellve, 2012). Each of the stakeholders in the health care
system has specific interests that need to be aligned in order to optimise health care. This is
very difficult to achieve, especially if the opposing parties are not prepared to compidmise.
health care system includes a large number of stakeholders who are engaged in different types
of interactions. The number of stakeholders is steadily increasing, making the health care
system ever more complex. The main stakeholders in the health dare ays users, decision
makers (national and local governments), health care providers, and payors (Sakai, 2014,
Libbeke, Carr, & Hoffmeyer, 2019). Special stakeholder categories include residents in their
roles as patients, family members, and taxpayggréernments and their agencies, regulatory
bodies, hospitals, physicians, nurses, managers and heads of health care organisations,
suppliers, and insurance companies (Ess, Schneeweiss, & Szucs, 2003; Faezipour & Ferreira,
2011; Campbell, 2017). Pharmacyas essential part of the health care system. In today's
society, pharmacists play a pivotal role in the health care team. It would be impossible to
imagine the treatment and prevention of diseases without their help. Given the significant share
of drug eyenditures in total health care costs, which is increasing year by year, the
pharmaceutical industry as well as wholesalers and pharmacies are gaining in importance. At
the same time, pharmacy shares the problems of the health care system. Against this
badground, the paper seeks to determine how pharmacists, as health care providers, assess the
management and efficiency of the Croatian health care system.

2. ECONOMIC ASPECTS OF HEALTH CARE

Health care is a very expensive and complex, universally usedes#mat exerts a significant
impact on the economy and quality of daily life (Berry & Bendapudi, 2007). As a system which
is composed of institutions, regulations, and people, health care has many characteristics in
common with the business sector. Nekel¢ss, health care is in many ways unique. According

to Vukotic (2010), some of these characteristics are a high level of government involvement,
uncertainty about the outcome of the service provided, and information asymmetry in terms of
knowledge gapsdiween service providers and users.
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Ensor and Witter (2001) consider that, with certain exceptions, the health market in stable
developed economies is characterised by several assumptions: the government is a dominant
player in financing and delivering &kh services; professional ethics play a major role; there

are effective channels for protecting the vulnerable groups; the market and the employment
structure are fairly stable; institutions and rules for monitoring the private sector are in place.

In contrast to developed economies, in foand middlei nc ome countri es, t he
share of health expenditures is declining, its ability to act as an effective market regulator is for

the most part limited, and exemption mechanisms and targeting teétbéo the poor are

rarely effectiveRegulation, financing, and service provision are the dimensions that define the
health system. Each of these dimensions may be dominated by one of the following players:

the state, social actors or the private seCté¢¢o st i | ov §, 2015) . Il n thei
(2002) highlight the global diversity in the methods of health care delivery and controversy
over which health care model is optimal. At the centre of the global debate is the role of
government and the pate sector in the health care system. Two opposing opinions are
prevalent in scientific and professional circles. The first assumes that health care is a
commodity, which as such should be left to the forces of free market competition. Proponents

of this view argue that the invisible hand of the market, guided by consumer choice, will always
produce the system that best meets the needs of users. The second view rests on the belief that
health care must be governed by moral and ethical principles rathectaomic theory, even

if this leads to inefficiency. Noble and Lee conclude that situational factors tend to dictate what

is best in the given circumstances, and that the health system is ultimately the result of the
interplay of political, economic, anethical factorsThere are several models of health care
financing. If we look at the financing models currently applied in the health care systems
worldwide, it is evident that it is not easy to classify them into any one group, as countries adapt
them totheir own needs and perspectives, and each is distinctive in its own way (Ozen & Aydin,
2019). However, several major models can be distinguished. The Bismarck model is based on
compulsory social insurance, i.e. contributions by employees and employtrests on the

principles of solidarity (Glassock, 2010; Frogner, Waters, & Anderson, 2011; Kos, 2019). The
Beveridge model is funded through general tax revenues, and it is characterised by universal
coverage and state control of health care deliverygBw& Blank, 2006; Milionis, 2013;

Kulesher & Forrestal, 2014). The third most commonly mentioned model is the market (private)
model. This model is based on premiums paid by citizens to private insurance companies, health
care is not universal, and proeid are mainly private organisations (Pontoriero et al., 2007,
Ramirez, Byrkjeflot), & Pinheiro, 2016 ; Mi ha
underdeveloped and developing countries, where the health system is not adequately organised,
the outof-pocket model is most prevalent (Lee & Mir, 2014; Hennes et al., 2015; Godbole &
Kurian, 2019)By its characteristics, the Croatian health care system is closest to the Bismarck
model as it is largely financed by compulsory health insurance contrib\ftighe v a | , 2013
Funding is also provided from the budget, which means that the system also has some features
of the Beveridge model (Sopta & Begker, 2017
by voluntary health insurance, eoftpocket paymest, and donations (Katil
The Croatian health care system is based on the principle of solidarity, and health care is
guaranteed to all citizens. The financing and delivery of health care is mainly administered by

the Croatian Health Insumae Fund (CHIF). CHIF is the central financial institution of the

health care system, whose main task is to collect compulsory health insurance contributions and
di stribute them to service providers (Gmuk,

3. PURPOSE OFTHE STUDY AND METHODS

Health care costs are rising worldwide due to population aging, increased prevalence of chronic
diseases, advances in medical technology, and increased consumption of medications

139



48th International Scientific Conference on Economic and Social Development
"Managerial Issues in Modern BusinéssWarsaw 25-26 Novembe2019

(Kettunen, 2016; Dalton & Byrne, 2017; Molla, Chi, & Naaca, 2017). Demand for health

care exceeds available resources, so setting priorities is crucial to meeting population health
goals (Ottersen et al., 2008; Whiteford & Weissman, 2017). To ensure the existence of the
system, it is necessary to carefuljoeate limited resources, which is a permanent task of
policy makers, managers, and health care professionals (van Dijck et al.,Pi@d®yacy, as

an essential part of health care, is in charge of preparing and dispensing medicines. The role of
pharmacyn the health care system is extremely significant. This is also reflected in the growing
expenditure on medicines, which are weighing on health care systems, even-aif well
countries. Their growth is a result of the increasing consumption of medgaih in
particular, the high cost of new drugs. Pharmacy is therefore more likely than other health actors
to be placed under pressure to control costs while maintaining or raising the level of service

qual ity (Dukil & Med arandmustBodfarge)that planmadistsare ot h e
also affected by the inefficiency of the health care system. Policy makers' mistakes are reflected
in their work. To get a complete picture of

considered as wellAs health care providers, they are acutely aware of the difficulties facing

the health care system. This is why they are a very useful source of information for policy
makers as well as health care scientists and professionals. With that in mind, tpenpose

of this paper is to determine how the employees of Croatian wholesalers and pharmacies assess
the management and efficiency of the health care system of the Republic of Croatia. The
research al so seeks to explnofinaacing ioelel gnttheirmac i s
opinions on privatisation as one of the possible answers to the problems facing the Croatian
health care system. Furthermore, the study aims to identify the similarities and differences in
attitudes of employees of Croatian dealers and pharmacies depending on the characteristics

of firms in which they work. Differences in pharmacists' attitudes with respect to their gender,

age, level and field of education, and position in the institution have been analysed in previous
work( Medaril, 2018), so the present study ext e
and efficiency of the health care system of the Republic of Crddta.data were collected

using an online survey. Potential respondents were contactechby, avhichincluded a link

to the questionnaire. Both descriptive and inferential statistics were employed to analyse the
data. ManAWhitney, KruskalWallis, and Dunn's multiple comparison tests were used to
explore group differences. The level of statistical sigarice was set at p <0.05.

4. RESEARCH SAMPLE

A total of 112 respondents participated in the survey. Among them, there were 31 (27.7%) men
and 81 (72.3%) women. The employees surveyed were, on average, 38.96 years old with a
standard deviation of 10.54h& youngest participant was 24 years old and the oldest was 63.
The sample included 20 (17.9%) respondents with a secondary school education, 76 (67.9%)
had undergraduate or graduate degrees, while 16 (14.3%) had a postgraduate qualification. Of
the 112 psicipants, 90 (80.4%) were pharmacists or physicians, while 16 (14.3%) were
economists. There were also 6 (5.4%) persons with a degree in some other area. Among the
respondents, 51 (45.5%) were managers and 61 (54.5%) employees -mamagerial
positions Table 1 shows the distribution of respondents according to the characteristics of the
firms in which they work.

Table following on the next page
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Table 1: Respondents according to the characteristics of their firms

Characteristic Frequency Percentage
Tvpe of ownershi Private 82 73.2
W i
P P lother 30 26.8
Retail 65 58.0
Type of sale
Wholesale 47 42.0
10 or fewer 27 24.1
Number of employees |11¢ 100 42 37.5
More than 100 43 384
<h . Under 70% 35 31.3
are of revenue 0 0
derived from the CHIF 70%c 90% 62 554
90%¢ 100% 15 134

Most of the respondents worked in the private sector. Just over a quarter of those surveyed said
they wereemployed in firms such as city and county pharmacies, which are not privately
owned. The majority worked in retail. Most of them came from firms with more than 100
employees and from firms that derive between 70% and 90% of their revenue from the CHIF.

5.ANALYSIS RESULTS

The survey asked the respondents to indicate their level of agreement with statements regarding
management and efficiency of the health care system of the Republic of Croatia. Their
responses were measured onpobt Likert scale (1 =tsongly disagree, 2 = disagree, 3 =
neither agree nor disagree, 4 = agree, 5 = strongly agree). The mean, median, mode, standard
deviation, and interquartile range were calculated for each item. The summary statistics are
shown in Table 2ZThe answers suggt that the employees surveyed are more dissatisfied than
satisfied with the state of the Croatian health care system. The mean, median, and mode indicate
that the respondents generally disagreed with the statement that the Croatian health care system
is efficiently managed. An even lower mean was obtained for the statement that the Croatian
government has a clear vision for the development of the health care system. In comparison to
these two statements, participants expressed on average a higher syreleofient with the
statement that the Croatian health care system is well regulated. However, in this case the mean
also points to the dissatisfaction of the respondents, while the median and mode were both 3. A
similar mean was calculated for the statatridat Croatian health care institutions are well
organisedThe employees surveyed had a somewhat more positive opinion about the level of
service provided by the Croatian health care system, the competence of physicians, and the
quality of work performd by medical staff. The means for these three items ranged from 3.43

to 3.67, while the median and mode were 4. Therefore, employees of Croatian wholesalers and
pharmacies found only some elements of the system relatively satisfactory. In their opinion,
there are many aspects of the health care system of the Republic of Croatia that are substandard.
Among other things, the health care equipment is not good enough. Moreover, participants
mostly disagreed with the statement that the Croatian health care si@s not lag behind

those of developed countries. The stability and economic viability of the system are also
problematic from their point of view. Accordingly, they are generally not satisfied with the
current health care financing model and are indliteebelieve that it should be changed. In
addition, all three measures of central tendency indicate that employees of Croatian wholesalers
and pharmacies support further privatisation of health care. The standard deviation and
interquartile range suggetsiat responses are the most widely spread on the scale for this item.
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Table 2: Summary statistics

Summary statistics

Statement i
Mean Median Mode Sta_ndgrd Interquartile

deviation range

Croatian health care system is efficientl 201 200 2.00 0.91 150

managed

Croatian government has a clear vision

the development of the health care syst 1.91 2.00 2.00 0.83 1.00

Croatian health care system is well 253 3.00 3.00 101 1.00

regulated

Croatl_an health care institutions are we 250 200 200 1.00 1.00

organised

Qroatlan health care system provides a 3.43 4.00 4.00 1.07 1.00

high level of service

Croatian physicians are competent 3.67 4.00 4.00 0.93 1.00

Croatian medical staff is doing a good | 3.56 4.00 4.00 0.93 1.00

Croatian health_care institutions are 254 200 200 0.95 1.00

adequately equipped

Croatian health care system does not I3

behind those of developed countries 2.40 2.00 2.00 1.03 1.00

Croatlan_ health_ care system is stable af 299 200 200 1.00 1.00

economically viable

The current model of health care financ 234 200 200 0.99 1.00

should not be changed

Privatisation of the health care system

should be encouraged 3.23 4.00 4.00 1.33 2.00

Mean ranks were then calculated to comparedbponses of participants grouped according
to the characteristics of the firms in which they work (Table 3). Lower mean ranks correspond
to lower levels of agreement. In most cases, lower mean ranks were obtained for respondents

working in private and ratl firms. Furthermore, according to the mean rartes Jdwest level

of agreement with five statements was observed in the groammibyees of wholesalers and

pharmacies with 11 to 100 workers. Persons working in firms with more thaenifloyees

exhibited the lowest level of agreement with the same number of statements. Compared to the
other two groups, employees of firms that derive less than 70% of their revenue from the CHIF

reported the lowest level of agreement with 6 statements.

Table following on the next page
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Table 3: Mean ranks

Type of Type of sale | Number of employeeg Share of revenue
ownership yp PIOYEEY derived from the CHIA
= X
—_ (=)
< o o — 2 X S
Statement o L = © = S c - =) S
© ] [} 4] Qo = ] < =2 b=
> E= k) 3 - £ < —
= o <) — = = =) t—
o o] 14 < — ) » N S
= = - 5 @ 4 S
= | ©

Croatian health care system is efficiently managg 54.74 | 61.32| 55.05| 58.51 | 56.94 | 63.46| 49.42 | 54.00 | 55.96 | 64.57

Croatian government has a clear vision for the

53.34| 65.13| 54.95| 58.64 | 58.22| 59.05| 52.93| 53.77 | 54.87 | 69.60
development of the health care system

Croatian health care system is well regulated 55.73| 58.60| 52.24| 62.39| 57.22| 56.13 | 56.41| 59.16 | 53.23 | 63.80

Croatian health care institutions are well organis¢ 54.57 | 61.77 | 54.84 | 58.80 | 58.24 | 54.00| 57.85| 56.91 | 54.05| 65.67

Croatian health care system provides a high leve| 5g 74 | 50 47| 55.84( 57.41 | 57.61| 53.69| 58.55 | 54.33| 54.79| 68.63

service
Croatian physicians are competent 53.12| 65.75| 53.18 | 61.10| 52.46| 48.49 | 66.86 | 65.83 | 55.10| 40.53
Croatian medical staff is doinggmod job 54.29| 62.53| 52.78 | 61.64 | 46.83| 51.37 | 67.58 | 60.89 | 55.61 | 49.93

Croatian health care institutions are adequately

: 56.83| 55.60| 53.51| 60.64 | 56.93| 58.04 | 54.73| 52.30 | 58.46 | 58.20
equipped

Croatian health care system does not lag behind

of developed countries 59.34| 48.75| 57.11| 55.66 | 54.67| 59.35| 54.87 | 57.07 | 56.44 | 55.40

Croatian health care system is stable and

. . 53.71| 64.12| 57.44| 55.20| 62.22| 59.15| 50.31| 59.99 | 54.01| 58.67
economically viable

The current model of health care financstpuld

54.26 | 62.63| 53.84 | 60.18 | 60.69| 51.26 | 58.99 | 54.30 | 55.58 | 65.43
not be changed

Privatisation of the health care system should be

encouraged 61.30| 43.38| 58.45| 53.80| 63.78| 63.81 | 44.79 | 48.16| 61.16| 56.70

The results of the ManwWhitney and KruskaWallis tests are presented in Table 4. A two
tailed ManaWhitney test indicated that employees working in firms that are not privately
owned agreed significantly more than employees of private firm<Ltoatianphysicians are
competentin contrast, employees of private firms agreed significantly more than pharmacists
working in firms that are not privately owned that privatisation of the health care system should
be encouraged. The MaiwWhitney test did not real any significant difference between
employees of wholesalers and pharmacies. The KnWiadlls test indicated several significant
group differences. Dunn's multiple comparison test showed that employees of firms with more
than 100 workers agreed sigo#ntly more than those in firms with 11 to 100 employees that
Croatian physicians are competent and Croatian medical staff is doing a good job. However,
the first group supports the further privatisation of the health care system significantly less. The
analysis also revealed that persons working in firms with 11 to 100 employees agreed
significantly more than those in firms with 10 or fewer employees that Croatian medical staff
is doing a good job, whereas they exhibited a significantly lower level e€agmnt with the
statement about privatisation of the health care system. Dunn's multiple comparison test also
confirmed that employees of firms that derive less than 70% of their revenue from the CHIF
showed a significantly higher level of agreement reiggrdhe competence of Croatian
physicians than did employees working in firms that derive 90% to 100% of their revenue from
the CHIF.
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Table 4: Results of the MatWhitney and KruskalVallis tests
MannWhitney| MannWhitney| KruskalWallis | KruskalWallis

test test test test

Statement

Type of T f sal Number of Sharedof.
ownership ype of sale employees revenue derive

from CHIF
Croatian health care system is efficientl] Z=-1.007 Z=-0.590 H=4.510 H=1.303
managed p=0.314 p=0.555 p=0.105 p=0.521
Croatian government has a clear vision| Z=-1.822 Z=-0.632 H=0.983 H=3.272
the development of the health care systt p=0.068 p=0.527 p=0.612 p=0.195
Croatian health care system is well Z2=-0.427 Z=-1.695 H=0.021 H=1.751
regulated p=0.669 p=0.090 p=0.990 p=0.417
Croatian health care institutions are wel Z=-1.077 Z=-0.659 H=0.434 H=1.682
organised p=0.282 p=0.510 p=0.805 p=0.431
Croatian health care system provides a| Z=1.254 Z=-0.265 H=0.577 H=2.706
high level of service p=0.210 p=0.791 p=0.749 p=0.258

Z=-1.983 Z=-1.384 H=8.724 H=7.869
p=0.047* p=0.166 p=0.013* p=0.020*
Z=-1.286 Z=-1.541 H=9.936 H=1.527

Croatian physicians are competent

Croatian medical staff is doing a good j

p=0.198 p=0.123 p=0.007* p=0.466
Croatian health caii@stitutions are Z=0.183 Z=-1.204 H=0.250 H=0.944
adequately equipped p=0.855 p=0.229 p=0.882 p=0.624
Croatian health care system does not lg Z=1.595 Z=0.241 H=0.566 H=0.031
behind those of developed countries p=0.111 p=0.810 p=0.754 p=0.985
Croatian health care system is stable aj Z=-1.588 Z=0.378 H=3.011 H=0.938
economically viable p=0.112 p=0.705 p=0.222 p=0.625
The current model of health care financ| Z=-1.255 Z=-1.059 H=1.945 H=1.459
should not be changed p=0.209 p=0.290 p=0.378 p=0.482
Privatisation of the health care system Z=2.660 Z=0.768 H=9.633 H=3.809
should be encouraged p =0.008* p=0.442 p =0.008* p=0.149

* Statistically significant at p<0.05

Based on the results, it can be concluded that the employees of firmsdifféttent
characteristics have similar opinions on the management and efficiency of the Croatian health
care system. There are only a few issues in which some groups differ significantly from each
other, namely, in the assessment of the competence otimgsithe quality of work of medical

staff, and the privatisation of the health care system. The findings imply that there is a consensus
on most issues. Thus, no matter whether the firms they work in is privately owned or not,
whether it is a wholesalas a pharmacy, and regardless of the number of persons employed
and amount of revenue derived from the CHIF, Croatian pharmacists are generally not satisfied
with the health care system and the way it is managed.

6. CONCLUSION

Problems and challenges facing health care systems worldwide are serious. They have been
further exacerbated by the economic crisis. Even in-@f€llsocieties, it has become
increasingly difficult to maintain the attained level of health care, while degleloped
countries are failing to meet the minimum health needs of their population. The disproportion
between the available resources and the need for health care services has become one of the
biggest challenges facing modern society. This was causadbmber of factors. Given that

health care is a complex phenomenon, finding a solution is very difficult. However, this cannot

be used by policy makers in the Republic of Croatia as justification for having done too little to
put the health care system a firm footing.
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The problems that plague the Croatian health care system have been accumulating for years,
and the activities undertaken to solve them are largely ineffective or have produced limited
results. Building a health care system that will hestainable in the long run needs
comprehensive reform based on economic and ethical principles. Choosing the optimal
financing model is crucial, but not the only issue that must be adequately addressed. An
important step in this process is understandireg wiewpoints and interests of health care
stakeholders. Pharmacists are one of the key stakeholders. As health care providers, they are a
valuable source of information about the health care system. Recognizing this fact, the present
study explores the #iides of employees of Croatian wholesalers and pharmacies towards the
management and efficiency of the Croatian health care system. The paper also looks at the issue
of health care financing, as well as pharmacists' views on privatisation as a pos$siige &b

the problemlt appears from the responses of the employees surveyed that they are mainly
dissatisfied with the way the health care system has been managed. Only the level of service,
the competence of the physicians, and the quality of workeftedical staff were rated
slightly more positively than the other items. Furthermore, they have expressed their
dissatisfaction with the current financing model, and find the idea of privatisation of the health
care system acceptable. The study alsoddbat, with a few exceptions, and regardless of the
different characteristics of the firms they work in, Croatian pharmacists have similar, mostly
negative views of the Croatian health care system. Further research is needed to gain an insight
into the atitudes and identify the needs and expectations of all relevant health care stakeholders.
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ABSTRACT
This study looked at whether the effective management of corporate image influences customer
l oyal ty. Kendal | @ficiemt avas used to test thes Hy@othdsis formulated.
Findings were arrived at from individual facts provided by sampled customers of the 23
commercial banks in the Nigeria banking industry through the use of questionnaire. The finding
of the study revealthat there is a strong positive correlation between corporate image and
customerd6s Il oyalty. The study also reveals
organi zationdés productivity through continue
an effective corporate image of a bank can a:
Therefore, the study recommended that since
sound relations with the firs raempioyesspseppliers,l puck
shareholders, government, etc, is indispensable since customers are the banks most valued
assets.
Keywords: Banking industry; customer loyalty; corporate image; customers; effective
management

1. INTRODUCTION

Corporate image and customer loyalty are the two variables or concepts to be effectively
investigated in this research to establish a theory of theirdependency through which the

research question and objectives that would be defined can be answered. Consequently, the
overall focus of this study is to examine if there is any significant relationship between
corporate image and customer loyalty as veslito determine if efficient corporate image
management can i mprove an organizationds pr
ways at which a company can supplement loyalty through the effective management of the
aspects of its corporate imatipat has been defined as a result of a formed consciousness in the
psyche of its customers. Thus, the focal aim would be to prove as to whether or not the positive
perception of the brand (firm) would help position the company to encourage strong customer

l oyal ty. I n todayds severe competitive marke
of price, product and/or service characteristics and the value of the delivery system is difficult

as suggested by AHddl-Salam et al. (2013). It is projectedatithe outcomes and findings of

this study would be helpful to companies, especially firms in the banking industry in achieving
strong customer loyalty from their customers. In addition, it would serve as a reference guide

for the marketing manager in asgmpany to aid decision making on effective management
strategies for a corporate image that will at the same time help create the right corporate repute
which is imperative for customer loyalty. It has been put forward that customers who perceive
service quality over repeated service encounters have an overall favourable image of the
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organization, and this image helps form an emotional attachment (Aaker, 2004). In addition,
Positive brand image (favourable image) is proposed to be anedvant intangile asset,
specifically, a fAistructur al asseto as descri
above some critical questions can be drawn as to the relationship between a good corporate
iImage and loyalty. These research questions are stiputedet@aimed to be answered by this
research: Wi | | effective corporate i mage F
productivity? Wil/l a good corporate i mage of
to the bank?

2.LITERATURE REVIEW

Aspointed out wearlier, corporate i mage i s tie
is a direct responsibility of management. Mg
rational approach hence the need for suggestions as to know how theairgawmian enhance

its performance through better management of its corporate image. While some organizations
have a clear and specific image with which they want to be identified with, others may not have

but consciously agree upon target image as postutat Agbonifoh and Oshagbemi (2007).

Corporate image management focuses on the very heart and soul of the organization, even to
the extent of evalwuating why the organizati:
purposes (Obasan, 2012). It repregseone of the highest levels of functional control of the
organization. Perhaps more importantly, its value as a management tool as postulated by
Obasan, (2012) is greater because it provides a mechanism for the organization to differentiate
itself from cmpetition; create recognized addedlue to the products and services marketed

or delivered by the organization; and attract and maintain customer relationships in order to
prosper in an increasingly competitive and constantly changing global marketpaperate

image management, therefore, also represents the highest level of brand personality and
characteristics that can be created and communicated to customers and marketing partners
(Obasan, 2012}t is argued however that corporate image is wbates to mind when travelers

hear the name of a place, a hotel or a restaurant. Tang, (2007) describes the corporate image as
the consumerds response to the total of ferir
impressions that the public has of@ganization. It is related to a business name, architecture,

a variety of products or services, tradition, ideology, and to the impression of quality
communi cated by each person i rCorgorateonagemay wi t h
be consideed as a function of the accumulation of purchasing/consumption experience
overtime and has two principal components: functional and emotional. The functional
component is related to tangible attributes that can be easily measured, while the emotional
compnent is associated with psychological dimensions that are manifested by feelings and
attitudes towards an organization. These feelings are derived from individual experiences with

an organization and from the processing of information on the attribua¢sconstitute

functional indicators of image. Corporate image is, therefore, the result of an aggregate process

by which customers compare and contrast the various attributes of organizations as described
by Tang (2007).In the process of managing corperdmage, the fundamental variables
according to Encyclopaedia of Business (2014) are corporate identity, corporate
communication, corporate image, and feedback. Corporate identity is the reality of the
corporatio® the unique, individual personality of tbempany that differentiates it from other
companies. Corporate communication is the aggregate of sources, messages, and media by
which the corporation conveys its uniqueness or brand to its various audiences. Corporate image

is in the eye of the beholdetthe impression of the overall corporation held by its several
audiencesThe objective in managing corporate image is to communicate the company's
identity to those audiences or constituencies that are important to the firm, in such a way that
they develomnd maintain a favourable view of the company.
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This process involves fashioning a positive identity, communicating this identity to significant
audiences, and obtaining feedback from the audiences to be sure that the message is interpreted
positively. Anunsatisfactory image can be improved by modifying corporate communication,
re-shaping the corporate identity, or both. (www.referenceforbusiness.com).

2.1. Review of Prior Studies

Several researchers have suggested that image has a positive impact on profitability. A good
corporate image is a major promotional tool which refers to building good relationships with

t he companyos publ i c by obt ai ni rheading af our ab
unfavourable rumours, stories, and events. Zins, (2000) and Kandampully & Suhartanto, (2000)
identified a disparate group of leaders of successful organizations who enjoyed a unique and
sustained competitive advantage by showing greater aofaresustomers which was achieved

by focusing on building strong relationships. Thus, good corporate image and perceived good
relationship are important variables that help customers understand the process, recall and
recognize information because thattumers benefit in other ways from lotegm associations

with the organization. The perceived relationship benefits add to the perceived value of the
product because the relationship is strengthened when customers perceive benefits beyond their
satisfactbn with the core product. Also, relational benefits have an indirect effect on customer
loyalty via perceived value which positively influences loyalty. According to Kwon and
Lennon, (2009), customers believe that their purchase behaviour is influeneddday and
unethical corporate actions. Researchers from the organizational behaviour discipline define a
corporate image as the internal member sdé6 bel
Martineau (2000) cited in Adeniji, Osibanjo, Abiodand OniOjo (2015) associated the image

of an organization with the salhage of an individual customer, suggesting a model of how
image affects patronage that people become customers where the image of the provider is
similar to the image they have tfemselves. Studies on corporate image have generally
focused on the effect of advertising, corporate logo, brand preference or interaction with
employees (Davies & Chun, 2002 and Chun and Davies, 2006). Kennedy, (2001) cited in
Adeniji, Osibanjo, Abioda and OniOjo (2015) showed the effects company employees have

on external image irrespective of what their employer might desire. Also, Bernstein, (2004)
argued that the image the customer perceives cannot be separated from the reality of the
c u s t o mperrericaHsieh and Kai Li (2008) identified three factors for creating permanent
relationships with customers as conversational reciprocity, reciprocal empathy and reciprocal
vulnerability which are said to be effective via messages that allow informatiiow and

trust to build. The links between image and financial performance may not be direct but may
be influenced by other variables, such as gaps between image and identity, service offering and
customer satisfaction, employee satisfaction cum metdoyalty and gaining competitive
advantage. These intervening variables may be antecedents or consequences of a corporate
image, which may lead to good financial performance in the-fong

3. MATERIALS AND METHODS

The research seeks to establishnfrethe comprehensive analysis of data gathered the
relationship between effective corporate image and customer loyalty. The responses from the
questionnaires distributed to the various participants serve as the source from where the
guantitative data is evdcted. The population of this study consists of the customers of all
commercial banks in Nigeria. Essentially, this study is based onseossnal survey design.
Crosssectional survey design for this study is justified on the ground that the reseaiopes

a onetime observation, involving proximate and ultimate variables necessary for the study.
Consequently, the study adopts a random sampling method which the researcher uses to select
respondents.
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3 respondents were randomly selected from eatheo23 commercial banks in Nigeria, this

allowed for equal representation, bringing the total of respondents to 69. Of the 69
questionnaires retrieved, 19 were not properly filled, leaving the researcher with a total of 50
questionnaires which the reseeech t hen analyzed. Further, K ¢
coefficient with the aid of SPSS 20.0 was used to test the hypothesis formulated to determine

the presence of a relationship as well as the direction, strength, and association of the
relationship amig the study variables.

3.1. Materials and Methods
3.11. Presentation and Analysis of Result

Table 1: How would you rate the corporate image of the bank?

Frequency Percent Valid Percent
Very high 18 36.0 36.0
High 10 20.0 20.0
valid Moderate 10 20.0 20.0
Low 8 16.0 16.0
Indifferent 4 8.0 8.0
Total 50 100.0 100.0

Source: Researchers compilation (2019)

36% of the respondents rated very high the corporate image of the firm they bank with, 20%
opined that the corporate imagetbé bank they bank with is high. Additionally, 20% of the
respondents were of the opinion that the corporate image of the firm was moderate, 16% of the
respondents postulate a low corporate image of the bank they bank with while 18% were
indifferent.

Table 2: How would you rate your loyalty to the bank?

Frequency Percent Valid Percent
Very high 20 40.0 40.0
High 6 12.0 12.0
. Moderate 10 20.0 20.0
Valid
No Loyalty 5 10.0 10.0
Indifferent 9 18.0 18.0
Total 50 100.0 100.0
Source:Researchers compilation (2019)
40% of the respondentsd | oyalty to

for the bank they bank with. Further, 20% of the respondents were of the opinion that their
loyalty was moderate, 10% of threspondents show no loyalty to the bank they bank with while

18% were indifferenti-or purposes of the present study:

T r values between 0. and .5 i ndi
T r values between 0. and .9 indi
T r values greater than 0. i ndicat e

This is irrespective of directio(z) that may occur.
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Also, since correlation coefficients range frein00 to +1.00, a correlation ef.00 tells you
that there is a perfect negative relationship between the two variables. A correlation coefficient
of +1.00 tells you that there is arfect positive relationship between the two variables. A

correlation coefficient of 0.00 tells you that there is a zero correlation, or no relationship,

between the two variables.

Correl

Tabl e 3: Kendal |l 6s tau b
Corporate Customer
image loyalty

Correlation 1.000 927"

Corporate  Coefficient

image Sig. (2tailed) . .000

Kendall's N 50 50
tau_b Correllaltlon 927" 1.000
Customer Coefficient
loyalty Sig. (2tailed) .000 .
N 50 50

**_Correlation is significant at the 0.01 level {@&iled).

ati

(O |

Table 3 shows the correlation statistics for the variables. The correlation coefficient as seen
above shows a correlation value of 0.927, this indicates a strong and positive correlation
between th&ariables

3.2. Findings

In view of arriving at finding ways at answering the research questions that will thus aid in
satisfying the main objective of the study (which is to determine whether there is any
relationship between the corporate image and ousto

l oyal ty),

Kendal

A

0s

technique was used to test if there is any relationship between the variables. The test result
shows a 92.7% relationship between the variables. This implies that there is a strong and
positive relationship betweecorporate image and customer loyalty. The finding shows that

effecti

vV e

corporate

mage ¢

an i

mprove

an

or g

as a result of customer loyalty. Thus, an effective corporate image of a bank can actually

influencet h e

cust omer so

l oyal ty

4. CONCLUSIONS AND RECOMMENDATIONS
This Based on the findings, it is imperative to note that the-tongationale for a favourable
corporate image is such that an image produces a climate conducive for growtipanaed

earning

S . Si

nce

customer 6s

to the

sati

sfacti

bank.

on

S C

special publics, such as customers, employees, suppliers, shareholders, government, etc, is
indispensable since customers are the banks most valuetd. a&sbank can only hope to

achieve loyalty if they are able to build an image through a number of factors which

incorporates both emotional and functional facets; such as lower transaction rates, openness
and transparent in their promotions to custonaeis better customer service especially in the
area of customer relationship i.e. friendliness, individual treatment, and respect.
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ABSTRACT
With the contribution aihodern technology and market globalization, foreign exchange trading
is no longer limited to the physical exchange of money in a stall on the street market. Thanks
to the location of the world's financial centers in different time zones it is now pdsditzide
24 hours a day in the world foreign exchange market with almost all world currencies. Given
the volume and scale of trading, it is vital to ensure proper coordination of all stakeholders,
business partners and their banks. Correct settlement bfiainess requires precise process
structure and high level of automation. The world's most widespread currency settlement
system is the Continuous Linked Settlement (CLS). In the first part of the thesis, we briefly
defined the general risks associateithvthe settlement of foreign exchange transactions. The
second chapter of this article was devoted to a general description of the functioning of clearing
systems and their brief overview. The third chapter deals directly with the CLS system. We have
devded a detailed description and definition of its function. In the last chapter we have
mentioned advantages of application of this system. We consider the greatest added value of
our article to be a summary of the benefits of continuous linked settleBie3itdnd its impact
on trade settlement risks.
Keywords:CSL, Continuous Linked Settlement, Risk

1. GENERAL RISKS OF TRADES SETTLEMENT

Banks are business entities, but they have a special meaning and role in national economies.
Banking institutions can e classified as financial intermediaries, which are involved in
allocation of excess liquidity among entities [2]. There are several ways to settle individual
currency trades. Exchange trades are settled through automated clearing exchange systems. Due
to their automation and execution speed, they are considered a safe way of execution [1,10].
The problem is that foreign exchange transactions are mostly conducted ghess@unter

(OTC) markets. Here, it is necessary to manually process individual bydetsrnal processes

of business entities also associated with the transfer of specific financial amounts according to
individual transactions. The overall risk of such a settlement is composed of three basic
potential risks [3,12,14]:

1 misspell orother human error when processing the payment,

1 error resulting from late payment processing andeanpliance with payment deadlines,

1 the default of the business partner before receiving its counterpart in the agreed trade

The main objective of introduty new automated process systems is to generally increase
efficiency and minimize the risk of such a settlement process [4,11]. There are several examples
in our history where counterparties have suffered great damage as a result of the suspension of
one d the trading parties [13,15].
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The first is Bankhaus Herstatt, which was founded in 1955 and has become one of Germany's
largest private banks over the next 20 years. It owned assets of EUR 2 billion. however, its total
annual turnover of currency trantaas amounted to EUR 60 billion. German Marks. In 1974,

the German state regulator, the Bundesaufsichtsamt fir das Kreditwessen, decided to terminate
its activities. The regulator's decision was announced on 26 June at the end of a business day in
Europewith immediate effect. For most world currencies, while trading and settlement has been
completed, trading in the US dollar has only begun. Bankhaus Herstatt had no direct
representation in the US and the US Chase Manhattan Bank was responsible fdetherget

of its dollar business. Due to the decision of the German regulator, Chase Manhattan Bank
immediately stopped the execution of all payments from the accounts of the German bank.
Payments of 620 mil. USD. In simple terms, this meant that Bankhastatiewhen trading
currency pairs, received foreign currencies on its accounts, but did not pay the corresponding
consideration in US dollars. In this way, its business partners incurred considerable damage,
which they subsequently tried to minimize thgh the liquidation of the bank. This fact
remained deep in the memory of bankers, and the risk of foreign currency failure due to the
bankruptcy of one of the business partners is also known as Herstatt risk. The second example
in recent history, when bumess partners lost their money due to the lack of settlement of
currency transactions, is the case of the German bank KfW Bankengruppe. The Bank was
established in 1948 as part of the Marshall Plan to fund the reconstructiontofmv@&@ermany.

To date the Bank has been providing loans for development and reconstruction worldwide. In
2008, she suffered from her currency business with Lehman Brothers and was forced to write
off significant losses. On 15 September 2008, the banks entered into a swagitrabsaveen

them where KfW Bankengruppe was to pay EUR 319 million to Lehman Brothers, for which

it was to receive USD 411 million in return. However, the same day Lehman Brothers declared
insolvency, to which KW Bankengruppe was no longer able to nespotime and paid its

part of the agreed FX swap. Lehman Brothers' accounts were subsequently blocked, and
therefore KfW Bankengruppe did not receive the equivalent of its USD payment [3,14].

2. AUTOMATED SETTLEMENT SYSTEM

These are systems that prwithe infrastructure for multilateral exchange and settlement of
monetary payments and securities between financial institutions and were listed ecaiedso
systemically important facilities by the US Financial Stability Oversight Council (US FSOC)
on 18 July 2012. financial market utilities (FMUs). Systemically important financial market
facility status is assigned to each settlement system in cases where the failure or interruption of
FMU functionality may create or increase the liquidity risk ofliwidual institutions.
Consequently, such a situation could have a negative impact on the whole market and
jeopardize the stability of the whole financial system. Payment systems, securities depositories
or central counterparties are tactically classissdFMUs. They form the basic infrastructure

for the settlement of securities transactions, thanks to which the financial markets can
effectively fulfill their function. The aim of these systems is to reduce the risk of systemic
market failure and to ensutiee financial stability of operators.

2.1 Overview of financial market utilities (FMUS)

1 The Clearing House Payments Company, L.L.Cas the operator of the Clearing House
Interbank Payments System, which is used to settle large USD payments in real time [17].

1 CLS Bank International, as the operator of the CLS System, which ensures settlement of
foreign exchange transactions on ginmciple of payment against payment [17].

1 Chicago Mercantile Exchange, Inc.as the operator of the CME Clearing system, which
is used as a central multilateral settlement system for futures, options and swap contracts
[17].
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1 The Depository Trust Company DTC), a subsidiary of The Depository Trust & Clearing
Corporation (DTCC), is a central securities depository operating a stock settlement system,
corporate bonds, city bonds, and other financial instruments [17].

1 Fixed Income Clearing Corporation (FICC), a subsidiary of The Depository Trust &
Clearing Corporation (DTCC), consists of the Government Securities Division (GSD) and
the MortgageBacked Securities Division (MBSD). Both act as central counterparties to US
state organizations, while ensuring trad#tlesment for them [17].

1 ICE Clear Credit L.L.C., (ICC), operates a standardized cretfiffault swap (CDS)
settlement service [17].

1 The National Securities Clearing Corporation (NSCC) a subsidiary of The Depository
Trust & Clearing Corporation (DTCC), acas a central counterparty in the settlement of
US equities, corporate and municipal bonds, publicly traded funds and investment securities
[17].

1 The Options Clearing Corporation (OCC) provides a central counterparty for the
settlement of US options, fus and futures options [17].

3. CONTINOUS LINKED SETTLEMENT 7 CLS

3.1 Establishment of CLS system

The impetus for establishing an automated currency settlement system came from the concerns
of regulators. The system was set up by foregohange market makers, national banks,
commercial banks as well as major traders who, after Bankhaus Herstatt's collapse, tried to
minimize the risk of foreign exchange settlements. 39 international banks merged to establish
the CLS Group in 2002, whoseimpary activity was to settle currency transactions from day
one. The system was launched on 9 September 2002. Continuous linked settlement is a system
designed to settle currency transactions within the 17 most liquid currencies in the world. Since
2002,the CLS system has become the basis of the foreign exchange market. The original 39
founding banks were gradually joined by another 24 CLS market members, along with 16,000
indirect market participants. Since the introduction of CLS, the number of setitkxs has

risen from an average of 5,700 per day to an average of 800,000 per day, and daily turnover has
increased from an average of $ 53 billion per day in the first three months of the system to over
$ 5 trillion in 2015. The CLS Group is also workintpsely to further develop financial
settlement options, including the establishment of an automated D D@@ository Trust &
Clearing Corporation in 2007. With the increasing amount and value of currency transactions,
there was also a demand for an ehagher degree of automation. To increase the security of
business processing, CLS uses the counting of all movements for all partners into only one
payment. CLS calculates all movements within a single currency, and client account
movements are limited tanly one transaction per currency, instead of separately settling each
transaction. This reduces the need for additional liquidity in addition to the amount of financial
movements on the account. As regulatory requirements for liquidity grow, so does the
possibility of reducing the need for additional funding [5,6,7].

3.2 CLS function

The CLS Group owns a banking license that allows it to perform a range of operations on client
accounts. All trades are settled through these client accounts held byotdenehCLS
members. They then offer the possibility of settling currency transactions to their clients, in
which currencies act in the CLS system environment. Each transaction must be concluded
between two counterparties wishing to buy / sell foreignetunies. Trades are negotiated
directly by the traders, either through various trading platforms, by telephone or other form of
mutual communication. When concluding a trade, both parties know the volume of purchase of
one currency, the volume of sale oétbpposite currency, as well as their mutual exchange
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rate. This data, together with the trade date, the trade settlement date and the exact name of both
parties (trade participants), is subsequently provided to the banks of both parties to the trade.
Eachbusiness partner informs his bank individually. If the bank is directly a member of CLS,
the receipts from both sides of the transaction will be paired immediately in the Continuous
linked settlement (CLS) systems. If the bank is not a CLS member, itprallide the
transaction information to the bank, the CLS member who provides access to the system. The
CLS trade itself will be paired after receipt of the receipts [8,9].

4. CONTRIBUTION OF CLS TO MINIMIZE THE RISK OF SETTLEMENT OF
CURRENCY TRANSACTION S

CLS Group operates the largest currency settlement system. It can be used by all group
shareholders and their clients. Settlement of currency transactions through the CLS system
plays an important role in trading currency pairs by limiting the risk ttiesgent, erroneous
settlement or unrealized settlement of transactions in 17 world currencies. Since the
introduction of CLS, the number of settled trades has risen from an average of 5,700 instructions
per day to an average of 800,000 instructions a a&y,daily trading turnover has increased
from an average of $ 53 billion a day to more than $ 5 trillion in 2015 The role of CLS settlement
in maintaining financial market stability was highlighted in July 2012, when the US Financial
Stability Oversight Guncil (US FSOC) placed CLS Bank and other organizations among the
so-called systemically important financial market facilities ( Financial market utilities, FMUSs)
The US Financial Stability Supervisory Board, under the 2010 podadk Eighth Rule, was
mardated to create a list of such systemically important financial market facilities. FMUs
include tactical payment systems, securities depositories or central counterparties. They form
the basic infrastructure for the settlement of securities transactiahsother financial
transactions, allowing financial markets to function effectively. The system proved its worth in
the crisis year of 2008, when, despite distrust in the capital markets, it was able to execute
currency transactions in a standard and safen@r. Strong growth in foreign exchange market
turnover combined with risky bank settlement creates room for growing concerns about the
systemic stability of the entire currency market. The introduction of the CLS for the settlement
of foreign exchange ansactions contributes to limiting this risk and directly minimizing it.
CLS was able to limit the risk associated with the settlement of currency transactions through
banks by introducing a "pa-pay" mechanism. Since CLS became operational in 2002, its
scope as well as the number of affiliates has been increasing [8,9,16].
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ABSTRACT
The aim of this paper is to highlight the history atevelopment of digital transformation of
business organizations. The process of digital transformation is differently introduced in
certain industries. Industries arising from the production of physical goods were forced into
the process of digital trangfmation adapting the manufacturing process from the foundation.
Industry services were less demanding and quickly adopted the effects of digital transformation.
Industries that emerged as a product of global digital transformation go through digital
transormation as a common manufacturing process. The process of digitalisation and digital
content production to digital transformation of production required a complete change of
managerial paradigm. In this process, the fundamental difference between ojigitailzation
and digital transformation is often lost. In this paper we will emphasize the fundamental
differences between parts of the business process from digitization to ultimate digital
transformation.
Keywords:digitization, digitalization, digital ptimization, digital transformation

1. INTRODUCTION

The process of digital business transformation began in the middle of last century. Initially,
digitalization focused on reducing paper patterns and reducing business costs. With the
development of the Internet and the convergence of business processes, business digitalization
gained a strong momentum. The initial form of business digitization is recognized as a process
of digitization or reduction of the use of paper forms of busingEss is complemented by
digitalization that goes a step further and the entire business is based on the production and use
of digital records and the production of digital content. The path to digital transformation has
led through digital business opiimation. Digital business optimization is geared to better
utilizing existing resources as well as lowering production costs. Digital transformation upgrade

is to digital optimization, but not just a continuation of optimization because it requires & chang

of management paradigm and strategic management. Unlike optimization focused on the
current business process, digital transformation requires answers to the issues and strategic
future of the organization. The importance of digitization and digital fobemation is
recognized precisely by covering all forms of organizations, whether they are profitable or not,
as well as the entire society.

2. KEY FINDINGS

Digital transformation is not necessarily about digital technology, but about the fact thalidgghn

which is digital, allows people to solve their traditional problems. And they prefer this digital
solution to the old solution (Patel 201®)fact, digital transformation is business transformation.
Some prefer to use term digital business transfdion, which is more accurate as it places
greater emphasis on the business aspects of the transformation. These digital business
transformations are influenced/driven by the following factors: business strategy, technology
innovation, customer behavioaind expectation, as well as some external environmental factors
(Gilchrist 2018) Digital optimization is the process of using digital technology to improve existing
operating processes and business models (Patel 2019).
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Drivers of digitalization includd i gi t al technol ogy breakthroughs
attitudes and expectations; comparatively low barriers to entry; and the availability of huge amounts

of venture capital §chreckling, Steiger 2017: 5). The transformation of business and
organizational actives, process, competences and models to fully leverage the changes and
opportunities of a mix of digital technologies that aligns with organizational strategy with
present and future shift in mind (Gilchrist 2018). To maintain their cotiygetidge companies

has to fully embrace digitalisation not only by making the best use of the latest digital
technology but also by integrating digital innovations as key elements of their development
strategies (Bacquet, J.; Riemenschneider 20¥any dgitalization projects are driven by
technology and not an overreaching business
business strategy. Letting technology drive the transformation is putting the cart before the
horse, as such we end up witlamy individual points solution that may well create value for

the business units involved but contribute little in value the business strategy (Gilchrist 2018).

Mo st notabl y,; Meg Whiteman, then CEO of eBa:
Monday mr ni ng meeting i s my strategyo. Il roni ca
Strategy at Disney where it was her job to do much more than hold a weekly meeting (Haneback
2019:3)But then, traditional way of rlbamsltimeess i ¢
(Robertson 2018). You start from a strategic framework for business to identify and define the

right opportunities while thinking about digital transformation (Caudron, Peteghem 2014).
Consequently, the discussion and initiatives that prothetdigital transformation of factories

are increasing between researchers, industries and policy makers around the world (Ibarra et.al.
2019). But today the successful technology organization is a management organization, not a
development organizatioft.does not create. It applies, exploits and optimizes (Andriole 2018:

100).

3. FROM DIGITIZATION TO DIGITAL TRANSFORMATION

The terms digitization and digital transformation are synonymous for many executives. The
problem is that even the providers often make an unclear definition of the terms and it
degenerates into a buzzword, which is simply misused for marketing (Talih Podi€éization

is process of converting something to digital form. The first know use of term digitization was
in 1954 (MerriarAWebster GlossaryDigitizationis the process of changing from analog to
digital form, also known as digital enablement. Saidther waydigitizationtakes an analog
process and changes it to a digital form without any differekind changes to the process
itself (Dictionary.com)Digitization is the oldest expression that has appeared. Although in the
language distinctiort is not quite clear how to distinguish it from the term digitization. But in
the context of the business process that term is much clearer. Digitization refers to simplified
transmission of content from analog to digital record. The concept of digitizatmurs in the
middle of the last century as well as the development of the first computers. The digital binary
technology enabled the conversion of paper records into digital content. The appearance of the
computer technology in the middle of the lagttoey some theorists associate with the Third
industrial revolution. Though about this question are divided. If we look at it in the context of
digitization, we cannot speak of a "revolution” because the underlying production process
continued to follow tk rules that came about after the Second Industrial Revolution.
Digitalization has just made it possible to improve the process. About the Third industrial
revolution, Rifkin speaks only after leaving the oil age, it is just now in the 21st century.
Digiti zation essentially refers to taking analog information and encoding it into zeroes and ones
so that computers can store, process, and transmit such information (Bloomberg 2018).
Digitization means pass a process to digital format that could reproducedkegas it is (AS

IS) or it could improve what is already being done to include some optimization of the process.
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Often, companies indicate that they have been digitized (understood as "Digitization")
justifying that they have reduced or eliminated atrid00% of the paper|...] (Robledo 2017).
Digitizationis creating a digital (bits and bytes) version of information that is originally in
analog/physical form (paper documents, images, sounds etc.), so that it could be used by a
computing system fqgorocessing, storing and sharing (Garge 2008).can conclude that the

term digitization is solely linked to the technological process of convert analog to digital
content.

Figure I History of digital transformation
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Source:Own illustration

Interpreting the term digitization often overlaps with the term interpretation of digitization
because it seizes the root of the same word. Additionally, they make the same process or
transform from analogue to digital format. The business dictionarysstaier the term
digitalisation interprets as integration of digital technologies into everyday life by the
digitalization of everything that can be digitiz&idgitalizationis the use of digital technologies

to change a business model and provide new tevand valugroducing opportunities; it is

the process of moving to a digital businesenv.gartner.com The term digitization was first
mentioned in 1959 (MerriaftWebster.com) and entered into dayday applicatia. The period
between the occurrence of the term digitalization and the term of digitization is not strictly
defined. Digitization refers to Athe increas
the associated changes in the connection ofichaals and their behaviours (Gimpel, Roglinger
2015). The term digitization differs from the term digitalization precisely in the way of using
technology in the business process. For business the only reasonable reaction to persistent
digitizationisdig t al i zat i on. ADi gitalizationo or @dAto
digital technology to change a business model and provide new revenue anrprgdlugng
opportunities; it is a process of moving to a digital business (Schreckling, SteigerlX).

While digitization means technical use and digitalization of content, term digitalization means

a change of business paradigm and relies entirely on the use of digital production models. In
this context, digitalization implies a comprehensive ofsdigital technology on all physical
products. The production of consumer goods, on the one hand, uses digital technology in
production, and on the other hand is itself equipped with digital content. The whole process is
digitalized. The period that haagsed since the term associated with digitization and complete
digitization in Figure 1 was left opefhe transition from a business process defined as
digitalization into a model that optimizes production mode is determined by digital
optimization. IT Glossary defines digital optimization as process of using digital technology to
improve existing operatgiprocesses and business models. Once digitalized, the next thing to
look for is the insights from digital information across silos and figure out whether any of the
existing processes can be simplified, enhanced, automated, made faster by use of digital
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technol ogi es, i.e., can the current Oprocess:¢
changing the business model, but rathigimizing yourself (Gagre 2018pPigital optimization

is the process of using digital technology to improve existiregabipg processes and business
models (Patel 2019F.irst, digital optimization is like grabbing the lowd®nging fruit on the
technological tree. It keeps you even with your competition, but it will never advance you past
t hem. Second, ocusihgnmre anryeur cpnopany than you are on your customer,
and that wil!/l never cut it in todayo6s mar ket
orchestrating the existing process in the direction of lowering costs and increasing production
efficiency. It is aimed at building competitive advantages within the existing industry or
ecosystem in a short period of time. Depending on the position of competitors in the industry
or the position of competing ecosystems, digital optimization can also betwusaeate
competitive advantage in medidi@rm plans.The process of transition from digitization to
digitization is based on the existing technological level. Digitalization refers to a new
management paradigm within existing technological solutionsthla context, digital
optimization refers to system alignment with the already existing management model and
management mode. The transition from digitation to digitization is almost open. Switching
from digitization to digital optimization already impdieovercoming barriers within
management tools. The advent of digital optimization into digital transformation implies a
complete change in management practice. In Figure 1, the transition from digital optimization
to digital transformation is shown as eibarrier to overcomdigital transformation implies

focus on the future and solutions beyond control of existing digital optimizakidegic
glossary defines digital transformation as increasing interlinking of all economic areas and with
it all measwes which are taken to adapt to a digitalised world, especially digital customers and
markets. Digital transformation is process of creating completely new business model, and what
is more important, new strategic new model of acquiring market and aphafitgone. Digital
transformation is the process of using digital technologies to create memodify existingi
business processes, culture, and customer experience to meet changing business and market
requirements (Salesforce 2018)igital transfomation is the process of integrating digital
technology into all aspects of business, requiring fundamental changes in technology, culture,
operations, and value delivery. To best leverage emerging technologies and their rapid
expansion into human actiwa, a business must reinvent itself by radically transforming all of

its processes and models (HpB)gital business transformatias the process of exploiting
digital technologies and supporting capabilities to create a robust new digital business model
(Gartner glossary).

4. BUSINESS OPTIMIZATION IS NOT BUSINESS TRANSFORMATION

Figure 2 shows the process of digital transformation of the organization. The process begins
with digitization, and the ultimate goal is focused on digital busit@ssformation. The

beginning of the entire transformation is marked by the phase that many authors call the "start

of journey". AThe Digital Journeyo of a bus
moves from Digitization to Digitalization to Digil Optimization to Digital Transformation

(Gagre 2018). Organizations that have emerged asatve digital have passed the path of

digital transformation from the very beginning. Organizations that have been created as native
digital in the process dfansformation have started as digitized entities.

Figure following on the next page
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Figure 2 Digital Optimization vs. Digital Transformation
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The process of business transformation begins with the transition digitization to
digitization of the production process. Digitalization implies the need to use digitized
technology beyond the process of digitizing existing data in physical form. The end of the
process of digital transformation is characterized by twallgh processes. Transformation,
although valuable and much needed, is not easiest course, and thus many leaders fall back on a
skill that falls more neatly in their wheelhouse: optimization (Libert, Back 2018). In the first,
digital optimization runs aan uninterrupted process, while in the second, digital transformation
sets the foundation for new forms of digital optimizatiBnsiness optimization and business
transformation are continuous processes that ensure stability and orgampradgiass. Once
achieved optimization is only the basis for the continuation of transformation. The results of
business digital transformation at one point will require a strictly controlled process of business
optimization. However, the question arisest@svhy some organizations do not exploit the
results of optimization or transformation results. Digital optimization improves efficiency and
effectives of a current business model (Libert, Back 2018). Digital optimization adjusts the
results of existing kainess practices and focuses on business efficiency. Changes introduced
into the business process are associated with incremental innovations and building an
organization without answers to changes in the environBestness model transformation is
aboutboldly and dynamically changing the way capital is allocated and deployed by the
organi zation, to generate better returns. By
ideas, things and relationships (Libert, Back 2018). Business digital tnavagfon implies a
disruption of the existing framework in which the organization operates. Unlike optimization
that focuses on efficiency and incremental advances in production and sales of existing
products, digital transformation focuses on building newducts, markets and customers.
Digital transformation is onevay transformation, while in the other direction moderate the
radical innovation of the process.
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Figure 3 Digital Optimization vs. Digital Transformation

Digital Business Strategy

.- -Digital .7 7.7 [-.-.- Digital . 7.7~

- Optimization . - Transformation .
R T T T
1 Improved Better i New 1 New 1
, Productivity | | Customer | i Productand | | Business |
! and Product: : Experience : : Service ) model :

Source: Patel, 2019

Patel(2019) precisely separates the process of digital optimization from the digital transformation
process. At the heart of the process is the digital business strategy. Figure 3 shows the fundamental
differences between these two processes. Digital optionzatiproves existing business processes

and customer relationships. Digital transformation directly affects new products and services as
well as the construction of brand new business models. Patek (2019) also calls on the Garner
Enterprise Architecture @& Summit 2018 survey, and points out that 46% of the existing efforts
focus on business optimization and 54% in the direction of business transforrAatimital
business can be defined as one that d eates
physical worlds $chreckling, Steiger 2017: 15). This process is known as the blurred borders
of the organization. In other words, what are important are not the digital technologies
themselves. The real focus is on transforming the business; techoolygserves to support

the new business model (Wade et.al. 2018). Digital transformation is based on the management
strategy of the organization's development. But, at the same time, it focuses on new
technologies that will enable the organization toagetcrete advantages. The use of modern
technology deletes precisely defined business scope limits. Disruptive companies are blurring
industry boundaries. [...] Disruption is about combination of technology and business model
innovation. Digital disruptorsreate value in three fundamental ways: a) cost value (by offering

the same product or services cheaper or even free); b) experience value (by focusing on
customer satisfaction); and c) platform value (where customers gain more vale form wider
network) (Wale et.al. 2018). The upshot is that boundaries between companies and specific
sectors are now increasingly blurred (Strecker, Kellermann 2017: 62). Blurred boundaries of
the organization, resulting from the digital transformation, enable the organizasestc¢h to
platformbased business and use the ecosystem's effects beyond the boundaries of existing
industries. The combination of multiple business models is captured as a digital vortex. It would
be simpler to define it as a whirlwind that encompasdeshe technological benefits of
organizations that create new value and provide competitive advantage over rivals.

5. DISCUSSION

Digital transformation is a process that supplements the previous phases of digitization and
digital optimization. Real digital transformation is about breaking down these barriers,
removing the constraints imposed by outdated logic, and leveraging technology to create new
revenue streams, drive down costs, and enhance the user experience (Herbert 2017: 16).
Organizatons that started operations as producers of physical products were forced to go
through the entire process of digitization until the final stages of digital transformation.
For researchers in this area, focus of research is focused on transformationatigdets

with each industry within which transformation took plagéhanese (2018) cites several
examples of successful digital transformation of organizations that have started as physical
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product manufacturers. "The New York Times" is one of the exasnplea producer of
physical gadgets who suffered tremendous losses from the drop in sales, but focused on
digital editions and the digital transformation process completely changed managerial
management practices. Revenues from digital editions did negtdfie decline in revenue

from physical releases, but the 1$@ar tradition of publishing continue@he New York

Times (NYT) went through a similar transformation. Like the music industry, newspapers
witnessed unbundling due to digital technology, whiggulted in the loss of a large portion of

their classified advertising revenue to Craigslist, Monster.com, and others (Gupta 2018: 34).
Walmart had a similar approach. While the New York Times was one of the largest
newspaper publishers in the world, Wert is the largest retail chain in the world. With

the onset of sales of goods on the internet, it was forced to organize their own sales and to
keep a part of the buyers who would lose due to a change in the habit of buying.
TheHarvard Business Reviesums these efforts up nicely: "Walmart is increasingly becoming

a 'digital winner', as it builds out a fagtowing ecommerce business aldo leads in digital
innovations when compared to other braokdmortar retailers” (Albanese 2018)isney went

a step further and all its fun parks were further digitized with special sensors. Similar to
Nike or Under Armor's sports equipment manufaetar Sportswear and footwear are
equipped with RFID sensors that connect to mobile applicatissaey bought BAMTech

to access the streaming technology rather than buildind@use. Disney recently spent $52.4
billion to acquire the assets of 21stnBley Fox to be able to connect directly with consumers
rather than through distributors and advertisers. These assets include some of the most famous
characters from Marvel comics and a lot more. Consumer responses to digital progress have
driven Disney ¢ transform and strategize itself digitally and in a much more advanced shape.
Indeed, this was a smart move to avoid being crushed by other online streaming services (Verma
2018). Porsche's automobile manufacturer followed an example of other manufacturer
who introduced digital transformation into their busineBsrsche has heavily invested in
understanding the Porsche driver. All customer data is pulled into a central CRM data center
and allocated to a unique ID. Throughout the entire lifecycle, ewestomer interaction at

every touch point is documented. Deloitte (Professional Services) innovated themselves by
founding Deloitte Digital Today, a competence center where all the technical, digital, and
creative competencies come together to supportcheint base on their digital transformation
journey (Janhsen 2018y expanding its point of view, GE was able to launchRhedix
platform, aninternet of Things platformthat allows industrial machines to be monitored

and optimized digitallyAnalyzing trends in ther industries put GE ahead of its
competitors today, pulling off an i mpressi
business of companies likttney Bowes (Claveria 2018). Digital transformation and new
management strategies have directly influehtke development of production in the
model of marginal costs as well as the 3D printing model. Successfully realization of digital
business transformation, everyday management practifteoses their interest on digital
optimization. In this context, anagers use the effects of economies of scale, platform
economics, and the effects of zero marginal cost.

6. CONCLUSION

Digital transformation is a lonterm process that requires focus on the ultimate strategic goal.
The initial forms of digitization emerged in the middle of last century with the introduction of
computers into business. The digitalization process quickigreded and caused the first major
changes in the management paradigm. Digital optimization is a process that aligns the
production process with the costs and profits that the organization achieves within the industry.
It is focused on incremental innovatis within the existing production system. Digital
transformation causes disturbing changes.
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The ultimate goal is to change the existing situation and to create new production processes,
new products and new markets. The successful digital transfornpatioess is also aimed at
re-launching digital optimization. Digital transformation is a continuous process that requires a
clear development strategy that will provide the organization with competitive advantages.
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ABSTRACT
Revision of traditional approaches to basic economic issues is becoming the imperative of
effective company operation and the optimal meeting of customer needs in changing market
environment. Traditionahpproaches, not taking into account seeimnomic trends, include
price formation. Its triangular concept, based on cost, competition and demand factors, should
be subjected to a critical discussion. The reason is the need to take into account the
psychogaphic aspects of pricing and their impact on company strategy. This is the reason why
the issue of pricing is and will always be very topical. The aim of companies is to set the price
of products at a level to be able to realize their production on thikehaAn important pricing
method is also an estimate of consumer willingness to pay for products placed on the market.
Due to the fact that willingness to pay is an important tool for pricing of each company, we
have decided to demonstrate its importaimcthis paper. Its aim is therefore to underline the
basic theoretical aspects of the willingness to pay with an emphasis on the individual methods
of its determination. The aim of the paper is also the mutual comparison of the individual
methods of deterimation of willingness to pay with the description of their advantages and
disadvantages. Based on the provided literature review we discuss these methods: price
sensitivity meter, GabeGrenger technique, conjoint analysis and so called BPTO method (The
Brand Price TradeOff method). By providing this comparative analysis, it is possible to
identify suitable methodological apparatus for each type of product or service (mainly in scope
of the type of buying behaviour patterns) and to create set of suggektiothe practice of
pricing policy in contemporary global market environemnt.
Keywords:Price, Pricing Policy, Price Setting, Willingness to Pay

1. INTRODUCTION

With accelerating globalization, which economic aspects are the logical consequence of the
increasing interdependence of individual national economies towards the end of the second half
of the 20th century, the importance of company pricing policy is growing as a source of
competitive advantage of companies conducting business activities omteotfational and
national marketslfomanska, 2018 According to Berger et al. (2015) currently these markets

are marked by increasing competition in the distribution of consumer goods, a decline in the
number of competing companies with an increase in the number of brands, a significant
reduction in theife cycle of both products and companies, the digital revolution, the rapid
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increase in the number of product modifications, fragmentation of markets or fragmentation of
media, which reduces the effectiveness of implemented communication strategies stifit ar

the dominant stimulus of customer buying decisions. Bahadir et al. (2015), Efrat and Shoham
(2015), Peltoniemi (2015), and so on similarly think about trends in international and national
markets. These trends show a clear shift towards the nebdiltba stable competitive
advantage based on value perception. In today's economic reality, companies choose between
two ideological marketing directions. According to Ranchhod (2004), marketing managers
must decide whether to implement so called rectimmearketing, the essence of which is in
convince the customer that the delivered customer value of the products is still sufficiently high
or to prefer so called transformation marketing, in which marketing effort is focused on
searching for maximizatioaf value delivered to the customer. We believe that the shift from
valueoriented, produebased marketing to valt@iented transformational marketing becomes

an imperative for business success. The proclaimed evolutionary shift should be prioritized in
the enterprise's pricing policy in order to achieve an optimal market share of enterprises over
the long term and a synalagmatic sustainable competitive advantage (Lizbetinova et al., 2019).
The transition from the underlying principles of the theory dioral expectations to the
concept of so called behavioral economics indicates that price formation based on the traditional
triangular principle without adequate consideration of psychographic attributes of endogenous
and exogenous character does not rmmeeent market demands (Lee & Tsai, 2014). Gourville

and Soman (2002) state that such attributes include the customer's belonging to the social
stratum, his/her lifestyle and standard of living, personal characteristics, the value of the brand,
the good ame and the image of the company. Each of these attributes influences to varying
degrees the buying decistomaking process and the subjectively perceived value of the product

in the context of realized pricing policy activities, which is also reflectetheénresulting
effectiveness of the company's comprehensive marketing strategy. Pricing based solely on cost,
competition and demand factors is capable of generating a number of exceptions from the law
decreasing demand. These exceptions are often theesotirproblems in the context of
implementing and subsequently evaluating of the effectiveness of a company marketing
strategy (Kivetz & Zheng, 2017). Companies, that perform pricing primarily on the basis of a
combination of cosbriented calculation proiples or competitive benchmark tests, often do

not achieve the desired effect in fulfilling the marketing strategy in practice (Olah et al., 2019).
This is due to the fact that individual products and markets are characterized by specifics of
psychographd character, which significantly influence the customer perceived price / value
ratio of the product, which is the determining factor in terms of the buying decisions (Stefko et
al., 2019). This does not only concern the initial pricing of the product wlaeed on the
market, but also, in particular, the pricing activities carried out during the product's life cycle.

If the price is governed, irrespective of the psychological specificities of endogenous and
exogenous character, it is not possible to ifietihe correct price range within which price
manipulation can be realized without adversely affecting the effectiveness of the marketing
strategy of companies (Shpak et al., 2018). Methods that have so far been specially developed
for the needs of pricowith regard to the identified need to take account of perceived customer
willingness to pay are mainly: Gab@ranger method, van Westendorp method and BPTO
method. These methods take into account the influence of customer's psychographic profile on
price and customer perception, but only in isolation, without taking into account interactions
between these attributes and attributes of traditional triangular access. Their flaw is also that
they are not subject to the impact of these attributes on the tmgrk&rategy of companies
(Sroka & Szanto, 2018yVhile we can see significant advances in research on product pricing
or pricing strategies, many companies do not pay sufficient attention to understanding the likely
consumer reaction to their price oefKyzenko et al., 2017). As a result, companies have
insufficient knowledge of the consumer’s willingness to pay for their products.

169



48th International Scientific Conference on Economic and Social Development
"Managerial Issues in Modern BusinéssWarsaw 25-26 Novembe2019

The result is then pricing strategies that are not sufficiently adapted to their marketing
environment(Breidert et al.2015. Many studies have shown that even small price changes
and corresponding consumer behaviour can have a major impact on company profitability
(Marn et al., 2008 There are a number of product pricing methods. One of these is the value
based pricing m®thod, in which the willingness to pay is of great importance. If companies have
estimates of the consumer’s willingness to pay for specific products, it can make it significantly
easier to pricing. Through these estimates, they can determine produsipadevel that can
guarantee to a certain extent the consumer’s willingness to pay the price for a particular product
(Bartosova et al., 2015y he advantage of knowing the willingness to pay is to reduce the risk
of a situation when the companies wiktermine prices too high and the demand for their
products will be reduce@Abakumova & Primierova, 2018; Stonkute et al., 2018 the
previous survey, we have found out that there is an increasing interest in thenamted

pricing method. Based othese results, we have decided to explore the relevance of the
willingness to pay in the Web of Science database. Figure 1 illustrates the development of the
number of publications devoted to the willingness to pay issue.
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of Science database (own processing)

We can see that since 1996 interest in the issue has been growing trend in the publications,
which deal with the given issue within ttegpic addressed in the publication as well as in the
publications containing willingness to pay already in the title of the publication. Despite the
increased interest of scientists in the issue of willingness to pay, there are studies on which only
8 to 15% of all companies develop their pricing strategies on the basis of the likely behavior of
consumersNlonroe & Cox, 2001)There are many areas in which the issue of willingness to
pay can be applied. Andor et al. (2017), based on the results of twoeptifiesurveys,
identified a willingness to pay for green electricity while monitoring its change over time.
Hinnen et al. (2015) examined the consumer's willingness to pay for green products in air
transport using the conjoint analysis. Petljak et @172 examined consumers' willingness to

pay for organic food in Croatia, finding out that there is a direct dependence between
willingness to pay for the products and the amount of household income. Thompson & Plangger
(2016), in their contribution, focude on exami ning the consumer s
consumer protection services on because of their privacy concerns.

2. KEY ASPECTS OF WILLINGNESS TO PAY

Willingness to pay is the highest price the consumer is willing to pay for the prddweta(
Noughabi et al., 201)7 In the process of price setting, willingness to pay is a key component of
consumer demand, and its knowledge is key. The product price is determined by the market,
while the willingness to pay is determined by sleeioeconomic characteristics of consumers,
their attitudes, or the intent and perception of product quality attrifilsck et al., 2002.
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Willingness to pay is positively influenced by consumer incomes, financial expectations, or the
importance of onsumer status or lifestyle. On the other hand, the willingness to pay can be
negatively affected by consumer th(ifrank et al., 2015 here are two methods of estimating
willingness to pay, direct and indirect (Alshehhi & Olah, 2017). The differeatweden these
two methods lies in the type of questions that are asked to the consumer. The direct method
involves direct asking consumers how much they would be willing to pay for a particular
product, this questioning is in the form of open questions difieet method result is the price
determined as the average of the prices given by the customers. It is essential for customers to
know the product. This method is mainly used for products that are innovative and have no
competition yetThe disadvantagef the method is that the subject of the query is the price of
only one product. In the indirect method, companies offer consumers specific options from
which they can choose specific valuwes range of valudbat are willing to pay for a particular
product(Sass, 201)7 However, it is not always possible to determine the willingness to pay.
Willingness to pay is a very specific and subjective variable. Also, in the case of new innovative
products not yet in the market, consumers have a problenmileitey the value they could pay
for the product. The context also affects the willingness to pay. This means that, for example,
consumers are willing to pay a higher price for the same product at some luxury restaurant than
in some fast food. These aretfthat companies must take into account and must be able to
select products where the willingness to pay is relevant in the product pricing process. These
facts, however, are the reason why all methods used to determine willingness to pay are
considered dtorted and inaccuratSalako et al., 2017; lonescu, 20Ilhe ofterused method
for determining willingness to pay is the Van Westendorp gassitivity meter, which helps
to determine the acceptable range of product price for customers, or thepaweein which
customers perceive the price of the product as acceptable. This method is considered to be very
simple and practical, but there are still doubts about its ability to clearly denounce about the
willingness to pay. This method is particulaslyitable for companies offering consumer goods.
There is a prerequisite for a sufficiently representative sample of respondents. The essence of
the method is a questionnaire with four questions, which must have the exact order, as follows
1. Atwhat pricewould you consider the product to be cheap?
2. At what price would you consider the product to be expensive?
3. At what price would you consider the product to be so expensive that you would not
consider buying it?
4. At what price would you consider the producb® priced so low that you would feel the
guality couldndét be very good? (Kunter, 20:

GaborGranger technique is a technique that is based on the fact that prices are quoted in a

random order. The advantage of the method is that it also examinesaguns for which the

respondent considers the price to be unacceptable. The questionnaire includes two questions:

1. Would you buy this product regularly if it

2. "Why would not you buy this product? Do you find him too expensive or do you think he
does not provide adequate value at that price? "

The advantage of the method is, according to psychologists, also a random order of prices that
does not produce stereotyped responses. A significant positive is the ability to determine, in
addition to the ptimal price, the price limits for individual segme(¥alaskova & Krizanova,

2008. Conjoint analysis is an indirect method of determining willingness to pay. It is aimed at
simulating the real decisiemaking process of consumers. Consumers in puradpdgicisions

take into account a number of attributes (e.g. price, brand, packaging, etc.) that always have
multiple levels, that is, we have, for example, four different product prices, multiple pack sizes,
and so on.
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The purpose of this analysis is ta@®nine the importance of each attribute with respect to all
other attributes. It determines the attractiveness of the individual attributes and also the degree
to which the consumer's purchasing decision affects. It helps to identify the most desired
product and also to determine the focus of marketing communication, which attributes need to
be communicated. Last but not least, this analysis is important also in the process of setting the
price of products, because if product price is one of the most tamp@ttributes of a product,

we can determine the optimal price level. The advantages of the method include the ability to
realistically quantify the brand's price advantage over competitors, or quantify what customers
really benefit from(Palus et al.,@14). The Brand Price Trad®ff (BPTO) method is based on

a similar principle as conjoint analysis, but in this case, consumers are shown multiple brands
at once and consumers have to choose the preferred one. It is used to determine the effect of
increasng and decreasing the prices of products for sale brands. Based on this method,
consumers evaluate products and then companies adjust prices until consumers stop buying
(Parobek et al., 20)4n the following Table 1, we compare takovedescribed methods used

to determine consumers' willingness to pay for individual products that help determine price
margins for individual products. They are compared in terms of several characteristics, with an
emphasis on their advantages and diaathges.

Tablel: Comparison of the selected methods used to determine willingness to pay (own
processing)

Method

PRICE
GABOR-GRENGER CONJOINT
SE’,:IA?EI.ITQQTY TECHNIQUE ANALYSIS ZIFEY

Characteristic
Type of method

Direct method Direct method Indirect method Indirect method

The orientation

Price Price Product attributes Brands
The essence Questioning through a Questioning through g . . Simulation of
! . . ! . A Simulation of .
guestionnaire with guestionnaire with . . purchasing
: . ; . purchasing decisions s
precise four questions precise two questions decisions
The result Determining the
attractiveness of
individual product Impact of
. . attributes. The optimal pact
Optimal price and combination of price product pricing on
Optimal price range price range for and othe rodlE)ct brand sales.
individual segments ) prod Determining brand
attributes. Estimate lovalt
demand based on a yaly.
combination of product
attributes.
Advantages Simplicity, practicality, The ability to

a sufficient

representative sample
of respondents, finding
aproduct's competitive
position in terms of
price, ascertaining the
consumer's reaction tg
changing the price of
an already establisheq
product on the market|

Simplicity, orientation
on the reasons for
price unacceptability
for consumers

reaistically quantify
the brand's price
advantage over
competition,

It also takes into
account other attribute
important to the
consumer, excluding
the price.

Takes into account
the competitive
environment.

Disadvantages

If a new, innovative
product is testd, the
method is less
effective.

It does not take into
account all attributes o

buying behavior.

It does not take into
account other
attributes of buying
behavior.

The rating of

respondents is still not

as realistic as the actu
purchase oproducts.

Testing is usually
too long, laborious,
and complicated.
Large samples are
needed.
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As we can see, each of the selected methods has its advantages as well as the limitations that
need to be taken into account when choosing them. In practicdiraiimns of multiple
methods are used in practice. For example, a combination of Van Westendorp Price Sensitivity
Meter and Gabor Granger technique is typical. Regarding the BPTO method, given its
complexity, it is not normal to combine it with anotherthwal. It depends on the business
preferences that the method will use, as well as what information is needed in the pricing
process of its products.

3. CONCLUSION

In the process of price setting, willingness to pay is a key component of cordmeerd, and

its knowledge is key. The product price is determined by the market, while the willingness to
pay is determined by the soa@gonomic characteristics of consumers, their attitudes, or the
intent and perception of product quality attribufEseaim of our paper was to demonstrate the
importance of the willingness to pay in the process of price setting through a summary of
important theoretical backgrounds of the given issue. In order to meet the aim, we focused on
the characteristics of the clewsmethods of determining willingness to pay and their subsequent
comparison. Based on the provided literature review we’ve discussed these methods: price
sensitivity meter, GabeGrenger technique, conjoint analysis and so called BPTO method. On
the basisof the provided comparison, we’ve evaluated the possibilities of using individual
methods. It has been found out that the selected approach to the issue of the methodological
background of willingness to pay across typology of buying behaviour is ndededaused

by the portfolio of advantages and disadvantages of discussed methods across selected
characteristics. So, the need of selective approach to this issue has been proven what implicates
the need of relevant managerial skills in scope of prodpefifics convergence with
advantages of method used to detect willingness to pay in case of relevant market segment.
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ABSTRACT
The relevance of tharticle depends on the fact that the world market profound changes are
also reflected in the transformation of RF social and economic systems, comprising more than
80 regions that are differentiated according to their potential, resources and levels of
dewelopment. Over the last decade the cluster approach is gaining popularity in the system of
territorial entity administration. Using this approach allows to provide funding, workforce and
knowledge for the region as well as to boost the competitivenebke ghtticular area or
country. One challenge for clusters functioning is lack of effective communication, both
between ircluster members and with interested external partieslusterexternal interaction
i's a c¢omplandgpautl d d spyussthe likendssds ivteractme partieBeing an
economic micro system clusters are involved in communication policy of the area enabling
efficient information sharing with macrenvironment while maintaining the integrity and
establishing trusting relatiomgp with audiences. Cluster communications are the indicators of
a cluster current state and sustainabilitl. f in the early 2000s <co
advantages were determined by competitors possessing or lacking some information then now
in the condions of free buying and selling information, rival companies can easily obtain

similar i nformati on and under mine their co
complicity that is personal inclusion in and involvement with target audience as a chistacte

o f information is given a priority to. Cl u:
invol vement 0 as the | atter implies understanr

involved is just a cold message. It is cluster communications thatiared at forming

complicity in all the participants and interested parties (manufacturing and trading companies,
financial establishments, scientific organizations etc.) which, in their turn, contribute to
achieving common goals, work coordination andiraisg a cl ust er 6s compet.i
Keywords:cluster, communication media, complicity, globalization, liviaigy

1. INTRODUCTION

The word Acommunicationodo has become very po
seems to be paradoxical: the more fratlyethe word is used in different context the less
meaningful it becomes. In the Western world of 1960s inability to communicate was considered

as a flaw so was it in the later Soviet regime period. Over the last 10 years the area of using
communication$ias expanded considerably, being supplemented by new scientific disciplines,
global processes and practical activities. In 1960s M. McLuhan argued that with the advent of
electricity as an instant communication medium and electronic communication médie@tha

out of it the world has shrunk to a village [4].
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Nowadays we constantly perceive electronic media interaction, instant interconnection that they
establish and instantaneousness of transmitting large amount of Gigabytes from one place on
theglobe to anotheinstantaneousness of information transmission enables society to function

as fAa gl obal villagedo on a universal scal e.
found in almost all the areas of our life activity: finance and megli@ducation and services.

However there is no particular #dAvillageo wit
comprise them all. Gl obal activity can invol

features [7]. Beginning from 1990s largy enterprises have been implementing their
communication policies with the focus on the global issues to share standardized information.
In the next decade communication media were unified-ftertat and graphic parts of
advertising means became intemcpeable. With communications being partially globalised
there is a local demand on the part of society: everything that has been promised must be lived
upinthedayjoord ay Avill ageo | ife. The global di mens
(for exampe those concerning environmental impacts, security level, quality of goods and
services, results of innovative activity and so on) should be embedded on the everyday live.
Otherwise it loses confidencBoday we are witnessing shaping of the new worleéiovehere

former (traditional) elements and factors are intertwining with the new ones. Trends that used
to be crucial for the world development are no longer considered as paramount. These changes
have generated diversified scenarios for the future (2@BGegy, 2050 strategy etc.)
Globalization as the objective phenomenon is a natural humankind evolution process which
implies the shift from separate nations and states to interconnected and interdependent societies.
Social proximity and contiguity of nesocieties can be shown in three projections [Ihg

firstonei convergencéi s t he ground for establishing fa
almost all industries. Contiguity or shared concerns contribute to identifying a target audience.
Forexampl e, childrend6s iIissue as the matter for

food manufacturers and educational institutions. Therefore, large companies and every state
should be interested in becoming active participants of globaliztiase their competitive
advantages or compensate for limitations due to shared interests and interaction with other
participantsAnother projectioni having similar ideology helps to define several groups with
shared values inside a community. This iknty affects public opinion when considering
adopting some ideas. The process of communication among people is translated to their value
systems interaction at the rate their cultures allow. But there are some issues which are
significant for forming pblic opinion and, therefore, should be given priority in
communication process. These are family values, environmental and health issues, cultural life
issues, values of sports etc. which are shared universally regardless of national boundaries and
socialand professional diversity. This sort of values underlies communication policy of the
cluster [10]. The third proximityi geographical cdocationi is defined by the degree of

peopl eds and compani esd physi calforpotef@nean ce i n
and content. Geographical proximity can be d
participants?©o residence, a zone o f econom

A

subcontractors), an ecological footprint zone formed due ®tcle r 6 s acti vi ty,
administrative structure of the area, mass media coverage. It is geographical proximity that
makes the two previous ones more distinct. According to the authors cluster arrangement of the

area is the unique symbiosis in whishc | osenesso of ideal s, conv
proximity can be fully realized. Value of communication for companies used to be in the fact
that it served as a pole of attraction for d

a sectorBut in the light of a clustering approach that is applied to business organization today
we can argue that now communication is about establishing and maintaining efficient
relationship with audiences we are interested in.
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2. THEORETICAL BASIS

InM. Porterds definition of cluster i nterdepe
emphasized. Throughout the time of cluster existence its notion has expanded to encompass
industrial and innovation activity (Figure 1) [1, 2, 5, 6, 7, 9].

Figure 1: Cluger definitions

Modern approach to clustering regards cluster as the tool for dealing with organizational issues
rather then a theoretical term or geographical landmark. Worldwide clustering experience has
shown that clusters are coordinated by meamewéloping infrastructure facilities. Although
some European clusters create new institutional arrangements instead.

3. CHARACTERISTIC FEATURES OF COM UNICATION ENVIRONMENT OF A
CLUSTER

Development of universal information field of a cluster means cgeditie communication
environment that embraces its real and potential participants (Figure 2).

Figure following on the next page
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Figure 2: Participants of the information environment of a cluster

vectors directed outward and connected with the external environment through particular
channels (Figure 2). We point out three vectors of cluster commumisati
Firsti visible communications. They are obviously seen. We can watch how they operate.
provide communication between
clusterinvestor or participarddministration channels. There is also tiomal
communication between cluster and its opponents aimed at contribute tonrakiyeg
process of a cluster.

M

They

Second’ latent communications. These channels result from proximity phenomenon, but

cluster

communication through them is not always possible. Thagirevague and unclear unless
co-located participants have shared concerns and the commitment to communicate.
Awareness of latent communication channels is important for working out@resisntion
strategies when identifying keyarticipants of communation matters a lot.

Third i potential cluster communication channels of cluster communication which are the

systems characterized by ideological similarity, shared values and strategic development.
They are used for implementation of sponsorship and charity programs andesnaan
of businesses images.

It has become obvious the first two channels should be used for taking the views and monitoring
participants. Thus, cluster communication developers should be capable of effectively applying
them when surveying opinions ananitoring participating groups. The third vector provides

a lot of freedom of choice. Profitability assessment for maintaining the image and credibility of

a cluster can reinforce communications of the third vector. Cluster communications as

integratonto | s shoul d seek to get a feedback

when dealing with universally shared concerns. Making judgment about such issues (family
problems, health issues, environment protection, security) should be done only efidr car
i nvestigation into c¢l| Use ensure camplicity iofcganpcgpations

bet ween clusters and target groups
monitoring to identify the issues that might cause denial. Tadayu st er s

t 6s n
donot

information from either mass media orgluster communication media. We live in the time
when mass media and social networking cult have yielded positive results. For example, much
attention has been paid to cluster 4tps tha, in turn, has brought about higher professional
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skills in journalists working in this areBased on the fact that it is botimformation and the

channel it is communicated through that provide effective communication professional

experienceisgivinggp t he wi despread use of mass medi a

broadcastingo has been coined t o repl ace

communications. There are three specific features of clustering and interaction to be

emphasized. Thegfer to intensiveinformationexchangeandcommunication

1. specific nature of a cluster resulted from concentration of businesses of particular type can
attract and support skilled workers;

2. economic systems uniting labour force unions with special skills attract companies that are
then clustered within them;

3. technological groundwork that generates excessive knowledge (knowledge transfer).

However communications are not of similar significarnio all clusters: industry clusters are
focused on cost minimization and do not consider new awareness as the main competitive
advantage. They are likely to manifest a high degree of informahianng. Innovation clusters

that are designed to generaw technologies and manage competences see new awareness
and intensive information exchange at low to middle level as their key advantagdhgr2).

are three factors that affect the level and feasibility of communication: to what extend the
informationtransmitted is related to the area of competition: what benefits particular companies
get through obtaining new information under existing competition rate; how promptly
information is delivered from different sourc&ne of the latest concepts of comruation is

that of a livinglab, which is environment, network, community, organization, project,
ecosystem operating on the basis of spafiglic-private partnership where users are given the

key roles in the innovative activity and direct involvementresearching, developing and
designing a new product or service [B)ing-lab is a form of activity and innovative tool that
serves as a communication platform for desigrmrsumer interaction. From the livitab
perspective, every cluster participaontributes to it in a particular way when taking part in
communicating process. Universities and research institutions are responsible for generation of
expert and theoretical knowledge. Governmental establishments give impetus to territorial
development,provide support for settingp living-labs and their functioning through
budgeting, marketing, attracting customers and experts. Sanmallmediurssized businesses

are offered new ideas on how to expand their operations while larger companies are given the
priority in designing new products using jointlyeated innovative methods. Consumers and
general public are livindggb keyplayers of innovative process. They get involved in
communication through generation, discussion, testing innovation producttetd d cluster

target consumer. ICT provide technology platform and online communicatauing
competence and expertise is the main requil
demands create various supplies. Some cluster members might neespscrakzed expert
assistance while others rely on rgpecialized agents capable of performing particular jobs.
There are participants with natievide demands (sometimes only local ones) or those seeking
going global. In all cases the level of competeischighly important.Careful studies into
cluster entities interaction have revealed some key needs to be met first for providing effective
communication. Firstly, need for keeping participants updated, establishing new contacts and
creating evenholdingp | at f or ms . Secondl vy, pl atforms for
and building relationship are to be created. Hence, the role of social networks and virtual
interaction for communicating clustezlated information to all the participants, sharinggisl

and creating professional communities should be emphasized. Thirdly, there is the need for
launching and customizing the platforms for reaching individual professional goals. Fourthly,
providing direct communication in the form of live meetings andotiations for effective

cluster functioning.
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Fifth, need for providing venues for universggecific activities such as projecting and intra
institutional development [8]. Depending on the types of cluster participants the priority types
of their commurtation can be distinguished: meetings, open dialogue and relationships are to
be used by large companies and medionsmaltsized businesses. For educational institutions
these are open dialogue, intrstitutional development and projecting. Researebluster
organizations better communicate directly through individual participation and open dialogue.
Any common features found in communications used by cluster members mean similarity of
their demands.

4. CLUSTER AUDIENCES COMMUNICATIONS

Communicatio with diverse internal and external audiences is significant for any cluster
functioning. The question arises: how to identify target audiences and what théhareare

three ways of identifying audiences to be highlighted. First: carrying out saliahalyses of

audiences which is a simple but the most commonly used method. It implies working
systematically on compiling clustersd audien
relations with them. Usingpthysrappwbaclke wet
contribute to the evolution and development of clusters. These audiences include ministries,
municipalities, tradeinions, regional departmental representatives, -guMernmental
organizations. There should be topologies am@&eollections of key persons of all such
audiences who might affect communicattmnlding process. Being able to establish instant

direct communication with target audiences is seen as the essential condition for a cluster start

up and its management toAny well-established company or powerful audience which causes
potential threat to a clusterds existence mu
part of informal audience it might escape consideration as inconsequential. Buildirayehly

of audiences along with detecting values and transmitting information are integral parts of
cluster communication policce c ond : prompt or mar ket (expec
catalogues are not final and have to be updated as audiencesdnotidhecessarily maintain
steady relations with clusters Ainhabitantso
This category of volatile audiences comprises construction and trading companies, tourism
organizations and cultw&ndleisure entersLearning the audience is vital for determining the
elements (ideas and groups with joint interests) that will be shared or not by a cluster participant.

For audience awareness ensures implementation of reasonable timely corrective
communication paty. However, compatibility of different target audiences is not only about
shared ideas. This approach is based on the actual situation when the roles of participants and
what might be expected from them are obvious or can easily be revealed. Comnmnicatio
should be studied and analyzed in terms of audiences involved to make sure they are committed

to support a particular idea or view. Intended audiences are formed by making a cumulative
impact on them. The more general is the issue concerned the moee ygiclambiguous

features of audiences are. In many +dalsituations it is specific cases of specific audiences

that are of bigger interest. Thus, a communication analysis is to be done for assessing its sources
as well.Communication between intendeaatéences and general public is done by diminishing

the importance of primary source of an opinion while focusing on the message. Thus, if a
renowned medical doctor publishes his article on interdependence of +oeuetnal
mechanism and sexual compulsiona scientific journal, it is likely to generate interest in a
popularscience magazine journalist writing about this sort of things. That journalist will make
references to that article and borrow some its ideas by putting them in the simplest way but at
that being careful not to make any distortions of the medical notions of the original article. The
journal will then be spotted by a scientific illustrated journal reporter aimed at general reader.

And it will be reasonable to adapt the information inoadance with mass communication
requirements: eyeatching heading, brief presentation that means not being scientifically
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accurate and precise, do not mentioning the source unless it is worth mentioning to prove the
significance of the contents. Eventyalbriginal information will be delivered in the

Adi stillatedo format with no source referen
Her eby, cluster communication providers have
mess o t o dgfigerestallieslhns rivialeveheniwarking with various audiences. This

logic of approving or disproving any information for cluster communication is applied to any

stage of communication progranbue to the development of internet technologies
professionals have been given the quicker access to data bases containing all the necessary
information. In addition to it, the number of reliable computer facilities has been increasing,
thereby enabling carrying out thorough contextual, semantic andlsggianalysis for

deepening the degree of a specific message impact on a specific target audience. Doing a direct
survey of the selected leaders of intended groups (public, political and others) is the important
part of the process of studying intendediances. Carefully done surveys help introduce key
communicators to cluster Ainhabitantso and ¢
communication think and what mechanisms to be used as most effective in terms of cluster
developmentAll above-mertioned criteria are of institutionalized character. They contribute

to detecting audiences from the global perspective of clusters development. They address all

the aspects of cluster functioning (social, finance, technological, commercial) but at tiwit are

bound to any meaningful event held in these areas. It is an audience itself, social impact of
clusters activity and visa versa that they are focuseMarket analyses should be backed by
institutionalized anal ys esregafdlessthefacutlatmarked s a u
communication supplies instant return its ldegn impact runs counter to the interests of

building longterm communication. Therefore, clustering communication strategy must be
worked out with dialectics existing betweshortterm benefitsandlonger m pr ogr ams 6
in mind. The third approach better described as utilitarian or supplementary as used for picking

up the audiences with specialized skills. In their case communication is given a supportive
function in praviding other activities of a clustdBefore startingup the communication process
applying a supplementary approach is viable
associatesd concerns, communi cat inefihcapplet t er n:
gained from clusteaudience efficient communication. Efficient communication means
promoting added value or cesfficient relationship within clusters as well as with the external

target groups. Only when clusters actively benefit the gothiely can be viewed as its valuable

assets.

5. CONSLUSION

Thus, incluster relationships are being established where there is the linkage between its

entities which enables them to communicate with each other as it is in airways, railways or road

links. Specialists responsible for providing cluster communications should aim at facilitating

communication between businesses and their target audiences for transmitting relevant

information. It results in some impacts on the type and patterns of commumicsdio.

1. Cluster communication is the applied activity that demands some technical skills.
Nowadays there is a large gap between thewaiing specialist and practitioner who relies
on experience and personal connections to be noticed when talking abfassional
background. There is a clear difference in the ways they work. It is that difference that
should be considered as significant as only one of them is capable of creating a sustainable
cluster infrastructure, no matter who designs or implements it

2. Those wh o I ni ti ate communi cati on Sshoul dn
communication environment. They should be allowed equal participation in managing
communications. Peripheral positions should be given to other cluster activities that provide
communication between finance and HR management, between Directorate General and

182



48th International Scientific Conference on Economic and Social Development
"Managerial Issues in Modern BusinéssWarsaw 25-26 Novembe2019

relevant audiences. That means that communication policy and {itduster

i mpl ementation programs are to be drawn u
performers and tbe transparent for them. The person who manages the communication
process must be aware of the any internal and external communication initiated by a
peripheral participant. Otherwise his activity might be viewed as inane as being inefficient

for preventirg malfunctions.

Communication should aim at building mutually beneficially relations. We might have referred

to the textbook analyses of making a commercial deal on each communication stage: any
interaction between parties can result in putting themhénptosition of either a debtor or

creditor. The aim of communication management is implementation of the balance needed to
be maintained between clusterds fAcreditorso
general and at each stage in particulam@unication efficiency when dealing with different
audiences can be either increased or decreased depended on the patterns chosen. Any error
made in the communicatidouilding process can turn counterproductive. Positive information

when used in the inapgpriate way can be perceived as negative by target audiences. This can

be exemplified on the case with companyds s
outstanding financial results without explaining their benefits to workers. The primdrgfgoa

cluster communications is to provide a favorable environment for implementing the goals set
through effective costfficient operations. To quantify the results of communication a precise
assessment scale should be developed. For this purpose thabjdetives are to be identified.

Their type depends directly on the content and duration of the program. Different challenges
are to be addressed when selecting actions to be used in marketing goods and when working
out mediumterm strategy for strengthimg an institutional identity. But both are restricted to

a Acommumnomp@ltiiointyd pattern. It i's this woroc
involvement (or creating complicity) without communicating properly (that implies
understanding) means gmotion while communication without involvement is informing.

Thus, objectives set in the communication program must contain detailed description about
information delivered, its target audience, people involved in providing communication and its
aims. The ef ore communication is seen as the key
exchanged may refer to technologies transfer or be a sort of «locality information». Defining
proper cluster communication targets and goals is crucial for clusteringectsroj
implementation. For clustering turn to be a +ieasible project if no benefit from information
exchange is expected.
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ABSTRACT
Given the territorial proximity of Croatia and the fact that for almost 400 years it made part of
the Habsburg mormrahy, i.e. the Austrdlungarian Empire, Croatia has been exposed to the
significant influence of German speaking countries. Mutual contacts and interference of
Croatian and German population have lasted for centuries, therefore very intense language
interference occurred too as a result of historical, cultural, economic and political relations.
The knowledge of German has been extremely important through the history on the area of the
Military Frontier and in other parts of Croatia, while the influence amghortance of German
vary in dependence of the studied field. In the context of Europe, German language is still today
one of the most common European languages taught all over Europe in schools and higher
education institutions. At the same time, it i® @ official EU languages along with English
and French. German language has been taught for decades in elementary and high schools, as
well as in higher education institutions in the Republic of Croatia. The aim of this paper is to
analyse the presencé @erman as foreign language within the framework of national tourism
and hospitality management study programmes. For the purposes of this paper, the
guestionnaire was designed and then distributed in electronic form to higher education
institutions who rat the criteria of questionnaire, i.e. who belong to the economic category
within MOZVAG system and offering some sort of German language courses. The practical
part consists of interpretation of data collected in May and June 2019 and of set hypothesis
testing intended to determine the motivation for German language learning within students, as
well as their perception of the taught language in different regions in the Republic of Croatia.
This research resulted in determination of the student profil&, thativation, perception of
the German in everyday life and in their professional life, as well as of the presence of said
language in study programmes which made part of this research.
Keywords:Croatia, cultural and historical contacts, German langaatpurism and hospitality
management studies

1. INTRODUCTION

Position and significance of a certain language in the world is being measured by economic,
cultural and political influence which that language has within international community. Also,

the significance of a certain language does not depend only ogdsaghical presence or the
number of speakers, but it also depends on its teaching presence in schools and higher education
institutions. The fact that German is being taught outside German speaking countries also
contributes to its international positi¢i&loss, 1974).
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In comparison with the position of German language 150 to 200 years ago, this language lost
much importance (Konig, 2004., p. 6). Furthermore, its importance lags behind in the
globalisation era. Although its role in political institutions the EU has been neglected,
especially in comparison to English or French, there is 14.500.940 people learning German as
a foreign language (Ammon, 2018., pp. 12.). Itis indisputable to talk about the importance that
German occupies in educational systef many countries. The interest for this language is
very high, especially in the domain of economics. While speaking about the presence and
German language learning in Croatia, we must emphasize that, although there are very intense
economic, culturalrad political relations with German speaking countries, as well as the growth

of tourism and growing number of German speaking tourists, German is being learned in
schools in Croatia as second or third foreign language for decades. What place German
languag@ occupies as a foreign language in study programmes of national tourism and
hospitality management higher education institutions in the Republic of Croatia? In order to
answer that question we conducted a quantitative research. After the theoreticaf Hasis
paper, we will show the results determined through conducted quantitative research. Authors
will also precisely define the profile, motivation and perception of tourism and hospitality
students who take courses of German as foreign languagehan Bdpcation institutions. We

will provide an overview in the used methodology, followed by the data elaboration and
interpretation, and the test of two hypothesis derived from obtained data correlation. In the
conclusion, authors will sum up presenteelisl and observations.

2. CULTURAL, HISTORICAL AND LANGUAGE CONTACTS BETWEEN

GERMANY AND CROATIA

Given the territorial proximity of Croatia and German speaking countries and the fact that for
almost 400 years it made part of the Habsburg monarchy, i.e. the Alistgarian Empire,

we are speaking about centuries old connection of Croatia and Germmainies Earlier

examples and documents of mutual contact have been recorded already in 9th century.
Available sources provide us an introduction in territorial and political connection of Croatia

and Germany. The beginning of Croatian and German langoaggct goes back to the Middle

ages. That influence continued for centuries. In the beginning of 13th century, German colonists
establish their settlements on the area of then Croatian territories, while German speaking
population leaves deep traces armhtobutes to the affirmation of economic and cultural
connections with Croatian speaking area. German had a special place in the Military Frontier

in 16th century, where it had a s8/.aPavdin of of
writes moe on contemporary institutionalisation of the army and preferable education on the
university level (2018, p. 83842). In this paper, authors have intension to focus on mentioned
German language learning. We noticed that, during 18th century, Germarebetanguage

of broader than regional communication used by society elites, while Latin remained the

|l anguage of science and politics and Croati a
In second half of 19th century, German gains in importancebecomes a regional language

in central and centradastern Europe, expanding on Croatian territory due to Austrian influence.

An important element for German language learning on the territory of the present Croatia was

the educational reform in 18dentury. In that period of time, German was of great importance

for citizens because Croatia still made part of Habsburg monarchy, therefore German was at
the | evel of the official | anguage, which <ca
raised at the level of state language and an uniform speech norm of high German was
introduced, while Gottsched's standard works Basics of the art of German and short edition of
the book The core of German speech art were introduced into Austrian educaticesl stor
(H2usl er, M. prema Wiesinger, P. ., 1983, p . 2
insight in study programmes of that period, which were intertwined with German components.

186



48th International Scientific Conference on Economic and Social Development
"Managerial Issues in Modern BusinéssWarsaw 25-26 Novembe2019

In the mid19th century, northern Croatia was mostly bilingual &udtrian German was
especially prominent. Stanko Gepil (1996, p
Ger man: ANumerous written documents, such 8
Austrian vocabulary are the proof that German language in i€roas always Austrian

German, while pronunciation rules describe exactly the communication language used in
Austria.fin As a proof of strong cultural and
territory of the then Croatia, Gabriella Schubert (2@030) cites the example of Osijek, which

used to be one of major centres of German culture during the history, town with the biggest
number of German inhabitants on the area between Drava and Sava, i.e. between Danube and
Sava. Influence of German culéuin Croatia was furthermore visible in different social classes

and in everyday life. It was reflected in the use of German expressions and in the presence of a
higher number of German and Austrian loanwords in everyday speech. Role and presence of
German language greatly reduced in first half of 20th century and only at the end of 1960's it
became a mandatory high school course in many parts of Croatia and equal to other courses.
ASecond half of 20th century anntaperogpoitig al | vy
migration processes. (...) During that time, a big part of working population (gastarbaijteri
Gastarbeiter) way employed in Germany and Austria. Half a century later, in 1991 and 1992, a

big part of population moved to Germany and Aastand after the liberation and the
independence, Croatia establishes stronger economic and cultural relations to Germany and
Austria (Krpan, T., 2015, p. 312.)d For deca
language. With the developmeot economy and tourism nowadays, the need for German
language learning increase rapidly, along with strong economic, cultural and political
connections of the Republic of Croatia with German speaking countries.

3. RESEARCH ON THE PRESENCE OF GERMAN LANGUAGE

Practical part of this paper consists in the interpretation of data collected in May and June 2019,
primarily for the need of the final paper (Znaor, 2019). For the purpose of this paper, Pavelin
assisted in conception of the questionnaire, whichdigtsbuted in electronic form and sent

with the demand to institutions who met the criteria, i.e. offering a tourism and hospitality
management study programme in Croatia and have some iteration of German language as a
course, either mandatory either aptal. The total of 95 responses was collected. Cleseeéd
guestions constituted the questionnaire, while the pool consisted of 8 questions, where eight
questions consisted of 3 statements that respondent had to evaluate using the principle of Likert
scak. This pool was used to determine the profile of German language students in those specific
study programmes, to determine their opinion and satisfaction by the course and to determine
their perceptions on the usefulness of this course in their futwweraalated to their studies.

The biggest research limitation was respondents’ willingness to participate in this questionnaire.

3.1. Data analysis and interpretation

The pool was created in Google Forms programme, distributed throughrthié éfter the

data entry in Excel tables and adequate coding, authors conducted data analysis. Considering
the number of respondents and with the aim of paper legibility, we edsaed tables with
collected data. First question was set to determine respondent's gender. According to the results,
women were the majority of respondents. The reason for this question is following: it helps to
create a demographic image of respond@us structure in this case was irrelevant, because

the questionnaire was created for students, therefor it is logical to make a conclusion that the
majority of respondents will be at the age of 18 to 30), to determine the disproportion which
provides thensight in the structure of potential future workforce in the field of tourism and
hospitality, where the gender represents an important variable for the further analysis of
research sample.
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There has been 71% (67 persons) of women and 29% (28 persore) among respondents.
Second question was related to the responder
were: fulttime student, past i me student, status Asfi and gr a
not represented, given that in this cagefiresents statistically insignificant group of 1%. The

most represented group of respondents weretim#é students, which brings us to the
conclusion the major part of students in this research has a tendency to do their assignments on
time, which is léer reflected on future activities at work and in their environment. It is related

to theoretical knowledge at the end of their studies and to their connection to the tasks in tourism
and hospitality. There has been 61% of-fule students and 36% of pdime students. Third
guestion used for the purpose of further det
the question on the town of their studies. This question was very important in setting of future
hypothesis. Among all the towns which hstddy programmes in the field of economy, 16

towns met the criteria defined by the subject of this research. We were able to collect data from

7 of them located in different parts of Croatia. Those towns have several study programmes
offering German languge as a course, therefore the sample was representative despite small
number of towns. Taking into consideration that Croatian regions such as Dalmatia and Istria
generate significant revenues from tourism and hospitality related activities (much more
sign fi cant than regions of MelLi murje or Sl avc
expected that the reasons for the choice of studies and further plans may vary among studied
towns. Therefore the biggest nentatibneattendstheir e s p o
courses in Opatija (approximately 34%), followed by Zadar app. 20%), Rijeka (app. 17%),
Slavonski Brod (app. 13%), Zagreb (app. 10%). Less represented towns are Vukovar with 5%
and Gibenik with 1%. F o degreehof tien gusliesi Thnougiwthes r e |
research of study programmes which met the criteria of the questionnaire, we came to the result
that there were 4 possible categories: undergraduate, graduate, integrated undergraduate
(category without respondents) daigraduate and specialist professional graduate studies.
Individual study degree of the respondent gives us an insight in curriculum of each particular
study programme. Given that the majority of respondents (95%) are undergraduate students, it
means thamost of them possess basic knowledge in professional language, while the minority
(4% respondents on specialist professional graduate studies and 1% on graduate studies) master
professional vocabulary and knowledge related to Germany and its historgdaliight on

graduate studiegifth question was related to the type of studies, state or private. Reasons for

the choice of such segmentation was the insight in the financial state and possibilities of persons
who attend those studies (this can be rel&etie ability of the individual to visit a German
speaking country through the removal of one problematic paradigm, i.e. affordability of that

trip) and determination of potential differences in studied material and/or teaching intensity in
comparison tahe one at state universities. Research showed that majority of respondents
attends private university, i.e. approximatively 93%, while 7% of respondents attends state
university.Sixth question was used to determine the motive for choosing German as a foreign
language and as a course. Among possible answers (continuity in learning, | consider it will be
necessary for me in future, | think | will find a job sooner) respondents cbolose one or

several answers. The majority (55%) offered multiple answers, and 45% of respondents chose
only one. The most respondents considers that the knowledge of a language will be necessary

in their future life (62 responses). As a result of glisagion and frequent interactions among
countries with different languages, the knowledge of English is not being treated as the
knowledge of a foreign language, but as the rudimentary knowledge and the skill which should

be mastered for successful comnoation and business in every area. Therefore, people
speaking more foreign languages possess several very useful skills in everyday interaction.
Seventh question concerned the visit to a German speaking country. Studies of tourism often
organize educatiohgurneys which can be done in the area of the biggest interest, depending
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of a chosen course. The majority of 76% respondents still did not visit a German speaking
country. In one of previous questions answers showed that the majority attends a private
university, from which we can make a conclusion that those students come from wealthy
families. Despite that, the number of students who visited a German speaking country is small.
If the economical variable (in this case the expense) is being taken muthisoquestion, one

of possible explanations for this disproportion can be the lack of the interest. It should be
mentioned that the answer to the question of the best learning method was the interaction with
native speakers, i.e. the visit of a coun@y.course, there is a possibility that they still did not

visit a country due to the organized journey during graduate studies, which would make sense
given the fact that the majority of respondents were undergraduate students who take German
courses. Thashypotheses should be tested in a separate, potentially qualitative research. The
last question in this pool consisted of 3 statements that were supposed to be evaluated through
the match of corresponding numbers from 1 to 5 according to the Likertpsoadple. First
statement was related to the opinion that learning German has its advantages in comparison to
other foreign languages. The most common grade was 4, i.e. | agree, chosen by 43%
respondents and 5, i.e. | extremely agree chosen by 29% resgpmnahile the less represented
grade was 1 or | extremely disagree with 3%. We can make a conclusion that the majority agrees
with the statement. Potential reasons for this can be the connection between globalisation and
English and the fact that Germasecond most common language within the EU. Second
statement in eight question was directed on the opinion that the completion of their studies
results in the advantage in employment at the European market. Given that we are dealing with
tourism and hostality, the importance of foreign languages is indisputable. The most common
grade here was 5, i.e. | extremely agree with 36%. It was followed by grade 4, i.e. | agree with
31%, (I do not agree nor disagree) with 21%, 2 (I disagree) with 10% and thertes®n was

1 (I extremely disagree) with only 2%. Altogether, general agreement was reached according
this statement, too. Regarding the nature of the market, it should be expected that the employer
is going to want to have the most qualified workersmapleyees, where those qualifications

and that credibility arises from the study degree and other knowledge. When speaking about
European market whose knowledges are even more important because of the multilingual
nature of jobs in this domain. Third statemhin eight question was related to the opinion that
knowledge of German language at the higher level results in easier promotion on work. As for
the answers, the most common grade was 5 (I extremely agree) with 53% and (I agree) with
35%. Grade 1 was oa@gain the less common one with only 1% respondents. Their positive
option answers are the highest among 3 statements graded by the Likert scale here. Because of
previously cited statements on the importance of this language and extreme multilingualism of
the area and other statements, the reason for German language learning is obvious.

3.2. Testing of hypothesis

In the final segment of practical part, we are going to test two hypotheses according to the pool
results. Those hypotheses will bring 4 ermstr{@ for each) in comparison and those were
determined as adequate for the mutual analysis with the purpose of further profiling of the
respondents' group. The etquared test will be used to prove or disprove the hypothesis. In

the first case, we will aopare the entries on the status of a student and answers to the first
question grades by the Likert scale, i.e. does learning of German have any advantage in
comparison to other languages. The reason for the choice of those entries is the hypothesis that
partt i me student or status AsfAi students -will
time students, because they possess the experience on the job market, therefore their practical
experiences may positively or negatively influence cited stateomethe advantage of learning
German in comparison to other foreign languages.
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Table 1: Comparison of student's status and the grade of the first question of Likert scale

(author processing)

full-time parttime
Likert/status students students Total
Grade 13 21 6 27
Grade 45 37 31 68
Total 58 37 95

Prior to the representation of results, several things should be emphasized. First oftatigpart
students and Asi status students were put ir
test, i.e. over 20% of default frequencies in the tablaldhwt be under 5. For the same reason,

and considering the fact that the rating range from 1 to 3 individually does not represent
statistically significant segments in comparison to grades 4 or 5, a grouping of scale ratings
occurred in two groups. The/pothesis is as follows: HO= There is no statistically significant
connection between the status of a student and their opinion on the advantage of learning
German in comparison to other languages. The level of significante)(ori s 5 %. Thank:
previously stated entries, the theoretical value of a test conducted wegueie=7,815. Given

that the test size (app. 23,19) is higher than theoretical value (7,815), the null hypothesis is
rejected with a significance level of 5%. Therefore, there is8tatly significant connection

between the status of a student and their opinion on the advantage of German learning in
comparison to other languages. In second case, we intend to compare the town of their studies
with their reasons/motivation to choo&erman. Those entries were chosen because it is
expected that individual motives will be more represented in one region than into another,
which can be brought in relation to the importance of tourism in compared regions. As in the
previous case, categosigvere grouped in order to avoid lower frequencies. Also, the rounding

off the values was done as a result of the fact that one variable possesses a rational number with
recurring decimals. Towns were joined in categories which comprise towns in theeggone r

of Croatia, i.e. eastern or central. Motives were also grouped for the easier analysis.

Table 2: Comparison of towns of studies and motives for learning a language (author
processing)

Learning continuity/| | think it will be | think 1 will find
Towns/motives necessary in ajob Total
interest inlanguages future sooner/other
Rijeka and Opatija 40 32 20 92
Slavonski Brod
and Vukovar 8 11 8 27
Gi beni k ¢ 18 15 9 42
Zagreb 7 4 7 18
Total 73 62 44 179

The hypothesis is as follows: HO= There is no statistically significant connection between the

town of studies and reasons for choosing German. Theoretical value of this test for cited entries
was chisquare=19,675. Given that the test size (app. 90,34yler than theoretical value,

null hypothesis is being rejected with the significance level of 5%. We can therefore state that
there is statistically significant connection between the town of studies and their reason for

learning German.
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4. CONCLUSION

The conducted research has shown that there are 211 study programmes in the field of social
studies in the Republic of Croatia, both state and private faculties. From a total of 211 study
programmes, we analysed 53 programmes which met theacdfehe research, i.e. they offer
German courses in their programmes. Given that analysed studies are located in 16 towns, the
initial contact through the-mail was made with the secretariat of the individual study during

the summer semester 2018/20Me contacted seven towns mentioned in previously
interpreted tables. Hypotheses were tested through thequhred test to determine the
connection between tested variables. Through the analysis of collected data we determined the
connection between th&tatus of a student and their opinion on the advantage of learning
German in comparison to other foreign languages in the first hypothesis, and the connection
between the town of studies and the reason for the choice of German language in second. We
can m&e a conclusion that results of this research may be used in future researches with the
aim of further and more detailed elaboration of individual topic aspects and research problem
in order to better understand motives and perception of students inmtaanm hospitality
management in comparison to the presence of German as a foreign language learning on the
higher education institutions in the Republic of Croatia.
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ABSTRACT
The article clues the content of the problem of systemic transformations in the economy of one
of the regions ofRussia and the transformation of its fishery industry. The analysis of
complexing factors, the current development of the industry and the trends of structural
changes in regional production is analysed. The suppositions for the formation of industrial
clusters, including in the fishing industry, which may become the "poles of growth" of the
regional economy, are studied. Recommendations are given on improving methods and modern
tools for economic and geographical studies of the regional énoksstry netwrk.
Keywords polarization, growth poles, fisheries industry, sustainable development of the
territory

1. INTRODUCTION

Regional studies in the conditions of the transitive economy of Russia are relevant for strategic
planning of thedevelopment of large regions, including the Néfflest Federal District
(NWFD). Territorial differentiation leads to irregularity of the economic development country's
regions, including the subjects of the NWFD, where specific factors are ofiggEatance,
including the transborder position of the large region in relation to the main world economic
centers, the border position of the regions, including the exclave position of the Kaliningrad
region, unique natural conditions and resources, tih@eimce of infrastructure factors is also
important.The problem of systemic transformations and development of the subjects of the
fisheries industry (FI) of the NWFD is still not fully understood, therefore, it is necessary to do
researches to improve theds and modern tools for regional economic and geographical
studies of the regularities and factors of transformation, functioning and development of the
regional Fl.Theoretical and scientifipractical research of the regional economy, the economy
of FI weakly pick at the methodology and methods of studying industry problems, which
provide for their optimal practical use in the conditions of the modern transitive economy of
Russia and the transformation of its manufacturing industries [2]. The purpibseanticle is

to identify the natural and economic features of the development and transformation of the
fisheries industry of the NWFD, the main directions of changes in the territorial and sectoral
structure of the fisheries industry of the Kaliningynegion in order to ensure food safety,
determine the competitive advantages of import poaseand self dependence of Russian
regions with fish products.

2. CURRENT STATUS AND DEVELOPMENT PROBLEMS OF THE WESTERN
FISHERIES OF RUSSIA

Social stability inthe coastal regions of the Russian Federation brings, including a strategically
important sector of the economfisheries. Historically, coastal fish cannery are town forming,
determine social significance for the population. And although in the leatidé¢here has been

a positive dynamics in the development of the FI of Russia as a whole, but the Far East has
traditionally been the leaderowever, the current nascent stage of the Russian economy is
characterized by a radical revision of ideas admiptedicted economic structure of the fishery
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industry [1]. For example, in 2018 in Russia, 12.3 billion rubles were allocated to the
Governmens ponsored scheme fADevel opment of the
was increased by another 2 billinrbles. Thanks to such state aid, for several years the industry
has been steadily demonstrating positive dynamics [5, 11]. All this affects the price range of
local and regional fish products. However, imports of fish and seafood loom large, the buyer
continues to prefer cheap imported produdisng with the priority areas for the development

of the innovative economy of the Notthestern Federal District (nuclear, space, medical
technologies, etc.), the other areas are also of particular importanegafople, those closely
related to the development prospects of the fishery industry and-Wesh Federal District,

such as shipbuilding, biotechnology, ecological safety, and the development of new
technologies in the agiioased industriesn the NWFDQ two fishery centers have historically
developed- the Northern and Western regions. The northern fisheries region includes the
Murmansk, Arkhangelsk regions and the Republic of Karelia, with a weighty gross share of
70% in the fishery industry. The regi@ccupies the second place in theRallssian extraction

of aquatic biological resources in sea waters, in the total volume of the FI of theViXesth
Federal District his cut is 11.5% or 576.6 thousand tons, and the volume of seafood production
in the West Region is 80.4 thousand tons [Mestern Fisheries Areacan be divided into two
sectoral subareas: Kaliningrad and St. Petersburg (Leningrad). In 2018, in the Western Fisheries
Area in the Baltic Sea, the following types of aquatic biological ressunege extracted
(caught): pike perch, perch, burbot, European smelt, vendace, bream [15]. Meanwhile, Russia
is the only country in the Baltic region that is not a member of the European Union, but thanks
to international regulation, Russian fisherieshia Baltic Sea are in satisfactory condition, and

fish stocks are managed within the terms of the mandate of the countries of the European Union.
The quotas of catch of the commercial fishery species allocated to the region: sp¥at%o,
herring- 76.2% cod- 50.6%, flounder 93.3%, respectivelyin 2018, 80.8 thousand tons of

fish were caught in the Western Fishery Region, including sgdafl thousand tons and Baltic
herring- 24.5 thousand tons (an average of 106.8% on 2017.},2ddhousandans (82.1%

on 2017). In the current 2019, the catch of commercial fishery species in the Baltic Sea is
already 86.6 thousand tons, which is 3.8 thousand tons more than the prediction of availability
for the total allowable catch (TAC) for 2018 (82.8 thawstons) [15] . In the Western Fisheries
Basin, fish harvested was 7.9% more than in 208B.62 thousand tons. In the sprat fishery,

the catch increased by 3.8 thousand tansto 34.8 thousand tons. Baltic herring was mastered

by 0, 5 thousand tons methan last yearmore than 17.4 thousand tons [12].

3. PREREQUISITES FOR THE TRANSFORMATION OF THE KALININGRAD

FISHERY SUBAREA

Further in the article, we propose to pitch upon to some detail on the specific features of the
development and transformari of the Kaliningrad fisheries subarea, as the most dynamically
developing in the new geopolitical and economic conditions of theSmaét Russialn the

current transitional period of the development of the Russian economy, the possibilities for the

devel opment of the Kaliningrad region, as a

example, in under conditions of globalization, the s@donomic situation of the region is a
competitive advantage in possible Rusdtamopean integratiorit should be noted that certain
supposition have developed for this, for example, affirez=port, the proximity of the fishing
regions of the Atlantic and the Arctic Ocean contributed to the creation of the fishing industry
in the Kaliningrad region durinthe Soviet period, when fish capture in the sesdht of the
Pacific and soutlwest of the Indian Ocean , as well as in the bays of the Baltic Sea (five fishing
collective farms worked). During this period of development of Fl included a cargo and fishing
fleet, fish cannery, infrastructure with ship repair, fishing gear and packaging. Research

establishments served as the basis of the regional fishery industry, special attention was paid to
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the staffing of this type of activityl.he transitional type of &&sian economy after the collapse

of the USSR also affected the development of the regional Fl, this was connected to a reduction
of the government allowances, an becoming-aftdate fleet, high fuel prices, and the
constrained sale of caught fish abrdadcover operational expenses in remote areas of the
marine industry. The enterprises of the Kaliningrad region did not master allocated them quotas
for fishing in the Baltic Sea and the bays, as the fleet was poorly adapted to the new economic
conditions.The number of smaltapacity fleets was insufficient, the heritage of the USSR
large trawl ship could not fish due to international restrictions. A reduction in effectiviness of
the activity of the fishery industry was also caused by its breakdowsdptyate structures for

the extraction, processing and production distribution of fish.

4. THE USE OF THE CLUSTERING METHOD IN THE TRANSFORMATION OF

THE REGIONAL FISHERY INDUSTRY

In this regard, the research and identification of the main trends inrtherial and sectoral
structure of the FI becomes especially relevant, since all these processes are directly related to
the transformation of the economy of the region. It should also be noted that the mechanism of
formation of t he e @gsiiSaviatgpsriodentinlyn ocouyred iwithoutt h
methodological understanding, and the new structure of the FI was spontaneously formed and
actively reacted to changes in market conditions. The search of ways of restructuring of the FI
in the context of a spéaneous transformation of the economy and today it is a primary
objective for the Government of the Kaliningrad Region, as the fishing industry of the region

is a specialization industry in the modern territorial division of labour in Russia, which is why
the development of the concept of structural and spatial transformations of the regional Fl is
also relevantFor the exclave region, which today is the Kaliningrad region, to ensure its
sustainable development, specific regional factors are very impoataong which industry
clustering can be distinguished [6]. The <clu
a par with the fAigrowth poleso, territorial p
of the production cluster summarizee tlesearches of industries of territorial specialization,

key firms, industry leaders, networks of integgional manufacturers and suppliers, production

and market infrastructure [3furrently, in the Kaliningrad region there are supposition for the
concentration and integration of enterprises of various economic activities, with the formation
of industrial clusters by combining competitive related sectors, including in the fishing industry
[9]. Therefore, in the Kaliningrad region, aregionaltameto gr am A Devel opment
i ndustryo was developed, the main purpose of
allocated raw materials, attracting investment in the region, but also the creation of a fish
processing cluster on the teony of the FSUE Kaliningrad Sea Fishing Port (114 hectare)
whose functions will include: support for fishing organizations (fishing for sprats (Baltic
sprats), herring), modernization of coastal infrastructure, coastal processing, repair of vessel of
the fishing fleet, aquaculture production and other [13]. At present, the transformation of the
structure of the FI of the Kaliningrad Region is carried out through the formation of a modern
fishery cluster in the areas of effective management and develophoeatstal fishing and fish
farming with a modern solution to financial, economic, technological, managerial and
environmental problem# notable result of such transformation of the FI and the formation of

a regional fishery cluster was the increased #tnual harvest of coastal fisheries in the Baltic

Sea, represented by record levels over the past 15-y&3r9 thousand tons [10]. The basis of

the fishing trade in the Kaliningrad region from the total harvest is herring (54.2%), sprat
(29.8%), codand river flounder. The increase of the coastal quotas of the extraction (harvest)
of Baltic sprat (sprats) and Baltic herring (herring) affected the harvest indiedtergotal

catch of small sprat amounted to 108.8% (20P&sitive dynamics is alsobserved in the
development of the coastal fisherigschange in the fishing characteristics of the fleet affected
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its work in the 26th subarea thfe Baltic Sea [10]. An increase in the total catch of small sprat
contributes to the provision of raw teaals to coastal canning enterprises during coastal
fishing for the purpose of import phasat. Currently, more than 20,000 people are employed

in the fishery industry of the region, 60 vessels with a gross tonnage of 155.7 thousand tons are

in operatia. The infrastructure of the Fl is based on 195 organizations, 2 ship repair enterprises,

2 fishing equipment manufacturing enterprises, AtlantRIFO, MariSIAIF 2 higher education
institution and 1 specialised secondary educational establishmenfgLpat of the fishing
cluster in the Kaliningrad region, the i nves
the Coast al Zoneo has been maki ng-employadce 201
Sushko is located in the city of Svetly and includes fish m%ing workshops, a storage
warehouse, ship basing and a specialized market. A modern workshop for the freezing and
storage of frozen fish producfs ["Moredobycha" operates in the region. Three vessels of

the SEC "Rybolovetsky Kolkhoz", "Za Rodina", thesSFTR-1376f [ i St al acti t Ma
Firm o, and the berthi Rybolovetskiy kol kho
Rybachy were modernized [10]o implement the cluster project, the Kaliningrad Sea Fishing

Port was joined to the Federal Sthkeitary Enterprise "National Fish Resources" (2017), it is
planned to reconstruct of the refrigerator and the berth, purchase elevating and transport
equipment, and create a modern fish market of local catthesban on the import of fish

products (inclding canned sprats) from Latvia, Estonia and Poland since 2015 also influences
the opti mal i mpl ementati on of the state prc
Meanwhile, in the conditions of crebsrder cooperation of the Kaliningrad region, it is
necessary to support the international initiative in the production of alternative products with

the countries of the Baltic regioccording to the data of Agency for Fisheries on the
implementation of the goal of the government program "Sustainabldogevent of the

fisheries industry of the Kaliningrad region”, the aim of effective management of Fl in 2015

2016 was achieved by 96% of the 100% was planned [10]. The actual volume of fish products
produced by the companies of the Kaliningrad region anedutot overfulfillment of the plan:

in 2015- 55.09 thousand tons (plad0.22 thousand tons); in 20168.93 thousand tons (plan

- 41.09 thousand tons). The volume of private investment in the construction and modernization

of coastal infrastructure armbastal processing in 2016 amounted 779.4 million rubles {plan

639.2 million rubles)Sustainable production of aquaculture products and subsidizing part of

the procurement cost of expensive feed is also part of the plan for the development of fish
farming as part of the regional fisheries clustére key internal element of the enterprise in

the regional fisheries cluster structure is the competitiveness of products [4]. Meanwhile, a
number of factors today relate to the "risk factors" of the clustezlolement strategy in Fl:

market (demand, product prices); social factor (lack of skilled staff), environmental factor, legal
factor; raw materials (reduction of quotas, error of the forecast of catch); economic (rise in
prices of equipment); financial @k of funds of the enterprise)However, the
demonopolization of production leads to the formation of a modern information realm of the
business community. The efficiency of plantation of new production technologies, business
services, the selection of beride suppliers and skilled personnel contributes to use of the
concept of clusters in production activities.

5. CONSLUSION

As a result, a comprehensive analysis of the economy and FI of the Kaliningrad region in the
postSoviet period revealed the following distinctive features of regional development: 1) the
spontaneous transformation of FI with structural changes at thiallsplical and sectoral
levels that occurred during the transitional period of development of the Russian economy; 2)
Fl is a socially significant sector of the economy with competitive advantages of impor phase
out and seldependence of the region wiikh products; 3) in the region there are prerequisites
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for the formation of industrial clusters, including in the fishing industry, which are gradually
becoming Agrowth pointsod of the regional ecc
of the regpnal fishing cluster include: raw material factor, economic factor, financial factor,

market factor, social factor, environmental factor, legal factor; 5) in future, the influence of the
regional FI on the change in the seeiconomic micrezoning of theregion [8], as a gradual

process of concentration of economic growth in the coastal part of the region;dakedo

Apol arizationo of space, remains relevant.
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ABSTRACT
Within fiscal policy, one of the maininstrumentdor stimulatingeconomiagrowth are public
expendituresHowever, economictheory has shownthat public expenditurescan have a
positiveand negativeimpacton growthandthat this impactcan be shorttermandlong-term.
In orderto look at theeffectsof governmengpendingpolicy oneconomigrowthit is necessary
to divide the total amountof public expenditureinto severalcategoriesand analysethem
separately.The most commonlyusedapproachis the division of public expendituresnto
governmenspendingandinvestmentGovernmenspendings generallyconsideredo havea
negativeimpacton economicgrowth, while investmenhasa positiveeffect. However,given
that somecategoriesof governmentspendinghave a positive impact on economicgrowth
(expenditureon infrastructure,educationrandhealth)sucha divisionis notenough Therefore,
in economictheory, it is commonto divide public expendituresinto productive and
unproductivepublic expendituresProductive expendituresnclude expendituredor health,
educationresearchand developmentpublic infrastructure,while unproductiveexpenditures
include expendituredor the military, administration,social benefits,salaries,etc. However,
themainproblemin theeconomiditerature s thatit cannotbe provideda generalconclusion
about the impact of certain categoriesof public expenditureon economicgrowth for all
countiies, and the impactis differentin developedcountriesand developingcountries.The
purposeof this paperis to critically analysethe theoreticaland empirical literature on the
relationshipbetweerpublic expenditureand economiogrowth andto provide an overviewof
variouscategoriesof public expenditureén the Republicof Croatiain the periodfrom 2008to
2018.Accordingly,theanalysiswill showhowthe growth of total public expendituresaswell
asvariouscomponent®f public expendituresinfluencethe economiayrowth of the Republic
of Croatia.
Keywords:economigrowth, fiscal policy, public expendituresRepublicof Croatia

1. INTRODUCTION

Over the pasttwo decadesa considerableamountof theoreticaland empirical researchhas
focusedon identifying component®f public expenditurggovernmenspending)that havea
significantrelationshipwith economicgrowth. Usingfiscal policy instrumentgo achievethe
desiredeconomicgrowth can be explainedfrom different points of view. Keynesiantheory
arguedthat the governmentshould fine-tune the economyby allowing economicforcesto
allocatefactorsof productionandinvestmentaswell asthe needto occasionallyintervenein
the regulationof the impact of macroeconomicvariableswith the objectivesof achieving
balanceand continuousdevelopmentof all sectorsof the economy.But unlike Keynesian
theory,in modernsystemshereis direct control of all factorsof production,which is a less
successfulway becauseof its authoritarian nature, which reducesthe interaction of
macroeconomiwariablesand causedistortionsaswell as marketfailures. Accordingly, the
relationshipbetweenpublic expenditureand economicgrowth generates seriesof debates
and different opinions amongeconomists.The governmenthastwo functions. The first is
protectionandsecurity(creationof therule of law andprotectionof propertyrights, protection
of life andpropertyand population)andthe seconds the productionof certainpublic goods
(defenceroads,educationhealth,etc.).
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Some economistsargue that higher public expendituresfor sociceconomicand physical
infrastructuresencourageseconomic growth in the sameway as health and education
expendituremcreasdabourproductivityandincreaseagrowthof domestigproduct(Barroand
Salai-Martin, 1995).0Ontheotherhand thereis agroupof economistsvhoarguethatincreased
public spendingcanreduceeconomicgrowth becausein the caseof higherpublic spending,
governmentsanraisetaxesor raisepublic debtwhich haveimpacton householdspending.
Moreover,if the governmenincreasedorrowingin orderto financeits expendituresit will
reduceprivateinvestmentTheinvolvementof public infrastructureor, moregenerally public
capitalin the private productionfunction hasimportantimplicationsfor productivity in the
privatesectorIncreasingoublicspendinglirectlyincreaseshemarginalproductivityof private
inputs, which encouragesheir accumulationand can thereforetrigger production growth
(Aschauer,1989). Thus, the activities of the stateand politicians play an importantrole in
determiningthe economicconditionsunderwhich economicgrowthtakeplace.Someof these
activitiesaredirectedtowardsredistributiveandthewider objectivesof socialpolicy which, at
leastin theshortrun, arenot primarysuitedfor achievinghighereconomiagrowth.In addition,
thedemandor somepublic serviceghealth,educationdefencegtc.)maydependnthelevel
of outputpercapita,sothatin thelong run public spendingncreasesvith thestandaraf living
(Wagner'daw). In additionto the long term,the mechanismsef fiscal policy canaffectoutput
(production)and growth in the mediumterm, as well as during the businesscycle. In the
frameworkof economigolicy, fiscal policy is generallyseerasaninstrumento mitigateshort
termfluctuationsin productionandemploymentWith changesn public spendingor taxation,
fiscal policy aimsto influenceaggregatelemandto bring the economycloserto its potential
equilibriumoutput. Therefore the quality of fiscal policy shouldbe evaluatedor its ability to
reduceoutputfluctuations However thelong termimplicationsof suchshorttermfiscal policy
instrumentsin the areaof taxationand governmentspendingcannotbe overlooked.On the
governmenspendingside,which s thetopic of this researchseveralfiscal policy instruments
thathavelong term effectscanbeidentified. Suchinstrumentsareknown from earliermodels
of endogenougrowthwhich haveintroducedthe categoryof public expenditureassomething
thatdriveseconomicgrowth. Thus,the maingoal of theresearchs to provideanoverviewof
variouscategorie®f public expendituren the Republicof Croatiain the lasttenyearsandto
show how the growth of total public expendituresaswell asvariouscomponentof public
expendituresinfluencethe economicgrowth of the Republicof Croatia. The resultsof this
researctshowthatthe structureof public expendituresn the Republicof Croatiais not fully
orientedtowardsachievinghigherratesof economicgrowth andrequireits adjustmentThe
restof paperis structuredasfollows: Section2 highlightsthe literaturereviewin thefield of
public expendituresand economicgrowth, Section3 presentsanalysisof public expenditures
in the Republicof Croatia,Section4 concludes.

2. LITERATURE REVIEW

In orderto examinethe effectsof public expenditurepolicy on long termeconomicgrowth, it
is necessaryo divide thetotalamountof publicexpenditurento severatategoriegndanalyze
themseparatelyThemostcommonlyusedapproachs thedivision of public expendituregnto
governmenspendingandinvestmentGovernmenspendings generallyconsideredo havea
negativempacton economiogrowth, while investmenthasa positiveeffect. However,sucha
division is not sufficient, given that somecategorieof governmenspendinghavea positive
impacton economicgrowth, suchas expenditureon infrastructure educationand health.In
contrastsomeinvestmenfrojectscancreatedistortionsthatresultin lossof prosperityin the
country.Accordingto Devarajaret al. (1996),public or governmenspendingcanbe divided
into productive(which hasa positiveeffecton economicgrowth) andunproductie (or purely
consumer).
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Also, accordingto Glomm and Ravikumar(1997), public expenditureon infrastructureand
educatiorhasa directimpacton the growth rate of the economy.In this case,changesn the
rateof growth of public infrastructureandchangesn the level of educatioraffectthe growth
rateof the economy.In particular,whenevetthe level of educatiorexceedglags)the level of
knowledgeand innovationthereis a positive (negative)impact on economicgrowth. Other
public expenditureshowever,do not directly influencethe growth rate.Empirical evidencen
theareaof public expendituresndtheirimpacton economiogrowthsuggestseveraldifferent
conclusionsCashin(1995), Kocherlakotaand Yi (1997),de la Fuente(1997),Kneller et al.
(1999)found a significantpositiveimpactof public investmentievelson economicgrowthin
developedcountrieswhile Boseet al. (2007) concludedthat educationexpendituregprivate
andpublic) aswell asthe total amountof investmentreimportantfor developingcountriesin
stimulatingeconomiagrowth. In contrastEasterlyandRebelo(1993)analysedlifferenttypes
of public expenditure and concluded that only public investmentin transport and
communicationsnfrastructurecreategositiveeffectson economiogrowthin bothdeveloping
anddevelopedountriesandthattotal publicinvestmentfhiaveno significanteffect.Miller and
Russek (1997) in their work found that investmentsin transportand communications
infrastructurehavea negativeeffecton growthin developingcountries Deverajaretal. (1996)
haveshownthat public capital expendituredavea negativeeffect on growth in developing
countriesandthattheresultsaredifferentwhendevelopeatountriesareincludedin theanalysis
insteadof developingcountries They explainedsucha resultsby suggestinghatexpenditures
thatareusuallyconsideregroductivecanbecomeunproductivef thereis anexcessivamount
of them. Also, they concludedthat developingcountriesare allocatingtheir resourcesn the
wrongway, thatis, excessivespendingof capital.In theirwork, FolsterandHenreksor(2001)
examinedhe effectsof rising public spendingandtaxationin developedaountriesUsingpanel
datafor the period from 1970 to 1995 they found a negativerelationshipbetweenpublic
expenditureand economicgrowth. In addition, the authorsconcludethat a 10% increasen
public expenditureasa shareof GDPis associatedavith a0.8%decreasén economiogrowth.
Similarly, Kneller et.al. (1999) havedemonstratedhat fiscal policy caninfluencelong-term
growth ratesin OECD countries. The authorsfind that productive expendituressuch as
expenditure®n educatiorandhealthincreasegrowthwhile unproductiveexpendituresuchas
thoseon social security and welfare haveno effect. Mueller and Stratmann(2003) found a
negativeeffectof statesizeon economiocgrowthin a sampleof industrializedcountries There
aresomestudiesthat havecontributedto the theoreticaland empiricaldebatesvhetherfiscal
policy hasa positive effect on economicgrowthin thelong run. A studyconductedn Kenya
(Amanja and Morrissey (2006)) assumeghat governmentand policy influence are vital to
economigyrowth,butfrom theoppositepointof view. Theyassumehatgovernmenbperations
are inherently bureaucraticand inefficient and thereforedon't encouragegrowth. They used
time seriesof annualdatato explorethe relationshipof different fiscal policy measureso
growth. By categorizinggovernmengexpendituresnto productiveand unproductive andtax
revenuesnto distortiveandnon-distortive,theyconcludedaccordingo economicheory,that
unproductivespendingand non-productive taxes do not contribute to growth. However,
contrary to expectationsproductive expendituresn their researchhave a strong negative
impacton growth, while they havefoundno link to the effectsof distortive growth taxes.On
the otherhand,they haveproventhat governmeninvestmenthasa positiveimpacton long-
term economicgrowth. Bleaneyet al. (2001) haveshownin their work that more productive
governmentspendingincreasesgrowth, while unproductivegovernmentspendinghas the
oppositeeffect. Also, mostempiricalresearctsupportsthe thesisaboutthe negativeeffect of
taxeson economicgrowth, as well as the positive link betweengrowth and spendingon
educationwhile the evidenceor the negativeimpactof public spendingon defensas slightly
lessstrong.
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In accordancevith all theabove the nextpartof the paperwill analysehe structureof public
expendituresn the Republicof Croatiabasedon the economicandfunctionalclassificationof
public expendituresiccordingto the IMF.

3. ANALYSIS OF PUBLIC EXPENDITURES IN THE REPUBLIC OF CROATIA
Basedon a review of the most important researchin the areaof public expenditureand
economicgrowth, it canbe concludedthat the resultsshow different views on which public
expenditurecan be classifiedas productiveand which as unproductive. Also, the impact of
public expenditureson economicgrowth dependson various factors such as the level of
consumptionthe efficiency of the provisionof public goodsandserviceswithin the national
economythetaxburdenandtaxstructure aswell asthepublicexpendituretself whoseimpact
is estimatedThis meanghatthe positiveimpactof someform of public expendituredepends
largely on the institutional,economicand political environmentof the country. Furthermore,
the most significant divisions of public expenditureare those accordingto functional and
economicclassification.Thesedivisions are significantbecausein analysingproductiveand
unproductivepublic expendituresjt is more importantto look at the function (functional
classification)for which public revenueas spentthaneconomicclassifcation. For example,it
is notthe sameif fundsarespenton salariesof employeesn education(productivepurposes)
or in salariesof employeesin pre-dimensionedpublic administration (non-productive
purposes)Thesetwo classificationsareshownin thefollowing Tablel.

Tablel: Functionaland economicclassificationof public expenditures

Functional classification Economicclassification*
Generabublic services Compensationf employees
Defence Useof goodsandservices
Publicorderandsafety Consumptiorof fixed capital
Economicaffairs Interest
Environmentaprotection Otherpropertyexpenses
Housingandcommunityservices | Subsidies
Health Grants
Recreationgcultureandreligion Socialbenefits
Education Capitaltransfersandotherexpenses
SocialProtection Acquisitionof fixed capital

Net acquisitionof financialassetgor policy purposes

Source:Allen,R.andD. Tommasieds.)(2001),ManagingPublic ExpenditureA Reference
Bookfor TransitionCountries OECD Publishing,Paris,
http://www1.worldbank.org/publicsector/pe/oecdpemhandbook.pdf

Consideringhata functionalclassificationorganizeggovernmengctivitiesaccordingto their

broad objectivesor purposes(e.g., education,social security, housing,etc.). and that it is

independendftheg o v e r nadmimstraiigor organizationastructuresuchaclassification
is especiallyuseful in analysingthe allocation of resourcesamongdifferent sectorsin the

nationaleconomy Also, the division of public expenditureby functionis goodfor analysing
governmentspendingand comparingdataover time. Basedon this classificationandin the
contextof previousresearchn the field of the impact of public expenditureson economic
growth, the division of public expendituresnto productiveand non-productiveonescan be
made,asshownin Table2.

1 The economic classification identifies the type of expenditure incurred, for example, salaries, goods and services, transfers
and interest payments, or capital spending. Provides data on types of revenues or expenditures (for exarsple gealdse
and services).
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Table2: Productiveand non-productivepublic expenditures

Productive public expenditure Non-productive public expenditure
Generabpublic services SocialProtection
Defence Recreationgcultureandreligion

Publicorderandsafety
Economicaffairs
Environmentaprotection
Housingandcommunityservices
Health

Education
Source:author'scompilationbasedon Pitlik and Schratzenstalle¢2011)

Positiveimpactof expendituresor generapublic servicesdefenceandpublic orderandsafety
resultsfrom thefactthatthesearetypical publicgoodsfor whichthereis aneedn everycountry

andmustbe provided.Ontheotherhand thistypeof expenditures significantbecausén most
countriesthereis no private expenditurefor this purpose.lnvestmentin economicaffairs

(transport,communicationand utilities) andin environmentalprotection(energyefficiency,

water supply) contributesto increasedproductivity in the private sector,suggestinghat this

type of public expenditurexanbe the main driver of economicgrowth. Furthermorepublic

expenditure®n educationand healthincreasedabourproductivity and hasa positiveimpact
on humancapitalaccumulationywhich ultimately contributego greatereconomicgrowth The

categorieof public expenditureshatwereclassifiedin the Table2 asnon-productivedo not

necessarilyhave negativeimpact on growth. However, this analysisassumeshat public

expenditureon social protection(governmentransfers)hasa negativeimpact on economic
growthbecausé candiscouraggeoplefrom working. Expendituregor recreationcultureand
religion areclassifiedasnon-productivebecause&oesnot havea directimpacton growth. The

following Graphl showsthefunctionalclassificationof publicexpendituressa shareof GDP

in the periodfrom 2008to 2018.

Graph following on the next page
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Graph1: Expendituredy Functionsof Governmen{in GDP - %) in Croatia
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Source:a u t haompdafionbasedon GovernmenFinanceStatistics
http://data.imf.org/?sk=5804C5EQ5024672BDCD-671BCDC565A9Republicof Croatia
- Ministry of Financehttp://www.mfin.hr/hr/drzavaproracun2019godina

ThepreviousGraphl showsthatafterthebeginningof theeconomiccrisis (2008)anduntil the
endof 2017 ,therewereno significantreductionsn public spendingn the Republicof Croatia
and that the most significant categoryof public expenditureare expendituresfor social
protection(approximatelyl5.50%of GDP)in all observed/ears.The secondmostsignificant
categoryof public expendituresare expendituren generalpublic serviceswhile the third
mostsignificantcategorysince2015areexpendituresnhealth. Also, thefactthatexpenditures
on generalpublic servicesin the observedperiod are on averagetwo times as high asthe
expenditure®n educationandthatin the lastfour yearsthe expenditureon educatiorhave
eitherstagnatear decreasedshowsinadequatespendingof public money.lt is alsonecessary
to increaseexpenditure®n environmenprotectionwhichis now atavery low level of 0.50%
of GDP ayearon averageThe following Graph2 showsthe structureof public expenditures
by functionalclassificatiorasa percentagef total public expendituresn the periodfrom 2008
to 2018.

Graph following on the next page
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Graph2: Expendituredy Functionsof Governmen(in total expenditures %) in Croatia
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cial protection

Unlike the Graph1, the dataon this Graph2 showshow economicpolicy makerscan make
decisionsaboutincreasingor decreasingertaincategorieof public expendituresassuming
thatthe total amountof public expendituress stableeachyear.It canalsobe observedhat,
from 2008to 2017,the structureof public expenditurevason averageghe same However,in
2018,therewasasignificantchangen the structureof public expendituresprimarily because
expenditure®n socialprotectionhasbeensignificantlyincreasg5.74%of total expenditures).
Accordingly, therehasbeena significant reductionin expenditureon health,generalpublic
servicesandrecreationcultureandreligion. This situationcanbe attributedto the fact thatin
theRepublicof Croatiait is necessaryo stimulatethelabourmarketaswell astheretentionof
thelabourforcein the country.In orderto achievethis, it is necessaryo provideresourcegor
employment and promotion of social inclusion. However, if this structure of public
expendituresis linked to researchconductedto determinewhich public expendituresare
productiveandwhich arenon-productive we canseethat on average35% of Croatianpublic
expendituresare spentfor nonproductive purposeswhile somefunctionsthat can have a
positive impact to economicgrowth are neglected(eg defence,education,environmental
protection).

4. CONSLUSION

Theanalysiof publicexpendituren theRepublicof Croatiain thelast10yeardeadsto several
importantconclusionsFirst, whenanalysingproductivepublic expendituresit is evidentthat
thereis still muchspacefor progressn Croatia.Thelong-plannededucatiorreformhasbegun,
but the amountof public expendituregarmarkedor educationis not sufficient. Also, thereis
averylow level of expendituresor researclanddevelopmentwhich impliesthatCroatiawill
not achievethesegoals underthe Europe 2020 Strategy.Other goals of the Europe 2020
Strategy, such as renewableenergy, energy efficiency, increasingemploymentrates and
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reducirg socialexclusionandpoverty,havebeenachievedoy Croatia,but a greatemumberof
projectslinked to that achievementsre co-financedby EU funds. Second,n the contextof
nonproductivepublic expenditureand despitea significantproportionof public expenditure
beingallocatedto socialprotection the populationexposedo povertyandsocialexclusionis
higherthantheEU averageimplying thattheimpactof publicexpenditurenpovertyreduction
is limited andnot sufficiently effective.Very smallreleasesor environmentaprotectionlimit
theresolutionof the, lately, very large problemof too muchwasteendingup in landfills and
too smallto besortedandrecycled.Thisis aproblemfor bothcentralandlocal levelsof public
authority.OntheotherhandtheRepublicof Croatiahascontinuouslyhigh public expenditures
for health,howeverdueto the slow progresof therationalizationof spendingof public funds
in hospitalsandthe largeamountsof overdueobligationsin the healthsector it is not possible
to expectfurther developmenbf the health care systemand improvementof the quality of
healthcarein the nearfuture. Also, in orderto improve economicgrowth, it is necessaryo
increasecapitalinvestmentsespeciallyin transport(railway) infrastructure.
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ABSTRACT
The main taskformulated in the framework of identifying the imbalance of secamomic
development of territories, is to find and formalize the problem factors. As part of the
improvement of the soceconomic situation of the regions, problems requiring immediate
solutions are identified. Among them: a high level of morbidity, crime, unemployment,
stratification of society (including incoméys an example of the application of the methodology
(its description is given below), the results of the analysis of the yjoélite of the population
of the regions of the Russian Federation on agelected (abbreviated) list of indicators are
presented. They correspond to the indicators obtained from the subjective assessments of
respondents. The material nature of the lgyaof life of the population is confirmed. In
addition, the CHAID analysis of variables is carried ouhe results of a largecale study of
the population of Russian regions.
Keywords:Quality of Life, Subjective Quality of Life, Demography, Welf&agial Sphere,
CHAID-analysis

1.INTRODUCTION

The quality of life of the population is a mudiiteria indicator in a constantly changing secio
economic environment. In this paper, it is proposed to assess the quality of lifpabtiation

to apply the calculated integral indicator used to assess the level ofesociomic
development of the regions of the Russian Federation [1]. For realization of functional tasks of
management, it is necessary to apply methods of economicadhdmratical modeling. Among
them:

1. Crossindustry balance models;

2. Tools of comparative analysis of economic development of regions;

3. Econometric models (regression models, time series analysis models);

4. Models of multivariate statistical analysis (toolgéduce the dimension of the studied set
of features, for example, cluster analysis, principal component analysis);

Graph theory;

Tools for detecting latent changes. For example, using structural equationsSt8Ekiral
Equation Modeling (structural eqi@t modeling);

7. Neural network modeling;

8. Simulation tools (discretevent, systerglynamic modeling, agent modeling).

o o

The most preferred option is the symbiosis of the listed methods and models. In this case, it is
possible to obtain the most adequate eatihg the reality and having the maximum predictive
power of the simulation result.

The choice of indicators is determined by the targets of national projects:

1 increasing sustainable natural population growth;

1 increase life expectancy;

1 the reduction of pverty;

1 improvement of living conditions of the population.
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In addition, the objectives are:

1 Russia's entry into the five largest economies in the world;

1 creation and improvement of expariented sector in the Russian economy;
1 growth in the number of hovative enterprises;

1 digitalization of the economy.

1.1.Description of data
Thus, the following indicators are used for calculations (table 1).

Table 1: Indicators used to calculate the problem "Quality of life” (regional section)

Indicator | Unit of measurement
Demography

Natural growth rate per 1000 people

Infant mortality rate Number of deaths per 1,0(
live births

Mortality rate from neoplasms Cases per 100,000 people

Mortality rate from cardiovascular diseases Cases per 100,0Qd0ple

Number of disabled persons Number per 1000 persons

Welfare

Number of cars in personal use pieces on 1,000 people

Input housing Sqg m per 1000 people

The ratio of per capita income and the subsistence |%

minimum

Total volume of retaiturnover and paid services Rubles per capita

Investments in fixed assets Rubles per capita

The length of roads with hard surface Km per 1000 sq km area g
the region

Social sphere

The share of the population with monetary incomes b{%

the subsistence minimum

Long-term unemployment rate (job seekers over 12 |% of all unemployed

months)

The indicator of tension in the labour market Number of unemployed
persons per vacancy

Total number of serious crimes Units per 10 thousand
population

2.RESULTS FOR OBJECTIVE DATA

According to the results of the calculation of the integral indicator of the quality of life, we can
distinguish a list of problem areas, among which: Republic of Tyva, lvanovo region, Pskov,
Orel region Jewish Autonomous region, the Republic of Kalmykia. At the same time, several
regions have some specific problems that determine their position in the ranking of
administrative units. In case of the highest importance (degree of influence on the result) of
indicator, the position of the subject of the Russian Federation may be slightly shifted relative
to the expected position. One of the main tasks in determining the values of the integral
indicator of quality of life is to calculate the weight coeffidieof individual criteria.

2.1.Demography

Values of weight coefficients of variables reflecting demographic position of regions of the
Russian Federation (figure 1), explain the result of ranking regions.
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Figure 1: Weight coefficients @hriables (group of indicators "demographics”, according to
calculations for 201£018)

One integral variable is constructed for all variables of the Demographics group. At the same
time, a group of regions of the North Caucasus and some regi&@ilsenia and the Far East
(Sakhalin region, Altai Republic, Sakha (Yakutia), Tyva) is clearly distinguishieely are
characterized by high values of the coefficient of natural growth. In addition, there are low
mortality rates from cancer and cardiovasculseases. The regions of the Central Federal
district, which formed the basis of the group of outsiders according to demographic criteria, are
characterized by high mortality rates from cancer and cardiovascular diseases. Thus, in 2018,
the number of dehs from cancer (per 10,000 people) was: 240 cases in the Pskov region, 257
- in Orel, 258- in Tver, 263- in Tula, 243in Bryansk and 253 in Kostroma regionsThe
national average in 2018 is 199 cases per 10,000 people. The relative number of ai@aths fr
cardiovascular diseases (per 10,000 people) in 2018: Pskov -fifioncases, Ory«01,
Tver-708, Tula645, Bryanskr14, Kostroma/43. The national average is 570 cases per 10,000
people, which is significantly lower than in the regions (figure 2).

Figure 2: Map of regions of the Russian Federation (according to the values of the single
indicator "Demographics” in 2018)
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2.2.Welfare

When analyzing welfare, it is necessary to consider not only the level of provision of citizens
with materialresources, but also the degree of income differentiation. For this purpose, the ratio
of the volume of per capita income and the subsistence minimum by region wa3hesed.
weights of individual variables in the context of the welfare analysis were bt gtaing the
analyzed period (weights for 2018gure 3).

0,45

0,55

« Totalvolume of retail turnover and paid services The ratio of per capita income and the subsistence minimum

Input housing = Investments in fixed assets

= The length of roads with hard surface

Figure 3: Weights of variables within blocks (Welfare, 2018)

All variables were divided into three blocks, for each of which integral indicators were
estimated. Block weights in 2018 weretdtsuted as follows:

1 (0.27): commodity Turnover and paid services; housing commissioning; roads

2 (0.46): Income and investments

3 (0.27): Cars

Getting regions among the leaders in 2018 is largely due to the high volume of investments in
fixed assets (weight within the blo€k55) and the ratio of cash income and the subsistence
minimum. Among the leaders: Moscow, St. Petersburg, Moscow, Sakhalin, Tyumen, Belgorod,
Voronezh, Lipetsk regions, the Republic of Tatarstan and Krasnodar region {fjgure

Lo ¥
4
VR j‘é \

o

Figure 4: Map of regions of the Russian Federation (according to the values of the single
indicator "Welfare" in 2018)
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The list of "lagging behind" regions is traditional. Thus, the number of outsiders in 2018
included the republics of Tyva, Kalmigk KarachayCherkessia, Altai, Zabaikalsky Krai, the
Jewish Autonomous region. All of them are characterized by low purchasing power of cash
income, weak infrastructure, low level of development of road networks. Among other things,
these regions are umactive for investors.

2.3.Social sphere

The high level of unemployment and crime is an extremely serious problem for several regions

of the Russian Federation. Among the indicators reflecting the state of the social sphere is,

among othethings, the proportion of the poepne of the most important indicators of social
problems. The poverty of the population naturally stems from insufficient income, lack of
employment. In most cases, it is the high level of poverty that contributes pootlieration

of various problems. Including, such as substance abuse, alcoholism Duiing.20152018,

the composition of the blocks of the Social sphere group remains unchanged. Thus, the first

block includes three variables: the proportion of therpthe level of longerm unemployment;

the load per vacancy. The maximum weight in 2017 and 2018 is assigned to the share of the

poor population, in 2015 and 2016 the indicator of argn unemployment had the greatest

impact on the value of the finahdicator of the considered grouphe territories most
problematic from the point of view of the formation of an unhealthy situation in society are
characterized by the following indicators:

1 high level of poverty (Tyvat0%, TRANSBaikal territory21%, Buyatia-24% with the
national average of 15%));

1 a significant share of the unemployed, more than a year in search of work (Jewish
Autonomous regio9%, Amur regior38%, Primorsky KraB6%, Kemerovo region
35%, Transbaikal regien2.6%, Tuvab9%, Buryatiad2%, Ingushetia73%. The value of
the indicator in Russid0%);

1 high load on vacancy (Ingushefid,2. The national average is 2). It should be noted that a
significant load on the vacancy is peculiar to most of the republics of the North Caucasus.
Their noninclusion in the number of disadvantaged regions is explained either by the low
level of crime and poverty (Dagestan) or by the selection for close study of only ten
outsiders;

1 high crime rate (only for serious crimes, including murder, re@esing serious harm to
health). The number of criminal territories includes mainly the regions of Siberia and the
Far East. Among them: Magadan and Amur regions (22 and 28 cases per 10,000 people,
respectively), Tuva and Buryatia (36 and 29 cases, resplggt Primorsky Krai and the
Jewish Autonomous region (20 and 27, respectively). Among the republics of the North
Caucasus, the Chechen Republic "leads" in the number of criBtegsases per 10,000
people. According to official statistics, the crimirsitluation in other Caucasian republics
is more stable. Ingushettacases, Dagestaf) North Ossetid 3, KabardineBalkariall,
KarachayCherkessig.

The territories most problematic in terms of solving social problems and their possible
consequences @hrepublics of Ingushetia and Tyva) (figure 5).

Figure following on the next page
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Figure 5: Map of regions of the Russian Federation (according to the values of the single
indicator. "Social sphere" in 2018)

2.4.A composite indicator

According to the obtained values of the indicators "Demography”, "Welfare" and "Social
sphere" the resulting feature was constructed. In addition, the weights of each group indicator
were determined (figure 6).

Figure 6: Weights of group indicators indlsummary indicator in 2018

Among the leaders in quality of life: Tyumen, Moscow region, Moscow, Tatarstan, Yakutia
(due to the indicators of the social sphere and welfare), the Chechen Republic (due to
demographic parameters and indicators ofsitba@al sphere). Welfare criteria plays a leading

role in shaping the quality of life. But not only welfare should be under close attention. It is
equally important to provide measures and mechanisms to reduce mortality caused by cancer
and diseases of tlwardiovascular system and circulatory organs. The situation in the regions
of the Central and Nortklivestern Federal districts should be kept under close attention of the
supervisory authorities. In order to prevent the growth of social problems duehightevel

of unemployment and impoverishment of the population, it is necessary to take measures to
create a prosperous social environment, in particular, measures to regulate employment and
reduce unemployment in a number of regions of the Far EastjeSamel the North Caucasus.

One of the main centers of social problems is the Republic of Tyva, the situation in which also
requires special attention. Since, in addition to the difficult situation with the crime rate (the
Republic of Tuva is one of thedders in the number of crimes related to drug trafficking), the
region also has a high degree of stratification of the population in terms of income.
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